March 31, 2004 

Market Comment 

I've revised the short-term version of the Ehlers' Relative Vigor Index (RVI).  Note a loss of vigor in the index despite the upward trend that we've seen lately.  A similar loss of vigor can be seen in my measure of intraday highs minus lows among the basket of stocks that I follow.  It's not unusual for such a loss of momentum to precede a short-term correction.  A drop below ES 1121 would most likely turn the Power Measure--and thus the short-term trend--bearish. 

On Sunday, I'll illustrate the development of a new overbought/oversold measure that utilizes the "digital signal processing" methods of Ehlers. 

March 29, 2004 

Research Note 

I'm in the process of reading John Ehlers' new book entitled Cybernetic Analysis for Stocks and Futures (Wiley, 2004).  It looks promising, and if it continues that way, I'll post a review on Amazon and on the Articles page on this site.  The subtitle of the book is "Cutting-Edge DSP Technology to Improve Your Trading".  DSP refers to digital signal processing, and much of the book is an application of DSP concepts to the creation of superior trading indicators.  For fun, I programmed one of the better indicators from Ehlers' book, called the Relative Vigor Index, and charted it for the recent market.  You can see that values below -20 have marked good intermediate-term buy points for the market, and that we recently saw values below -20.   

Here's a chart of a short-term Relative Vigor Index that I concocted.  Once again, we can see that values below -20 have acted as worthwhile alerts for market lows.  At present, we are above +20, which has acted as an overbought point for the market in the recent past.  I will be tweaking these indicators and testing them to determine whether or not they add value to existing momentum measures.   

Week of March 28, 2004 

Last week I noted that the new Intermediate Trend Indicator had us near readings normally associated with lows in the market.  Sure enough, we began to see a waning of stocks making fresh 20 day lows and then a rise in Market Turbulence, indicating that high volatility stocks were beginning to pull ahead of low beta issues in relative strength.  See the current Chart of the Week for details of the dynamics underlying market turbulence.  This led to a solid rally on Thursday, with followthrough on Friday prior to a late selloff.  This action turned the short-term measures of trend and momentum to the bullish side. 

Trend Indicators 

COMMENT:  The Power Measure closed in bullish territory on Friday, keeping us in a mode of buying market dips that remain above the Trade Weighted Average Price (TWAP), which currently sits at 1109.5.  The Cumulative Trend Index has moved strongly ahead with the market advance after failing to make new lows during the market's last downward thrust.  We have not yet moved to bullish status in the PowerSwing Index, and the Swing Trading Index is neutral.  Until we see positive readings out of these, we cannot rule out the possibility of yet another test of this week's lows.  A move above Friday's highs that takes the CTI to new highs would strongly suggest that intermediate-term lows have been put in place.  

Institutional Indicators 

COMMENT:  We've had some bounce in Institutional Buying vs. Selling (as measured by the Institutional Composite), but frankly it's been tepid compared to the strong selling we saw during the market drop.  This is true for Money Flow as well.  Even if the market uptrend should continue, a failure to generate greater institutional interest would suggest that the market is not going to be able to sustain a significant bull leg higher.   

Momentum Measures 

COMMENT:  Last week, noting strength in the momentum measures, I noted, "If we sustain strength in the highs/lows in the face of selling pressure early this coming week, a fine buying opportunity could be at hand."  This indeed proved to be the case.  Friday saw a waning of momentum on most short-term measures, and the key question is whether we can work off short-term overbought readings without major damage to price.  If we are to sustain the bullish trend, any drop in the Overbought/Oversold Index should terminate around the zero area, and we should see no meaningful expansion of new 20 day lows among the stocks in our basket.  Sustained strength in the Cumulative NYSE TICK would also suggest continuation of the bullish short-term trend. 

