February 29, 2004 

This site is pretty much like my trading: I'm always tinkering with it.  A new feature added to the Articles page is a set of book reviews, including a review of the latest offering from John Murphy on intermarket analysis.  Next week I'll post another review and, from there, I'll add reviews when particularly good books hit the market.  I understand that next week's book, Trade Like a Hedge Fund by James Altucher, is not yet posted on the Amazon site.  It's one of the best sources of creative trading ideas that I have encountered in quite a while.

Yesterday I received an invitation for a free trial subscription to Lowry's new online market service.  I am indebted to Jon Markman for pointing me in Lowry's direction.  The service puts all of Lowry's indicators, including their rankings of stocks, in a web-based format where they can be accessed at any time.  A particular strength is the daily updates of strength ratings for large market sectors and specific industry groups.  The pages are set up so that it is easy to click through each industry group to identify the component stocks and their relative performance.  I have also found their Short Term Index to be a valuable timing tool for capturing intermediate-term market highs and lows.  For traders and investors looking for ideas as well as timing, this service looks great--though at $1200/year it's not cheap. 

February 28, 2004 

This week's Chart of the Week takes a look at the relationship of the Semiconductor stocks (SMH) to the S&P 500 Index (SPY).  This is only one of many relationships between volatile and less-volatile market sectors that play out in intraday moves.  Another that has recently been worth following is the relationship between the S&P Midcap stocks (MDY) and the SPY.  On the morning of the 27th, SMH badly underperformed SPY, setting up a late morning decline.  In subsequent action, MDY outperformed SPY, setting up a nice rebound rally.  The general rule is that the more volatile average (MDY, SMH) tends to lead the SPY.  The Market Turbulence Index is based on this principle.

Trading Summary
Week of 2/23/04 - 2/27/04
Number of Trades: 8

Winning Trades: 8 (Total ES Points = 20.00)

Losing Trades: 0 (Total ES Points = 0.00)

Net Profit (Loss) for Week in ES Points:  20.00

Month of February, 2004
Number of Trades:  19

Winning Trades: 18 (Total ES Points = 44.25)

Losing Trades: 1 (Total ES Points = -5.00)

Net Profit (Loss) for Month in ES Points:  39.25

I feel awkward posting this; it is not my nature to boast.  There's no doubt about it, though: these results are so much better than my past performance that it's worth asking what's going on.  The answer is that these "system" trades are made only during morning hours and only when short-term patterns with a demonstrable directional bias are present.  The trades are held for a short period of time, and there is strict loss control.  To give an idea, the holding period for this week's trades were (in descending order of minutes): 58, 26, 25, 20, 17, 15, 10, and 7.  On average, I'm holding a trade for 20-30 minutes.  What that means is that, over the period of the trade, the market is likely to behave in a stationary manner.  (See the article on Stationarity for an explanation of this key market concept).  The trend, momentum, and institutional indicators used to enter the trade will tend to perform in a stable, predictable fashion during the life of the trade, maximizing their value as decision supports.  By reducing the risk of "changing cycles", I have found a trading approach that suits my personality: quick entries and exits with small profits that accumulate due to a high winning percentage.  

The moral of the story is to find a trading method that best works for you--not one that is touted by gurus, system developers, or successful traders.  My goal is to create a profitable trading method that allows me to finish the trading day by noon with a minimum of drama.  It may not land me in Schwager's pantheon, but it is rewarding in many ways beyond daily profits.  

February 27, 2004 

Market Update 

Data as of 2/26/04:

Position in the Market as of Close:  Flat.  There is a high likelihood, however, that I will soon establish a core short position in this market if we cannot sustain a short-term uptrend on the major averages.  Among the factors that concern me are the continued weakness in the number of stocks making 20-day new highs vs. new lows, rising Institutional Sentiment without a commensurate gain in prices, a weak Cumulative Trend Index, a falling Cumulative NYSE TICK indicator, tepid buying vs. selling activity among institutions, weakness in Money Flow among my basket of stocks, and weakness in intraday highs/lows as well as 20-day highs/lows among the basket of stocks.  Recall the Chart of the Week that anticipated market weakness based on an inefficiency pattern in the Institutional Sentiment numbers.  A similar pattern may be playing itself out at present.  

System Trades During Day: 

Sold ES 09:38 ET; Bought 10:04 ET; +2.75 ES points

Sold ES 09:47 ET; Bought 10:04 ET; +1.25 ES points

TREND: The market recovered from an early drop and moved above its previous day's highs before weakening in late afternoon trading.  The Power Measure ended the day just modestly in the bullish camp, while the PowerSwing Index remains moderately bearish.  The Swing Trading Index is also modestly bearish at -124.  Thursday's TWAP of ES 1143 was slightly ahead of Wednesday's level.  The Cumulative Trend Index moved higher, but closed well off its lows.  We need to see continued CTI strength to sustain a market uptrend.

INSTITUTIONAL TRADING MONITOR: Institutional Buying was average for the day and Institutional Selling was also average, contributing to a relatively flat Composite on the day.  Continued tepid response by large market participants, also reflected in weak Money Flow figures for the day, would make it difficult to sustain an uptrend.  Institutional Sentiment was nicely higher on the day, meaning that large participants are willing to pay a relative premium for index futures.  Unfortunately, their optimism is not translating into significantly higher prices--a pattern that often precedes trend reversal.

MOMENTUM:  We finally hit positive numbers on the Overbought/Oversold Index, which closed at +335.  These positive levels need to continue to sustain the market uptrend.  New 20 and 65 day highs rose modestly to 556 and 349, while new 20 and 65 day lows also expanded to 695 and 215.  We very much need to see new 20 day highs exceed new lows if this bull trend is to right itself.  High volatility stocks continue to outperform low beta issues on the Market Turbulence Index, consistent with an uptrend.  The Cumulative Demand/Supply Index rose smartly for a second consecutive day, with Demand at 99 and Supply at 35.  We should not see a meaningful decline in this market until we see Supply overtake Demand.  Similarly, continued strength in the NYSE TICK would prevent us from seeing any significant market drop.

SUMMARY AND STRATEGY: The short-term trend is bullish, which means that buying dips that remain above ES 1143 is the operative intraday strategy.  I have significant concerns about the longevity of this uptrend, as mentioned above, but will await weakening of the Power Measure, the OB/OS, the DSI, and new highs/lows before selling this market. 

February 26, 2004 

Market Update 

Data as of 2/25/04:

Position in the Market as of Close:  Flat. 

System Trades During Day: 

Bought ES 09:41 ET; Sold 09:56 ET; +1.50 ES points

Bought ES 09:46 ET; Sold 09:56 ET; +.50 ES point

TREND: The market started the day higher and traded in a relatively narrow range, unable to convincingly break the ES 1144 region.  The Power Measure once again closed in neutral territory, keeping us in a breakout trading mode.  The PowerSwing Index remains bearish, though improving, as does the Swing Trading Index, which closed at -332.  Wednesday's TWAP of ES 1142 was ahead of Tuesday's level, and we are trading slightly above that point in pre-opening Globex action as I write.

INSTITUTIONAL TRADING MONITOR: Institutional Buying was modestly weaker than average for the day, while Institutional Selling was also slightly heavier than normal.  The drop in the Composite suggests that the large participants in the market were not jumping aboard any rally attempts.  This needs to change to sustain an uptrend.  Institutional Sentiment and Money Flow were both moderately stronger on the day.  There was stronger buying interest in the broad market than the large caps, as evidenced by the rise in the Cumulative TICK.  This is generally seen in short-term uptrends.

MOMENTUM: The Overbought/Oversold Index remained modestly negative at -120; a continuation of negative numbers would be bearish for the market.  We finally saw a bounce in the NYSE TICK and in the Cumulative Demand/Supply Index.  Demand finished the day at 93; Supply at 30.  High volatility stocks continued to lead low beta issues in the Market Turbulence Index, also a bullish sign.  New 20 and 65 day highs expanded to 525 and 335; new 20 and 65 day lows fell to 670 and 206.  We should not see new 20 day lows expand beyond Tuesday's 1402 if the market is to resume its uptrend; a positive balance between 20 day highs vs. lows will be needed to confirm any uptrend.

SUMMARY AND STRATEGY: A break below yesterday's lows, especially if accompanied by an expansion of the stocks registering intraday new lows, would return us to a bearish trending mode and a strategy of selling market bounces.  A break above yesterday's highs, accompanied by an expansion of stocks making new highs, would place us firmly in a bullish mode of buying market dips.  Until then, we are in a trading range defined by yesterday's highs and lows.  The market was unable to break to new highs despite buying pressure reflected by the NYSE TICK.  Such inefficiency generally is seen late in a move, not toward the outset, which has me more guarded about the market's upside potential than I would normally be, given several improving indicators. 

February 25, 2004 

Research Note 

It's now five straight down days after an attempted rally yesterday fizzled out.  Since January, 1966, we have only had 17 occasions of five consecutive down days. 

From the close of the fifth down day to the open of the next day, the market has been up 10 times, down 6, and unchanged once, for an average gain of .28%. 

From the close of the fifth down day to the high of the next day, the market has been up 16 times, down once, for an average gain of 1.76%. 

From the close of the fifth down day to the close of the next day, the market has been up 13 times, down 4, for an average gain of 1.16%. 

Once again, it appears that there is a positive bias to the next day after five straight losing sessions. 

Market Update 

Data as of 2/24/04:

Position in the Market as of Close:  Flat. 

System Trades During Day: 

Bought ES 09:48 ET; Sold 10:46 ET; +6.50 ES points

Bought ES 10:21 ET; Sold 10:46 ET; +5.50 ES points

TREND: The market moved lower with the Consumer Confidence news but did not expand the number of stocks registering new lows, setting up a violent morning rally.  The rally was retraced--and then some--on the major averages, leaving the Power Measure in neutral territory, where it puts us in breakout trading mode.  The PowerSwing Index remains bearish, as does the Swing Trading Index at -847.  Tuesday saw some strength on the Cumulative Trend Index, which refused to hit new lows with the market's pullback; this bears watching, as the CTI often turns ahead of the market.  Tuesday's TWAP of ES 1139 was below Monday's level, and we are trading modestly below that point in Globex trading as I write.  

INSTITUTIONAL TRADING MONITOR: Institutional Buying was modestly stronger than average, while Institutional Selling was average.  This left the Composite relatively unchanged.  We also saw neutral numbers from the Cumulative NYSE TICK.  Indeed, the inability of Institutional Buying to sustain strength over Selling after the morning rally was the first indication that we were not going to sustain an uptrend.  Money Flow was moderately positive on the day, and Institutional Sentiment fell back after rising briefly during the morning upmove.  In all, large traders were shunning the market rise.  It is difficult to imagine sustaining a rally as long as this is the case.

MOMENTUM: The Overbought/Oversold Index returned to negative territory at -242.  We need to see positive numbers to sustain an uptrend.  The Demand/Supply Index also remained bearish, with Demand at 59 and Supply at 69.  The Cumulative DSI, like the NYSE TICK, is at or near levels associated with short/intermediate term market bottoms.  The Market Turbulence Index hit an elevated 44 by the end of the session, indicating significant relative strength shifting among stocks.  This often accompanies or precedes short-term trend change.  High volatility issues are now outperforming low beta stocks, which tends to occur during market uptrends.  This bullish picture is tempered by the statistics on stocks making 20 day highs versus lows.  New 20 and 65 day highs fell to 441 and 299; new 20 and 65 day lows rose to 1402 and 392.  We are seeing expanding weakness among stocks, not the drying up of new lows that normally characterizes market bottoms.  This raises question marks about the sustainability of market bounces.

SUMMARY AND STRATEGY: Like yesterday, we have a historical bullish bias to the day, but this time with a Power Measure that puts us in breakout trading mode.  Market dips that remain above ES 1137 are candidates for purchase for aggressive traders; a rise above yesterday's highs accompanied by an expansion in the number of stocks making new highs would turn the trend bullish and put us firmly in a mode of buying dips.  Again I will not be chasing tests of yesterday's lows that do not expand the number of stocks registering new lows; any such drop and expansion would continue the market's downtrend and return us to selling bounces.  Until we can see the market stop making new lows day over day with negative DSI readings, poor institutional participation, and an expanded number of new lows, it is premature to anticipate a return to bull market trading. 

February 24, 2004 

Research Note 

We have had four straight down days on the SPY, with a loss of -1.36%.  Since January, 1996 four consecutive down days have occurred on 64 occasions.  The average loss on those occasions has been -4.45% 

The day after the four consecutive down days, the market has been up 47 times, down 18 times for an average gain of .79%.  The average move to the next day's high has been 1.58%. 

When the market's four consecutive down days have had a loss milder than -2.5% (N = 7), the next day has been up all seven times for an average gain of .89%. 

It thus appears that the day after four consecutive down days has a bias to the upside. 

Market Update 

Data as of 2/23/04:

Position in the Market as of Close:  Flat. 

System Trades During Day: None.

TREND: The market bounced off its lows, in what has become a daily stairstep pattern.  The Power Measure remains bearish, though well off its lows, while the PowerSwing Index remains in downtrending mode.  The Swing Trading Index also stayed bearish at -852, and the Cumulative Trend Index is now approaching its early February lows.  A break below those would be bearish for the intermediate term.  Monday's TWAP of ES 1140.5 was below Friday's level, consistent with a downtrend, and we are trading modestly below that point in Globex trade as I write.

INSTITUTIONAL TRADING MONITOR: Institutional Buying was moderately stronger than average; Institutional Selling was moderately heavier than normal.  This contributed to a relatively flat Composite.  Institutional Sentiment was weaker on the day, but Money Flow was slightly stronger.  Selling was heavier in small and midcap issues than in the Institutional favorites, as can be seen by the weak Cumulative NYSE TICK.  We need to see greater institutional buying relative to selling to sustain any uptrend.