March 26, 2004 

Research Note 

Yesterday's rally brought the day's ratio of Demand to Supply to over 4:1.  We have had 23 such days since September, 2002.  The next day, the market was up 12 times, down 11 for an average loss of -.33%.  This compares to an average one-day gain of .07% for the entire sample (N=376).  Interestingly, however, if we look three days out, the market was up 15 times, down 8 for an average gain of .56%.  This compares to an average three-day gain of .20% (220 up, 156 down) for the entire sample.  Thus there is no upside edge in the next day's trading, but there is some short-term upside continuation immediately thereafter.  This raises the possible strategy of buying weakness today to benefit from a short-term uptrend.   

March 24, 2004 

Research Note
The Demand/Supply Index assesses momentum by comparing the number of stocks trading above short and longer-term moving averages (Demand) to the number of stocks trading below these (Supply).  Normally, on a day where the market (S&P 500) is down, you see Supply exceed Demand.  Since September, 2002, however (N = 378), there have been 20 days where the SPY has been down, but we've seen Demand exceed Supply.  This occurred in yesterday's market.  Four trading days later, SPY was up 14 times, down 6 for an average gain of .75%.  This is more than double the average four-day change during that period (.29%).  This pattern seems to capture a situation where the large cap stocks are weak (SPY is down), but the broad market is showing strength (Demand exceeds Supply).  Interestingly, there was no edge 1-2 days out following this pattern; only at 4+ days.  It will be worth seeing if weakness over the next day or two provides a nice buying opportunity.  If we can continue to see a shrinkage in the number of stocks making new 20 days lows in the face of lower prices, I think that's a real possibility.  A break to new lows with an expansion of 20-day lows would continue the bearish trend. 

March 23, 2004 

The trend remains down on the Power Measure, and large participants continue selling the market, driving the Institutional Composite to new lows.  Despite making new price lows, however, we saw fewer stocks register 20 day lows vs. highs yesterday vs. 3/11.  This was true across the universe of stocks, as well as for my basket of stocks that mimic the S&P 500.  We saw new lows on the Cumulative Demand/Supply Index, which is at levels normally associated with intermediate-term market bottoms.  If we can get a positive reading on the Power Measure and continue to make fewer new 20 day lows going forward, we will have a nice buying signal. 

Week of March 21, 2004 

The rally that began on 3/17 could not follow through to meaningful new highs the next two days, as a number of sectors (tech, Russell, midcaps) were unable to match the strength of the ES futures early on 3/19.  The result was a return to the week's lows.  A new intermediate trend measure that I've created puts us near levels normally associated with market bottoms.  See the Chart of the Week for details on this.  Meanwhile, here's how the indicators look: 

Trend Indicators 

COMMENT:  The Power Measure closed in neutral territory on Friday, which normally would start us out in breakout trading mode.  With the market TWAP at 1116, however, and having closed well below that point with late weakness, we have to grade the short-term trend as bearish and think about selling bounces that remain below ES 1110.  The CTI did a fine job of identifying the loss of strength on 3/18 and 3/19 and now sits at its recent lows.  A break to new lows on the CTI would be bearish for the market overall.  Note that we've been at a point of very high short-term volatility in the market, and this normally occurs at market momentum lows.   

Institutional Indicators 

COMMENT:  This is really where the market's problems lie.  We had a nice pickup in buying pressure on 3/17, which can be seen in the NYSE TICK figures, but this dissipated over the next two days.  The net buying/selling activity of large market players has been down four of the last five days, dropping the Institutional Composite to the lower end of its recent range.  Money Flow is similarly weak.  Until I see sustained positive NYSE TICK numbers and positive behavior from the Composite, I can't justify jumping into long positions in this market. 