MOMENTUM: The Overbought/Oversold Index turned positive at +462; we need to sustain the positive numbers if we are to see an uptrend.  Intraday new highs versus new lows showed strength throughout the day, reflecting relative strength among large cap stocks.  Conversely, the Market Turbulence Index continued its weakness, as high beta stocks underperformed low volatility issues on the day.  A market reversal led by the high beta smallcap, midcap, and tech issues would be very positive for the bulls today; continued weakness in these sectors would have me questioning rallies.  The Demand/Supply Index continued bearish, with Demand at 32 and Supply at 103.  The Cumulative DSI is now approaching levels normally associated with intermediate-term market bottoms.  The NYSE TICK remains weak, but we are seeing improvement in the Efficiency Index, suggesting that the market is having a harder time making new lows.  Drops in efficiency generally precede short-term trend changes.  New 20 and 65 day highs rose to 456 and 320, but new 20 and 65 day lows also rose to 1155 and 299.  The 65 day new lows exceed the level seen in early February, a distinct warning sign of possible collapse in this market--particularly if new lows continue to deteriorate.  We need to see 20 day new highs lead new lows to sustain an uptrend.  

SUMMARY AND STRATEGY: Selling bounces below the TWAP has been a winning strategy during this decline, and the strategy remains valid given the weakness in the trend measures.  A move above ES 1142, especially if accompanied by an expansion in the number of stocks making new highs, would likely flip the Power Measure to neutral/positive and switch the strategy to buying dips that stay above that 1142 level.  This is particularly the case given the bullish bent to today's market, as suggested by the research note above.  Moves below Monday's lows accompanied by an expansion of new lows would continue the downtrend and raise the likelihood of breaking the early February lows.  I will not be chasing any tests of Monday's lows that do not result in an expansion of stocks making new lows; the odds of a reversal are too great. 

February 23, 2004 

Market Update 

Data as of 2/20/04:

Position in the Market as of Close:  Flat. 

Trades During Day: None.

TREND: The Power Measure of short-term trendiness along with the longer-term PowerSwing Index remain bearish, though near levels that have characterized short-term market lows.  The same is true for the Swing Trading Index, which closed at a quite bearish -522.  We continue to see declining numbers on the Cumulative Trend Index, and as long as this is the case, it is premature to buy this market.  Friday's TWAP of ES 1144 was well below Thursday's level; we have been trading above this point in pre-opening Globex trade--and well above Friday's lows.  A move above ES 1149 accompanied by an expansion in the number of stocks making fresh short-term highs would likely turn the trend neutral.

INSTITUTIONAL TRADING MONITOR: Institutional Buying was modestly lighter than normal on Friday, and Institutional Selling was significantly heavier than usual, dragging the Composite yet lower.  Money Flow continues to fall across the basket of stocks that mirrors the SPX, and Institutional Sentiment has been weakening as well.  Interestingly, Sentiment bounced nicely toward the latter part of Friday's session, suggesting buying interest at the lower end of Friday's range.

MOMENTUM: The Overbought/Oversold Index closed at a bearish -1042.  We need to see positive numbers before concluding that the bearish trend is over.  We are near levels associated with short-term lows on the NYSE TICK and Efficiency Index, but need to see higher Cumulative TICK numbers before a new bull leg can be sustained.  New 20 and 65 day highs fell to 452 and 309, while new 20 and 65 day lows soared to 973 and 257.  We cannot have a return to a bullish mode while new 20 day lows outnumber new highs.  The Demand/Supply Index was also quite weak on Friday, with Demand at 27 and Supply at 120.  This has dragged the Cumulative DSI lower, though not yet to levels associated with intermediate-term market bottoms.  The Market Turbulence Index has also been weakening, with high volatility stocks underperforming low beta issues in relative strength.

SUMMARY AND STRATEGY: The short-term and swing trends remain bearish, and this will not change until we see day-over-day improvement in new highs/new lows, the CTI, STI, and TICK.  So far, we remain above the lows registered early in February and, as long as this is the case, the present weakness must be viewed as no more than a correction in an ongoing bull market.  Indeed, if we can see bottoming action in the indices accompanied by strength in the trend measures while holding above the early Feb. lows, this could set up a nice move to test the market's highs.  One thing at a time, however.  Given the bearish trends, bounces that remain below ES 1149 have to be viewed as intraday opportunities for selling.  With many indicators near levels associated with short-term market bottoms, I would not chase tests of Friday's lows that are not accompanied by an expansion in the number of stocks registering fresh short-term lows.  It is premature to buy this market until the Power Measure turns neutral/positive and we see positive numbers in the OB/OS and a rising CTI. 

February 22, 2004 

The most common emotional problems I've encountered with traders are variations of performance anxiety.  It's such a common problem in athletics, trading, the arts, the military, and other high-performance fields that one would expect to see scores of practical books on the topic.  Surprisingly, this isn't the case.  The second article in my series on the behavioral challenges of trading identifies some of the techniques traders can use to minimize performance pressures.  Also see the first article in the series and my article on "Remapping the Mind".  I am a firm believer that training is one of the most powerful contributors to a positive mindset, and this includes the use of training routines to build confidence and reduce performance anxiety.  See the article on "Proofing the Trader" for more on that topic.  

February 21, 2004 

The most recent Chart of the Week looks at how market data can facilitate understanding as well as prediction.  Other sites that I find helpful for putting data together into a big picture view include the DecisionPoint site mentioned below, the SentimenTrader site, and the Barchart.com site. 

Here is a good article on the habits of traders that mentions an idea from my book.  It's from the MSN Money site, which has consistently led the pack in market commentary.  The Strategy Lab is a particularly interesting feature, where well-known traders track their strategies in real time. 

I am continuing to study John Murphy's new book on Intermarket Analysis (Wiley, 2004) and will eventually post a review.  In the interim, note the double bottom in the dollar during January and February and how this has corresponded to a period of topping in the stock market.  Friday we saw a strong upmove in the dollar and continued weakness among stocks.  This is the kind of theme that Murphy emphasizes in his text.  Daily charts on the DecisionPoint site are helpful for observing such relationships. 

A very nice commentary on big market relationships from Paul deRosa is posted to the web site of Victor Niederhoffer and Laurel Kenner.  This is a worthwhile site for all sorts of quantitative and qualitative speculations about speculation. 

Tomorrow I will post the second article in the series on behavioral tendencies that sabotage traders, focusing on strategies for avoiding these.  I note that the first article was linked on the Turtle Trader site.  Mike has archived many worthwhile trading psychology articles on the site. 

February 20, 2004 

Note:  Blog entry for today is abbreviated. 

Market Update 

Data as of 2/19/04:

Position in the Market as of Close:  Flat. 

Trades During Day: No system trades this week, as I am on the road.