Momentum Measures 

COMMENT:  Here is where we see some hope for this market.  Despite hovering near recent lows, the market's measures of strength are decidedly stronger than they were early in the week.  This can be seen most clearly in the high/low figures for my basket of stocks and for the market overall.  The Cumulative DSI is also above recent lows, but still near levels normally associated with intermediate-term market bottoms.  The fly in the ointment is the Efficiency Index, which has a good timing record.  It is nearer levels associated with short-term highs than lows.  Along with the trend measures, that tells me it is prudent to prepare for lower prices early this week before we have an opportunity to rally.  If we sustain strength in the highs/lows in the face of selling pressure early this coming week, a fine buying opportunity could be at hand.  I'll monitor this during the week and post to the Weblog. 

March 17, 2004 

Several ingredients for a market bottom are in place, including bottoming levels in the Cumulative Demand/Supply Index, waning number of stocks making fresh 20 day lows vs, highs, a rising Power Measure, and improving trendiness in the Cumulative Trend Index.  Still, Institutional Selling is far outweighing Buying, as can be seen in the Composite measure, and we are not yet seeing robust buying pressure in the Cumulative NYSE TICK.  Should we get a drying up of Institutional Selling and a rise in the TICK, this market could advance nicely.  We need to stay above Tuesday's TWAP of ES 1108 to sustain an upward short-term trend. 

Week of March 8-14, 2004 

Note:  The Weblog has moved to a weekly basis of publication.  Next full entry will be posted by noon, Sunday, March 21.  I may post during the week in the event of unusual or interesting market action. 

The Chart of the Week takes a look at the NYSE Composite TICK as a short-term timing device.  It has had a good track record through the past year in the market.  The article notes that one application of the TICK Oscillator is in gauging the transition between bull and bear markets.  Other chart of the week articles are archived on the Articles page.   

March 12, 2004 

Note:  Since June, 2002, this blog has served as my trading diary.  Unfortunately, my other professional and personal demands have been making it impossible to trade for more than a few minutes each day--if that.  As a result, I have decided to move the blog to a weekly publication basis starting this weekend.  I will update the Weblog by noon Sunday to cover the week's trading, indicators, and relevant research.  I'll also continue to post articles on the site, including the Chart of the Week and book review features.  Thanks to everyone who has expressed support for the site.    

Research Note 

Going back to April, 1994 (N = 2444), I found 142 occasions when we had back-to-back afternoons with losses greater than 1%.  The next day, the S&P futures were up 84 times; down 58 times, for an average gain of .26%.  This compares favorably to the average gain of just .02% across the entire sample.  Two days out, the S&P futures were up 81 times; down 61, for an average advance of .50%.  The average two-day change over the entire 1994-2004 period was .05%.   

Market Update 

Data as of 3/10/04: 

Position in the Market as of Close:  Flat.

System Trades During Day: None. 

TREND:  The market once again plunged in the final hours of trading, keeping the Power Measure of short-term trendiness in its bearish mode, alongside the Power Swing Index.  Short-term volatility is near levels that have recently served as peaks.  The Swing Trading Index closed at a very bearish -1554, and the drop in the Cumulative Trend Index continued.  Thursday's TWAP of ES 1117 was well below Wednesday's level, and we again closed well below the TWAP.  All of this is consistent with a bearish trend. 

INSTITUTIONAL TRADING MONITOR:  Institutional Buying was modestly stronger than usual, while once again Institutional Selling was significantly heavier than normal.  This took the Composite lower for the fourth straight day.  Money Flow also continued its precipitous drop.  A look at the new highs/new lows for the basket of institutional favorite stocks reveals how this bearish action evolved--and how deep it has become.

MOMENTUM:  The Overbought/Oversold Index closed at a very bearish -2564.  We dropped lower on the Cumulative NYSE TICK and now are at levels associated with short-term market bottoms on the Efficiency Index.  Even more strikingly, the Cumulative Demand/Supply Index has dropped to the -20 range--an area from which intermediate-term rallies have been launched during this bull market going back to 2002.  Demand finished the day at 19; Supply ended at 134.  New 20 and 65 day highs dropped to 382 and 229, while new 20 and 65 day lows exploded to 2036 and 602.  Until we can see new short-term highs exceed new short-term lows, the swing market status cannot be viewed as bullish.

SUMMARY AND STRATEGY:  Selling the rallies that fall beneath the TWAP has been the profitable mode, and nothing in the data contradicts this strategy--even though we are quite close to levels that normally produce a rally.  Bounces that remain below ES 1113 remain candidates for intraday selling.  We have broken beneath important support that defined a trading range, and even if the current market represents a downside momentum peak, it would not be unusual to see some bottoming action prior to sustaining a short-term bullish trend.       

March 11, 2004 

Research Note 

With yesterday's decline, we now have only 29% of S&P 500 stocks trading above their 20 day exponential moving average.  This level has marked intermediate-term bottoms throughout the bull market, having occurred in August, October, and November, 2003.   

Market Update 

Data as of 3/10/04: 

Position in the Market as of Close:  Flat.

System Trades During Day:

Bought ES 09:59 ET; Sold 10:0146 ET; -2.50 points

TREND: The market plunged beneath recent support in afternoon trading, maintaining the bearish short-term trend on the Power Measure and the bearish swing trend on the PowerSwing Index.  The Swing Trading Index closed at a very bearish -1123, and the Cumulative Trend Index dropped significantly on the session.  Wednesday's TWAP of ES 1134 was well below Tuesday's level, and we closed significantly below that mark.  

INSTITUTIONAL TRADING MONITOR:  Institutional Buying was moderately weaker than normal, but once again Institutional Selling was significantly heavier than usual.  The Composite dropped for the third straight day.  These measures are behaving similarly to the late January/early February, 2004 period, when we saw heavy Institutional Selling and relative strength in the Institutional Buying measure.  Money Flow was sharply lower on the day, and Institutional Sentiment closed lower as well.  As long as large market participants are selling this market, rallies will be short-lived.

MOMENTUM:  The Overbought/Oversold Index closed at a very bearish -2177, and we are seeing very weak numbers from the NYSE TICK and the Efficiency Index.  Both of these are approaching levels normally associated with short-term market bottoms.  High volatility issues continue to underperform low beta stocks in the Market Turbulence Index, consistent with a bearish short-term trend.  We are also moving significantly lower on the Cumulative Demand/Supply Index, with Demand finishing the day at 22 and Supply at 157.  The last time we saw such a skewed Demand/Supply ratio was late January.  New 20 and 65 day highs fell to 652 and 425, but new 20 and 65 day lows soared to 1329 and 376.  We are very close to the number of new lows that were registered in late February--and new highs/lows in my basket of stocks are actually below February levels.  Expansion of new lows beyond the 392 65 day lows from 2/24 would raise the possibility of a more severe market downturn.

SUMMARY AND STRATEGY:  I sound like a broken record, but the advice has borne fruit thus far: We are oversold, but as long as the Power Measure remains down, the number of stocks making new lows expands, the Institutional Composite heads lower, and the measures such as the DSI and the CTI make new lows, it is premature to buy this market.  Selling bounces that remain below ES 1126--and especially below the Globex highs--is the operative intraday strategy, but I would not be surprised to see a sharp rally attempt during the day. 

March 10, 2004 

Research Note 

Yesterday we saw 101 stocks close above their seven day moving average envelope, but 715 stocks close below that envelope.  What has happened after 700+ stocks close below this level?

Since September, 2002, this has only occurred 12 times.  Five days later, the SPY was up 8 times, down 4, for an average gain of .80%.  This compares to an average five day change of .40% for the sample overall (N=369).  Such selling climaxes tend to occur near short-term market bottoms, leading to higher prices over a swing trading period. 

Market Update 

Data as of 3/9/04:

Position in the Market as of Close:  Flat.  

System Trades During Day: None.