The Power Measure of short-term trendiness never turned positive on Thursday, and yesterday's strategy of fading moves that do not produce expanded new highs worked out well.  The Cumulative Trend Index has moved meaningfully lower, consistent with yesterday's assessment of a topping market.  The day's TWAP finished at 1154, slightly above Wednesday's level.  We closed well below that point, however, and are still below the TWAP in pre-opening Globex trading as I write despite a bounce from the lows.  Momentum readings were largely negative for a second day.  The Overbought/Oversold Index ended below -2000, a level that has corresponded to recent short-term market bottoms.  Similarly, the NYSE TICK and the Efficiency Index are at levels that have marked recent bottoms in the market.  Institutional Buying was average on the day; Institutional Selling was lighter than normal.  The Demand/Supply Index closed negative, with Demand at 41 and Supply at 115.  The Market Turbulence Index continues bearish, as high volatility issues continue to underperform low beta stocks in relative strength.  New 20 and 65 day highs dropped to 901 and 647; new 20 and 65 day lows expanded to 589 and 148.  Once again, new lows have dominated new highs on an intraday basis.  The trend remains down, and selling bounces that stay below the ES 1154 TWAP is the normal strategy in such a situation.  Given the bottom levels of many indicators, however, I would be hesitant to pursue market weakness that does not expand the number of stocks making new lows, and I am certainly hesitant to pursue strength that does not expand new highs.  I expect to see an attempt at a rally today, given very oversold conditions, but I also continue to view this as part of an overall topping process in the market. 

February 19, 2004 

Note:  Blog entries for today and tomorrow will be abbreviated. 

Market Update 

Data as of 2/18/04:

Position in the Market as of Close:  Flat. 

Trades During Day: No system trades this week, as I am on the road.

The Power Measure of short-term trendiness turned negative on Wednesday, turning the Cumulative Trend Index modestly lower.  The day's TWAP finished at 1153, down from Tuesday's level.  Momentum readings were largely negative on the day.  The Overbought/Oversold Index ended at -1263, a level actually consistent with recent lows in the market.  The Demand/Supply Index closed with a mildly negative balance on the day, and the Market Turbulence Index shows a high degree of relative strength shifting among stocks.  This normally precedes or accompanies important short-term trend changes.  New 20 and 65 day highs dropped to 939 and 703; new 20 and 65 day lows finished at 452 and 125.  The persistent elevation of new lows when we are at or near rally highs is worrisome.  The past few days have shown a decreasing balance of new highs vs. new lows on an intraday basis.  This should be of concern to bulls.  The market is trading above its TWAP due to overnight Globex strength.  This puts us in breakout trading mode.  Given many indications of market weakness near rally highs, including divergences among many sector indexes (new highs in the NYSE Composite not followed by the S&P 500 or ND 100; late day weakness in the broad market vs. the ND 100), I would not chase any break to new highs that is not accompanied by a strong NYSE TICK and an expansion of stocks making fresh new highs.  Indeed, I would fade such a move if new highs among stocks continue weak.  A break below yesterday's lows accompanied by an expansion of stocks registering new lows would continue the downward trend readings.  All in all, this has the earmarks of a topping market. 

February 18, 2004 

Note to Idea Exchange Participants: I have again updated the chart for the Trend Index.  Note the action of the past few days; then compare this to what we're seeing in the Institutional Composite. 

Market Update 

Data as of 2/17/04:

Position in the Market as of Close:  Flat. 

Trades During Day: No system trades this week, as I am on the road.

TREND: The market vaulted higher at the open on strong buying pressure and stayed higher through the day.  The rise moved the Power Measure of short-term trendiness into bullish territory, where it joined the PowerSwing Index.  The Swing Trading Index closed at +201.  The Cumulative Trend Index closed quite strong, retracing much of its recent decline.  Buying dips is the operative intraday mode as long as these numbers stay positive.  Tuesday's TWAP of ES 1155.5 was well ahead of Friday's level, consistent with a short-term uptrend.

INSTITUTIONAL TRADING MONITOR: Institutional Buying was average, but Institutional Selling was significantly lighter than usual.  This contributed to the firm tone of the market through the day.  Institutional Sentiment remains quite high, but as the recent Chart of the Week indicated, this is not necessarily a positive sign.  Money Flow dipped on the day despite the rise, reflecting distribution among large cap issues.  Overall, as measured by the Composite, Institutional Buying vs. Selling has not kept pace with recent gains in the averages.  This raises a cautionary note.

MOMENTUM: The Overbought/Oversold Index closed at +827.  As long as we continue to see positive numbers, the short-term trend should be bullish.  The Cumulative Demand/Supply Index finished higher, with Demand at 100 and Supply at 39.  New 20 and 65 day highs rose to 1172 and 902; we need to exceed the 1269 and 983 new highs from 2/11 to sustain the uptrend.  New 20 and 65 day lows dipped to 401 and 95; we should not see new 20 day lows exceed Friday's 457 if the uptrend is to stay intact.  The Market Turbulence Index is neutral, with high beta stocks performing evenly with low volatility issues.  The waning number of stocks making new highs vs. new lows on this rally is of real concern.  If we cannot move higher and expand the number of stocks making new highs, a retracement of yesterday's rise is a distinct possibility.

SUMMARY AND STRATEGY:  Buying dips that remain above the TWAP of ES 1155.50 is the operative intraday strategy, given the positive trend numbers.  As long as those numbers stay positive, it is premature to sell this market.  Given the weakness in momentum, however, particularly in the new high/low numbers, I have doubts about the sustainability of this rally and would not chase new highs in the averages that aren't accompanied by an expansion of new highs among stocks. 

February 17, 2004 

Market Update 

Data as of 2/13/04:

Position in the Market as of Close:  Flat. 

Trades During Day: Sold ES 10:08 ET; Bought ES 10:25 ET; +4.0 points

The market failed to break above its previous day's highs on buying pressure Friday, setting up a selloff that lasted through much of the day.  While the drop took the Cumulative Trend Index lower, the CTI action after the midday lows was strong, as selling pressure late in the day could not take the market to new lows for the day.  This has set up strength in Globex trading, where, as I write, we are now trading well above Friday's ES 1145 TWAP.  The Power Measure closed in bearish territory after hitting a level that has recently been associated with short-term market bottoms.  The PowerSwing Index continued bullish, as did the Swing Trading Index at +137.  The Overbought/Oversold Index closed at -1045, also after hitting levels normally associated with short-term market lows.  Institutional Selling dominated Buying, as high volatility stocks underperformed low beta issues, consistent with a short-term downtrend.  The Globex strength has placed us in a trading range mode, where moves above or below Friday's highs or lows confirmed by an expansion in the number of stocks registering fresh short-term highs or lows will constitute a tradable breakout.  Dips that hold above the ES 1145 TWAP can be purchased by aggressive intraday traders once we get a neutral/positive reading from the Power Measure.  

February 16, 2004 

This weekend I will post a review of a worthwhile new trading book, "Intermarket Analysis: Profiting From Global Market Relationships" by John J. Murphy (Wiley, 2004).  This is an updating of Murphy's excellent text, "Intermarket Technical Analysis" (Wiley, 1990).  The current market is particularly interesting from an intermarket perspective.  We have seen commodity prices (including gold) bottom in March, 2003, right around the same time that the stock market began its recent ascent and the Dollar Index began a full-fledged decline.  Bond yields bottomed in June, right around the same time that we saw a momentum peak in stocks, and then peaked in August.  At present, we're sitting on a potential double bottom in the Dollar Index at the 85 level, with commodity prices sitting below their January highs.  There are many key questions here: Will we resume the decline in the dollar, taking out the 85 level and sparking new highs in the commodities?  Will we see another leg higher in bond yields in response to dollar weakness and commodity strength?  Will we see another repeat of a common cyclical pattern in which dollar weakness and commodity strength lead weakness in bond prices, which then leads weakness in the stock market?  Will we see another repeat of a different pattern, in which rising oil prices derail the economy and precede a market decline?  While I have no firm answers, I can say that an initial reading of Murphy's new book has me concerned about the longer-term implications of a weak dollar and rising commodity prices--particularly when these take their toll on bond prices.  

Trading Summary
Week of 2/9/04 - 2/13/04
Number of Trades: 4

Winning Trades: 3 (Total ES Points = 5.75)

Losing Trades: 1 (Total ES Points = -5.00)

Net Profit (Loss) for Week in ES Points:  .75

Month of February, 2004 to Date
Number of Trades:  11

Winning Trades: 10 (Total ES Points = 24.25)

Losing Trades: 1 (Total ES Points = -5.00)

Net Profit (Loss) for Month in ES Points:  19.25 

February 14/15, 2004 

Note:  Monday's blog will be posted late in the day.
The first article in a two-part series that describes the Behavioral Patterns that Sabotage Traders is posted to the Articles section of the site.  Also check out last week's Chart of the Week and this week's Chart for two good examples of efficiency patterns in the market.  By looking at indicators as inputs and subsequent price changes as outputs, we can investigate the shifting relationships between inputs and outputs and track rising or declining market efficiency.  Declines in efficiency--reductions in the degree to which input produce outputs--generally precede trend changes in the market. 

February 13, 2004 

Market Update 

Data as of 2/12/04:

Position in the Market as of Close:  Flat. 

Trades During Day: Bought ES 09:43 ET; Sold ES 10:04 ET; +1.5 points

TREND: The market traded in a narrow range, failing to break above the previous day's high, but also staying above the previous day's low.  The Power Measure turned neutral, putting us in breakout trading mode, while the PowerSwing Index remains quite bullish.  The Swing Trading Index also continued bullish, closing at +395.  The Cumulative Trend Index backed off its recent highs and remains well off its January peak, the first of a number of troubling nonconfirmations during the recent market rally.  Thursday's TWAP of ES 1153.5 was ahead of Wednesday's level, and we are right about at that level in pre-opening Globex trading as I write.

INSTITUTIONAL PARTICIPATION: Institutional Buying was significantly weaker than average; Institutional Selling was moderately heavier than normal.  Institutional buying interest has not kept pace with the recent rise, as the Composite indicates.  Institutional Money Flow has also been tepid during the rise, but Institutional Sentiment has been unusually strong.  What this means is that large traders are paying relatively large premiums for the SP futures, but that this optimism has not translated into sustained strength across stocks, as the reduced number of new highs vs. lows reveals.  This is not favorable for the bulls.

MOMENTUM: The Overbought/Oversold Index closed at a neutral +11.  We need to stay in positive territory on this measure to continue the uptrend.  The NYSE TICK and the Efficiency Index are at levels recently associated with market peaks, and the Cumulative TICK Index reveals the same pattern of nonconfirmation that we observe with new highs vs. new lows and with the new highs/lows among my basket of stocks.  The Market Turbulence Index also appears to be peaking, as high volatility stocks are now underperforming low beta issues.  The turbulence score of 50 yesterday was significantly elevated, which typically occurs prior to or during a change of short-term trend.  The Cumulative DSI closed negative for the first time in five days; Demand was 46 and Supply was 69.  New 20 and 65 day highs dropped to 1053 and 796; new 20 and 65 day lows also dropped to 314 and 65.  We need to see a rise above the 1269 new 20 day highs from Wednesday to keep the uptrend alive.

STRATEGY AND SUMMARY: I am very cautious with this market, and need to see a move to new highs accompanied by an expansion in the number of stocks registering new highs before taking the long side.  Conversely, we are not making new lows day over day in the major averages and are not yet seeing an expansion in the number of stocks achieving new lows.  This places us in breakout trading mode.  A drop below ES 1150 accompanied by an expansion of stocks making new lows will turn the Power Measure bearish; a rise above yesterday's highs with an expansion of new highs will return us to a bull mode.  If the recent market rise is for real and constitutes a genuine upside breakout, we should not return to the prior trading range below ES 1150.   

February 12, 2004 

Note:  Weblog is abbreviated; next full entry will be tomorrow. 

Market Update 

Data as of 2/11/04:

Position in the Market as of Close:  Flat. 

Trades During Day: Sold ES 10:06 ET; Bought ES 11:10 ET; -5.0 points

The market failed to break below the previous day's lows on early selling, setting off a major breakout to the upside.  This kept the short-term trend, as well as the swing trend, solidly bullish.  The Swing Trading Index closed at a strong +812, and momentum was vigorous as well.  The Overbought/Oversold Index closed at a strong +1207, and the Demand/Supply Index was solidly positive.  Demand finished at 96; Supply at 48.  Institutional Buying was moderately stronger than usual; Institutional Selling was moderately lighter than average, setting up the trending day.  New 20 and 65 day highs expanded to 1269 and 983; new 20 and 65 day lows also expanded to 384 and 78.  We should not see new 20 and 65 day lows exceed today's numbers if the uptrend is to continue.  The short-term trend is clearly to the upside, and buying weakness that does not pierce the TWAP of ES 1151 continues as the operative intraday strategy. 

February 11, 2004 

Market Update 

Data as of 2/10/04:

Position in the Market as of Close:  Flat. 

Trades During Day: Bought ES 09:47 ET; Sold ES 10:12 ET; +.25 point.

TREND:  The market held its ground during early morning selling and then rallied fitfully during the day to close higher.  The Power Measure of short-term trendiness returned to bullish mode, where it joined the PowerSwing Index.  The Swing Trading Index closed bullish at +380, and the Cumulative Trend Index continued higher, though remaining below January peaks.  Tuesday's TWAP of ES 1142 was ahead of Monday's level, consistent with a short-term uptrend.  As long as we stay above yesterday's late afternoon lows, the short-term trend should remain positive.

INSTITUTIONAL TRADING MONITOR:  Institutional participation in this rally, as measured by the Institutional Composite, has been quite weak.  Buying was moderately weaker than normal, and Selling was average, contributing to a relatively flat Composite.  Institutional Sentiment has been rising, but Money Flow has been tepid during the recent rise.  I find it difficult to believe we will sustain this rally unless we get greater participation by large traders.

MOMENTUM:  The Overbought/Oversold Index remained bullish at +721 and will not veer from that path until we see negative numbers.  The NYSE Cumulative TICK has been weak on this rise, however, as have the number of stocks making New Highs vs. New Lows, particularly within my basket of stocks.  We are right at the market top in the NYSE Composite Index, yet new 20 day highs are only 953 vs. 312 new 20 day lows.  New 65 day highs are 742 vs. 63 new 65 day lows.  Compared to the consistent readings of 1200+ new 65 day highs last month, this is not impressive.  The Demand/Supply Index finished positive, however, with Demand at 93 and Supply at 41.  There is little threat to the bullish short-term trend as long as we see a rising Cumulative DSI.  High volatility stocks are outperforming low beta issues in the Market Turbulence Index, consistent with an uptrend.