TREND:  The market ratcheted lower through the day, continuing the downtrend in the Power Measure and the PowerSwing Index.  The Swing Trading Index closed at a bearish -404, and there was a broad decline in the Cumulative Trend Index.  Tuesday's TWAP of ES 1141.5 was well below Monday's level, consistent with a short-term downtrend.

INSTITUTIONAL TRADING MONITOR:  Institutional Buying was average, but Institutional Selling was significantly heavier than normal, leading the Composite measure yet lower.  Money Flow was slightly higher on the day, but Institutional Sentiment dropped.  We are seeing some interesting signs of strength in the Institutional Buying measure over the past three days, but until we can get higher figures on the Composite--i.e., reduced Selling vs. Buying--we are unlikely to sustain an uptrend.

MOMENTUM:  The Overbought/Oversold Index closed at a very negative -1606, a level that has been associated with recent bottoming processes.  We are seeing similar near-bottom levels in the Short-Term Volatility Index and in the New Highs/Lows for the basket of institutional favorite stocks.  Closing in on levels normally associated with short-term market troughs, but not there yet, are the NYSE TICK and the Efficiency Index.  The Cumulative Demand/Supply Index was quite weak on the day, with Demand at 26 and Supply at 119.  New 20 and 65 day highs dropped to 754 and 496, while new 20 and 65 day lows rose to 802 and 219.  I am watching the new highs/lows carefully to see if we exceed the 1402 new 20 day lows and 392 new 65 day lows registered on 2/24.  If we can hold above these levels on the current decline, I would expect at least another test of the market highs in the not-distant future.

SUMMARY AND STRATEGY:  I continue to believe we're seeing a trading range market and that we are nearing the lower end of that range.  We could see a nice buying opportunity if the indicators hold above those late February lows.  Meanwhile, however, the short-term trend remains lower, and it is premature to buy this market as long as we are expanding the number of stocks making new lows and as long as there is selling pressure from large market participants.  Selling bounces that remain below the TWAP has been profitable through this downmove, and it remains the operative intraday strategy until the short-term trend changes. 

March 9, 2004 

Research Note 

On Monday, we had 525 stocks close below their 20 day moving average envelope.  Despite this, we had 1368 stocks make new 20 day highs and only 418 make new 20 day lows.  What happens after this combination (500+ stocks closing below their 20 day envelope; new 20 day highs > new 20 day lows) has occurred in the past?

Since September, 2002, we have had 38 trading days in which we have seen a selling climax with 500+ stocks closing below their 20 day envelope.  Interestingly, five days after we get such a climax and we get new 20 day lows > new 20 day highs (N = 16), the market has been up 10 times, down 6 for an average gain of 1.42%.  When we've had 500+ stocks closing below their envelope but new 20 day highs > new 20 day lows (N = 22), the market has been up 11 times, down 11 times for an average 5 day gain of just .13%.  Overall, since September, 2002, the average five day change has been .41% (N = 368).  

In sum, the selling climax reflected in 500+ stocks closing below their 20 day moving average envelope has been bullish when stocks are also at 20 day lows.  When they are nearer to 20 day highs, there is no bullish edge and, indeed, the next five days have tended to underperform. 

Market Update 

Data as of 3/8/04:

Position in the Market as of Close:  Flat.  

System Trades During Day:

Bought ES 09:48 ET; Sold 10:06 ET; -.75 point

Sold ES 10:13 ET; Bought 10:30 ET; 1.00 point

TREND:  The market was unable to tackle its Friday highs during early buying strength and dropped precipitously in afternoon trading.  The selling pressure took the Power Measure into negative territory, where it joined the PowerSwing Index.  The Swing Trading Index also dipped into the minus category at -85, as Friday's effort at an upside breakout was completely reversed.  Monday's TWAP of ES 1154 was below Friday's level, consistent with a short-term downtrend.

INSTITUTIONAL TRADING MONITOR:  Selling by large market participants dominated trading, as the Institutional Composite ended the day significantly lower.  We saw moderately lighter than normal Buying activity and significantly heavier than usual Selling.  Money Flow continued its downward course, and Institutional Sentiment dipped as well.  A look at the pattern of new highs vs. new lows for the basket of institutional favorite stocks nicely illustrates the weak demand from the large traders.  This needs to reverse if we are going to get a sustainable uptrend.

MOMENTUM:  Weak momentum was evident across all measures.  The Overbought/Oversold Index closed negative at -445, and the NYSE TICK moved lower.  High beta stocks continue to underperform low volatility issues, consistent with a bearish short-term trend.  The Cumulative Demand/Supply Index dropped below the 20 level, with Demand finishing the day at 39 and Supply at 93.  New 20 and 65 day highs dropped to 1368 and 906, while new 20 and 65 day lows rose to 418 and 115.  The new highs vs. lows remain well above their late February levels, levels that I am watching carefully.

SUMMARY AND STRATEGY:    The short-term trend has turned bearish, leaving us with a strategy of selling rallies that fall short of ES 1150.  The large cap-based Dow and NASDAQ 100 indices have dropped beneath their late February lows, but the small and midcap indices remain well above that point, as reflected in the new high/new low statistics.  This continues to look like a trading range market, but if we break the late February lows in the ES--especially with an expansion in the number of stocks making fresh 65 day lows beyond the 392 seen on 2/24--that would have more intermediate-term bearish implications. 

March 8, 2004 

Research Note 

So much of trading success consists of getting a sense for when trends will continue and when they will reverse.  Quantitative analysis can be invaluable in tracking the odds.

Friday, we saw the Cumulative Demand/Supply Index, a cumulative tally of the number of NYSE and NASDAQ issues meeting dual momentum criteria, exceed 20--nearing levels normally associated with swing market tops.  We also saw new 20 day highs leap above 1500.  What has happened after such strong days?

Going back to September, 2002 (N=367 trading days), we find 73 occasions meeting the above criteria.  Five days later, the market (SPY) was up 41 times, down 32 times, for an average loss of -.04%.  For the remainder of the occasions (N=294), the market was up 174 times, down 120, for an average gain of .51%.  Indeed, market returns were subpar from 1-5 days out following the strong day with a DSI > 20 and New Highs > 1500. 

It is not unusual to see mean reversion after a large move.  The above results suggest no edge to the upside in today's trading despite the bullish short-term trend.

Market Update 

Data as of 3/5/04:

Position in the Market as of Close:  Flat.  

System Trades During Day: None

TREND:  The market started lower on weak jobs news, then rallied strongly to new highs on impressive volume and buying strength before pulling back in the afternoon.  The resulting move took the Cumulative Trend Index above its February high and kept the Power Measure in bullish territory.  The Swing Trading Index finished in neutral ground at +46, and the PowerSwing Index also closed neutral.  Friday's TWAP of ES 1157 was well ahead of Thursday's level, consistent with a bullish short-term trend.  We closed at a high volatility reading, which often ushers in a short-term trading range market. 

INSTITUTIONAL TRADING MONITOR:  Friday's trading saw significantly greater than average buying from large market participants and significantly heavier selling than normal.  The Composite was moderately higher on the day, whereas Money Flow was slightly lower on the session.  Institutional Sentiment rose with the morning rally, but pulled back later in the day.  The Institutional Composite has not been able to sustain an uptrend in the past two weeks; this needs to change to sustain the rally.

MOMENTUM:  The Overbought/Oversold Index closed at a very overbought +1036.  There is little threat to the market as long as the OB/OS stays in solid positive territory.  Strength also continued during the day in the NYSE TICK and the Efficiency Index.  New 20 and 65 day highs soared to 1607 and 1070, while new 20 and 65 day lows fell to 295 and 83.  This is the highest number of new highs versus lows since late January.  Similar strength was observed in the Cumulative Demand/Supply Index, with Demand finishing the day at 93 and Supply at 41.  One cloud on the horizon is the Market Turbulence Index, where high volatility stocks are no longer outperforming low beta issues, as would be expected in a bullish trend.  