SUMMARY AND STRATEGY: The short-term trend is up, making buying dips that stay above ES 1140 the operative intraday strategy.  If we go below yesterday's lows, particularly with an expansion in the number of stocks registering fresh short-term lows, the trend will likely revert to neutral or even bearish.  There are several indications of caution on the horizon, including weak institutional participation, weakness in the TICK, and weakness in the new high/new low numbers.  As long as we get positive DSI figures, higher highs, and higher lows each day, it is premature to short this market.  Should we get a breakdown of the CTI before hitting new highs on the major averages, however, it would be a most bearish development. 

February 10, 2004 

Note:  Today's entry is abbreviated; next full blog tomorrow. 

Market Update 

Data as of 2/9/04:

Position in the Market as of Close:  Flat. 

Trades During Day: None

The market's follow through to Friday's rally was tepid, keeping prices in a narrow range.  The Power Measure moved to neutral territory, putting us in breakout trading mode for today.  Institutional Buying was weaker than average; Institutional Selling was heavier than normal.  We need to see a resumption of Buying exceeding Selling to sustain an uptrend.  The Demand/Supply Index closed positive once again, and the other momentum measures, such as the Overbought/Oversold Index and NYSE TICK, are positive as well.  New 20 and 65 day highs rose to 936 and 710; new 20 and 65 day lows dropped to 331 and 87.  The expansion of new highs is a plus, but we are well off the 2302 new 20 day highs and 1700 new 65 day highs from mid-January.  I have significant concerns that this market will not be able to sustain a new bull leg from here, even if we are able to break to nominal price highs.  For now, however, the neutral Power Measure calls for an intraday breakout trading strategy.  Moves toward yesterday's highs and lows not accompanied by an expansion of stocks making fresh highs or lows should be faded; moves above yesterday's extremes corroborated by an expansion of new highs/lows can be traded.  My leaning for the day is to buy early weakness if we can stay above yesterday's lows. 

February 9, 2004 

Note:  I will be on the road, so I'm posting Monday's blog a day early.  There will be a delay for Tuesday's entry, but it should be posted prior to 08:45 ET.  A new article on Personality and Trend Following looks at character traits and how they influence trading. 

Market Update 

Data as of 2/6/04:

Position in the Market as of Close:  Flat. 

Trades During Day: 

Bought ES 09:56 ET; Sold ES 10:10 ET; +5.00 points

TREND:  The market could not break its previous day's lows during early morning selling (see the Chart of the Week) and we quickly broke to the upside on a day marked by significant buying pressure.  This tends to generate further strength in the short-term (see yesterday's Research Note).  The Power Measure and PowerSwing Index shifted to positive territory, as the short-term trend turned bullish early in the day.  We also registered a positive number for the Swing Trading Index; that number should stay positive if the uptrend is to continue.  After failing to make new lows during the past several days, the Cumulative Trend Index soared on Friday, though still remaining well below its January peak.  Friday's TWAP of ES 1136 was well ahead of Thursday's level, consistent with a short-term uptrend.

INSTITUTIONAL TRADING MONITOR:  It was a solid buying day.  Institutional Buying was significantly heavier than normal, and Institutional Selling was significantly lighter than usual, leading to a sharp rise in the Composite.  Note that the measure of Buying has broken to a new high for this bull move.  The relative strength of Institutional Buying during the recent correction suggested that this was not the start of a full-fledged bear decline.  Money Flow was positive on the day, as was Institutional Sentiment.

MOMENTUM:  The Overbought/Oversold Index closed at a strongly positive +1082.  We should not see a return to negative numbers while the short-term uptrend is in force.  The Composite NYSE TICK also was quite strong, reflecting general buying pressure.  The Cumulative Demand/Supply Index rose to positive territory, with Demand at 164 and Supply at 20.  New 20 and 65 day highs rose to 766 and 585; new 20 and 65 day lows dropped to 470 and 113.  We need to see continued 20 day highs outnumbering 20 day lows to continue the bull move.  The Market Turbulence Index moved higher, as high beta stocks clearly outperformed low volatility issues.  Note the outperformance of the Semiconductor stocks vs. the S&P 500 large caps.  This tends to yield further strength in the short-term.  Interestingly, the Efficiency Index, which nicely anticipated this rally, is nearing a level that has defined short-term tops in the market.  We also saw a waning of stocks making new highs in the afternoon, despite higher prices on the major indices.  It would not be unusual to see some weakness Monday prior to any resumption of the uptrend.

SUMMARY AND STRATEGY:  The ES 1122-1125 region has defined an important low in the market.  We should not move below this level if the intermediate-term uptrend is intact.  Similarly, we should not see an expansion of stocks making new 20 day lows beyond Wednesday's level of 1291.  The normal anticipation for a correction such as we've had is a retest of the market highs, which means that we have further to run on the upside.  If the rise from here is choppy and selective, the odds of breaking meaningfully above the new highs will be greatly diminished.  We will get our first glimpse of the sustainability of Friday's upthrust when we see how well the move can continue on Monday.  On an intraday basis, the short-term trend is up, and buying dips that remain above the ES 1136 TWAP has to be the operative strategy, given the market's strength on Friday. 

February 7/8, 2004 

Note to new visitors to the Weblog: The Glossary describes the indicators referenced in each day's entry.  The archives above illustrate how the measures can be applied to short-term trading.   

The Chart of the Week illustrates how shifts in market efficiency generally precede shifts in short-term trend.  This is a powerful trading concept. 

Research Note 

On Friday we had a strong momentum day (Demand/Supply Index 4:1 or higher) immediately following an oversold market period (negative Demand/Supply Index).  What happens subsequent to such upthrusts from oversold conditions? 

Since January, 2003, we've had seven such thrusts upward from oversold markets.  Prices for the S&P 500 were higher over the subsequent three day period on five of the seven occasions, with the average gain being 1.22%.  Buying weakness the next day produced short-term profits on all seven occasions. 

Check out the Research Notes from February 5 and 6, as well as the above note.  These are good examples of how original market research can be used daily to provide an edge in the markets. 

Trading Summary
Week of 2/2/04 - 2/6/04
Number of Trades:  7

Winning Trades: 7 (Total ES Points = 18.50)

Losing Trades: 0 (Total ES Points = 0)

Net Profit (Loss) for Week in ES Points:  18.50 

February 6, 2004 

Research Note 

If you look at the last four negative NYSE TICK extremes over the past two days, you'll get similar readings at similar prices:   

2/4/04:  -1088 with ES bottoming at 1124.75; -918 with ES bottoming at 1122 

2/5/04:  -844 with ES bottoming at 1123; -853 with ES bottoming at 1124.75 

When we see TICK extremes at such tightly defined price levels, we have an excellent set of pivot points.  If the market holds above this zone on future selling bouts, we have evidence of strength and should fade the weakness.  If the market breaks below this zone, particularly with an expansion of stocks making fresh new lows, we have evidence of weakness and would sell the downside breakout.  This frames my strategy for the day and could set up a nice swing move.   

Note that when price doesn't budge on high buying or selling pressure, the resulting inefficiency often sets up a short-term move counter to the buying or selling.  The Efficiency Index has been rising steadily, suggesting that we are having difficulty making new lows on selling bouts.  This pattern, combined with an upside breakout in prices, would set up a nice short-term uptrend. 

Market Update 

Data as of 2/5/04:

Position in the Market as of Close:  Flat. 

Trades During Day: 

Sold ES 9:46 ET; Bought 10:13 ET; +2.25 points

TREND:  The market nicely followed the pattern noted in yesterday's research note.  We opened higher, moved lower just beneath the previous day's lows, and then rebounded swiftly.  The action kept the Power Measure and PowerSwing Index in negative territory, but off their lows.  A move above yesterday's highs that expands the number of stocks making new short-term highs would likely turn the Power Measure--and the short-term trend--bullish.  The Cumulative Trend Index continues to show residual strength near its recent bottom.  The Swing Trading Index closed at -109; a move to positive territory would be bullish.  Thursday's TWAP of ES 1127 was slightly below Wednesday's level, and we are trading above that level during Globex pre-opening trading as I write.

INSTITUTIONAL TRADING MONITOR:  Institutional Buying was about average on Thursday, and Institutional Selling continued heavier than average, taking the Composite modestly lower.  Money Flow was also lower on the day, and Institutional Sentiment was slightly higher.  All in all, it was a relatively balanced day.  We have had heavier than average Institutional Selling for seven of the last eight sessions; this needs to change before we can sustain a return to an uptrend.

MOMENTUM:  The cumulative NYSE Composite TICK remains weak, and the Overbought/Oversold Index remains mired in negative territory at -806.  Until we see positive numbers, it is premature to buy this market.  The Demand/Supply Index closed relatively neutral, with Demand at 56 and Supply at 59.  We need to see rising Cumulative DSI numbers to sustain an uptrend.  New 20 and 65 day highs finished at 493 and 364, while new 20 and 65 day lows ended at 1074 and 226.  The level of 20 day lows over highs is at a point that has characterized recent intermediate-term market bottoms.  The Market Turbulence Index is showing improvement, with high volatility stocks performing evenly with low beta issues.  

SUMMARY AND STRATEGY:  We have important numbers coming out this morning, and the market reaction may well set the tone for the day.  A break to new lows that expands the number of stocks registering short-term new lows would sustain the recent downtrend.  A break to new highs that expands new highs would turn the short-term trend bullish.  Per the research note above, market dips on negative TICK that cannot make new lows will be worth fading.  We have an oversold market and growing inefficiency to the downside, but need a trend confirmation before committing to the long side. 

February 5, 2004 

Note:  Idea Exchange articles will be available to all participants by Saturday.  Thanks for your participation! 

Research Note 

I examined days since July 1 (N = 148) in which the day's NYSE Adjusted Cumulative TICK was less than -900 (which occurred on Wednesday).  There were 16 such occasions. 

The market's open the next day (as measured by SPY) was up 12/16 times by an average of .09%.  The market's high the next day was above the previous day's close 15/16 times by an average of .64%.  The market's low the next day was below the previous day's close 15/16 times by an average of -.61%.  The market close the next day was above the previous day's close 8/16 times by an average of .01% (vs. .11% for the rest of the sample). 

Two days later, the market was down by an average of -.07% (vs. .22% for the rest of the sample), and three days later, the market was down by an average of -.09% (vs. .33% for the rest of the sample).   

In all, the picture after a weak TICK day is one in which the market tends to bounce above its close and tends to fade from there, with modest underperformance over a three day horizon.  Selling a market bounce early in the day appears to be a viable strategy. 

Market Update 

Data as of 2/4/04:

Position in the Market as of Close:  Flat. 

Trades During Day: 

Sold ES 09:47 ET; Bought 10:07 ET; +2.75 points

TREND:  Yesterday's "summary and strategy" noted the possibility of testing the ES 1120 level given the downward trend, and we came close to that point during the session.  The very weak market action left the Power Measure and PowerSwing Index in continued bearish territory and the Swing Trading Index modestly negative at -125.  The Cumulative Trend Index remains weak, but has not moved to new lows in recent days, suggesting weakening downside trendiness.  This bears watching.  Wednesday's TWAP of ES 1128 was well below Tuesday's level, and we are trading below that point in pre-opening Globex trading.  In all, the short-term trend remains bearish.

INSTITUTIONAL TRADING MONITOR:  Institutional Buying was significantly weaker than normal, and Institutional Selling was significantly heavier than usual, contributing to a weak Composite and a downtrending day.  Money Flow, interestingly, was up on the day, reflecting the flight to large cap institutional favorites in the midst of selling of the NASDAQ and smaller-cap stocks.  Institutional Sentiment was down on the day, nearing levels associated with recent lows.  It's now 7 out of 10 days that Institutional Selling has dominated Buying.  We can't expect a turnaround from the current corrective mode until this changes.

MOMENTUM: The NYSE TICK was very weak on the day (see research note above).  The Overbought/Oversold Index was also very weak, closing at -1848, its low for the day.  This often leads to follow-through weakness the next day.  The Cumulative Demand/Supply Index fell significantly, nearing a region that has recently defined intermediate-term lows in the market.  Demand finished at 26; Supply ended at 134.  New 20 and 65 day highs dropped to 480 and 362; new 20 and 65 day lows expanded to 1291 and 248.  The ratio of 20 day lows to highs is also near a level that has defined recent intermediate lows in the market.  The Market Turbulence Index continued its bearish mode, with high volatility stocks underperforming low beta issues.

SUMMARY AND STRATEGY:  Per the above research note, the bearish short-term trend has us selling early market bounces that remain below the ES 1128 TWAP.  That having been said, there are a few emerging indications that we are nearing a bottom in this market.  The Cumulative DSI has been a very useful timing measure for over a year now, and it is approaching a bottom region.  We are also seeing some diminishing of downside trendiness on the CTI.  Until we can see resumed Institutional Buying and diminished Selling and until new 20 day highs can resume their lead over new lows, however, it is premature to declare an end to the correction. 

February 4, 2004 

Market Update 

Data as of 2/3/04:

Position in the Market as of Close:  Flat. 

Trades During Day: 

Sold ES 10:28 ET; Bought 10:33 ET; +2.25 points

Sold ES 11:40 ET; Bought 11:53 ET; +1.5 points

TREND:  The market traded in a narrow range, unable to break convincingly above the previous day's TWAP.  A late selloff has continued into the pre-opening Globex market, where we are now trading well below Tuesday's TWAP of ES 1133.5.  The Power Measure has rejoined the PowerSwing Index in negative, bearish territory, and the Swing Trading Index is neutral at -17.  The Cumulative Trend Index is hovering near recent lows, as we have been unable to sustain trendiness to the upside.  The inability of the market to rally convincingly off the recent market lows suggests a continuation of the corrective mode of the past few days.

INSTITUTIONAL TRADING MONITOR:  Institutional Buying was slightly lighter than normal, but Institutional Selling was significantly heavier than usual.  This pushed the Composite lower.  Interestingly, the Composite is nearer levels associated with market highs than lows, suggesting that the market's upside potential may be limited.  Money Flow was slightly higher on the day, and Institutional Sentiment was weaker on the session.  Institutional Selling has dominated Buying six out of the last nine days; this needs to change to sustain an uptrend.

MOMENTUM:  The Demand/Supply Index fell yesterday, with Demand at 52 and Supply at 55.  Continued weakness in the Cumulative DSI would support the bears.  New 20 and 65 day highs fell to 701 and 548; new 20 and 65 day lows ended at 641 and 141.  We need to exceed the 795 new 20 day highs registered on Monday to resume a bullish short-term trend.  The Overbought/Oversold Index has remained in positive territory at +153; a drop to negative numbers is needed to sustain a downtrend.  The Market Turbulence Index is bearish, with high volatility stocks underperforming low beta issues.  The balance between new 20 day highs and lows, which is currently relatively even, should give an important clue as to a trend breakout from here.  Thus far, intraday new lows have been outnumbering new highs, a bearish indication.

SUMMARY AND STRATEGY:  The trend is down on most measures, which places us in the mode of selling strength.  Bounces that remain below ES 1131 are particularly good candidates for sales.  A return to yesterday's trading range would take me out of the short-term bearish mode.  I think it is quite possible we could retest recent lows around ES 1120; a break above yesterday's highs would suggest an end to the recent correction. 

February 3, 2004 

Market Update 

Data as of 2/2/04:

Position in the Market as of Close:  Flat. 

Trades During Day: 

Bought ES 10:16 ET; Sold 11:52 ET; +2.5 points

Bought ES 11:30 ET; Sold 11:52 ET; +2.25 points

TREND:  Early selling could not push the market below its previous day's lows, setting the stage for an upside breakout midday.  When we could not expand the number of intraday new highs in the afternoon, however, the market sold off and retraced much of its gains.  The action left the Power Measure slightly negative by the close after giving bullish readings during the upside breakout.  The PowerSwing Index continues to provide bearish readings; the Swing Trading Index also remains bearish at -397; and the Cumulative Trend Index is hovering above its recent lows after the market's breakdown.  Monday's TWAP of ES 1134,5 was above Friday's level, and we are trading just below that point in pre-opening Globex action as I write.  

INSTITUTIONAL TRADING MONITOR: Institutional Buying was significantly heavier than average during the day, and Institutional Selling was significantly lighter than normal.  This sent the Composite higher despite the late day selloff.  Money Flow was very slightly higher on the day, and Institutional Sentiment bounced upward, though off recent highs.  Recently, institutional activity has not been able to push the market meaningfully higher, and that is a potential warning sign on the horizon.

MOMENTUM:  The Demand/Supply Index was positive on the day, with Demand at 76 and Supply at 55.  This was the highest Demand reading since early January and helped the Cumulative DSI move higher.  Continued Demand strength would be supportive of a short-term bull trend and test of recent highs.  New 20 and 65 day highs finished at 795 and 618; new 20 and 65 day lows ended at 719 and 138.  We need to continue to see new 20 day highs exceed new 20 day lows to continue the bullish trend.  The Overbought/Oversold Index closed at a relatively neutral +165 after very briefly touching negative numbers late in the day.  Continued ability to hold positive territory on the OB/OS would support the bulls.  The NYSE TICK bounced off levels recently associated with short-term market bottoms. 

SUMMARY AND STRATEGY:  The Power Measure is slightly bearish after the selloff, but we expanded new highs, made higher highs on the day, and stayed at higher lows.  The choppy action is what we'd expect from a market with poor upside trendiness, as measured by the CTI.  I am treating this as a trading range market, with yesterday's lows and highs as parameters.  I will tend to fade moves to either extreme that do not expand the number of stocks making new highs or new lows; breakouts confirmed by such an expansion will likely set the trend for a swing period. 

February 2, 2004 

Market Update 

Data as of 1/30/04:

Position in the Market as of Close:  Flat; No Trades.

TREND: Friday's relatively trendless action placed the Power Measure in neutral mode, where an intraday breakout strategy is warranted.  The PowerSwing Index, as well as the Swing Trading Index, closed with continued bearish readings, with the STI at a very negative -873.  The Cumulative Trend Index continues to make new lows each day, which will need to change if we are to see a return to a bullish trend.  Friday's TWAP of ES 1129 was slightly ahead of Thursday's level, and we are trading above that point in pre-opening Globex trading as I write. 

INSTITUTIONAL TRADING MONITOR:  Institutional Buying was average on Friday, while Institutional Selling was slightly below average, keeping the Composite relatively stable.  Money Flow was modestly down on the day.  Institutional Sentiment has been positive over the past two days, but failed to move the market higher, which is a cautionary note.   

MOMENTUM: The Overbought/Oversold Index closed slightly positive at +156.  If we can hold positive numbers on any weakness today, that would be an important development for the bulls.  New 20 day lows continued to outnumber new highs; a return to a dominance of new 20 day highs would also be a crucial bullish indication.  New 20 and 65 day highs finished at 551 and 412; new 20 and 65 day lows dropped to 704 and 121.  The Demand/Supply Index finished with Demand at 62 and Supply at 54; that kept the Cumulative DSI relatively flat near levels associated with intermediate-term market bottoms.  Other momentum measures near or at bottom levels include the NYSE TICK, the Efficiency Index, and new highs/lows among the basket of stocks that mirror the SP.  The Market Turbulence Index is bullish, with high volatility stocks outperforming low beta issues in relative strength. 

SUMMARY AND STRATEGY: A break to new highs over Friday accompanied by an expansion in the number of stocks making fresh new highs would call for a buying stance intraday and--given the bottoming levels of numerous measures--would quite possibly set up the next bull swing.  A break below Friday's lows, also accompanied by an expansion of new lows would return us to a short-term selling mode.  Moves to the Friday extremes not accompanied by an expansion of highs or lows have to be viewed as candidates for reversal.   

February 1, 2004 

This weekend there are new articles on risk management in short-term trading and lessons that traders can learn from sports psychology.  The Chart of the Week follows up last week's selection by showing how shifts in trendiness tend to precede actual trend changes.  Idea Exchange articles will be distributed to contributors around midweek to allow all entries to be submitted.  Thanks to everyone who has contributed thus far.

Trading Summary
Week of 1/26/04 - 1/30/04
Number of Trades:  5

Winning Trades: 2 (Total ES Points = 3.6)

Losing Trades: 3 (Total ES Points = 3.1)

Net Profit (Loss) for Week in ES Points:  .5

Month of January, 2004 (1/19 - 1/30)
Number of Trades: 8

Winning Trades: 5 (Total ES Points = 9.5)