SUMMARY AND STRATEGY:  The short-term trend is bullish, placing us in the mode of buying dips that remain above the TWAP of ES 1157.  It is premature to sell this market as long as we continue to expand new highs, make new price highs, and move higher in the DSI and NYSE TICK.  The small- and midcap companies have been leaders in this rally; NASDAQ and NYSE large caps have been laggards.  As long as the smaller issues show relative strength, I expect this uptrend to remain intact. 

March 6-7, 2004 

I've just posted the review of James Altucher's new book "Trade Like a Hedge Fund".  It is a collection of tested trading strategies for various markets, with a number of useful variations.  It's one of the most practical trading books I've read.  One of the trading systems that intrigued me is a method for trading "crashes" in the QQQ.  Although Altucher's implementation focuses on swing trading, I believe there might be useful applications for the intraday trader, especially in the ES and QQQ, which are popular with small speculators.  We have been seeing a number of intraday spikes in the ES, with extreme TICK readings and volume.  Many times, but not always, these are followed by a short-term reversal, as traders who panic into a position become trapped and eventually have to exit their trades.  A system for distinguishing when such spikes will lead to reversal vs. continuation would be highly useful in this market, and Altucher's work offers some clues. 

The Chart of the Week takes a look at short-term volatility as a tool for the intraday trader's arsenal.  I'll be conducting some market research on this topic in the near future.  Specifically, I want to examine the implications of intraday shifts in volatility readings--an even shorter-term measure than the one currently charted. Tomorrow I will post a book review covering James Altucher's new text "Trade Like a Hedge Fund".  Meanwhile, an excellent article on volatility is linked on the Speculator's page.  The article first appeared in Active Trader Magazine. 

Trading Summary - Week of 3/1/04 - 3/5/04 

Number of Trades: 8 

Number of Winning Trades: 5 (+5.00 ES Points) 

Number of Losing Trades: 3 (-3.75 ES Points) 

Net Profit (Loss): 1.25 ES Points 

March 5, 2004 

Data as of 3/4/04:

Position in the Market as of Close:  Flat.  

System Trades During Day: 

Sold ES 10:00 ET; Bought 10:20 ET; 1.75 ES points

TREND: The market traded with its lowest Volatility Index reading in over a month, in anticipation of jobs news this AM.  Buying pressure predominated, and the Power Measure of short-term trendiness moved into bullish territory.  We also closed with a modestly positive reading on the Swing Trading Index of +110, while the PowerSwing Index remained neutral.  Thursday's TWAP of ES 1152 was well ahead of Wednesday's level, consistent with a bullish short-term trend.

INSTITUTIONAL TRADING MONITOR: Institutional Buying was significantly lighter than usual, and Institutional Selling was also significantly lighter than normal, reflecting a general stance of staying on the sidelines in advance of the news.  The result was a relatively flat Composite.  Money Flow was slightly positive on the day, and Sentiment rose early but then tailed off toward the end of the session.  In all, we continue to see tepid commitment to this market by large participants.

MOMENTUM:  At +1219, the Overbought/Oversold Index is strongly positive, and we remain positive though waning a bit on the NYSE TICK and Efficiency Index.  New 20 and 65 day highs rose to 1086 and 722; new 20 and 65 day lows dropped to 316 and 96.  Continued domination of 20 day highs over 20 day lows is positive for the market, but we need to see a rise above the 1514 new highs from 3/1 to continue the bullish trend.  Conversely, a reading on new 20 lows exceeding the 522 from Wednesday would be bearish for this market.  The Cumulative Demand/Supply Index rose nicely on the day, with Demand at 82 and Supply at 33.  A continued positive balance between Demand and Supply would support the bullish trend.

SUMMARY AND STRATEGY: Early trading will be dominated by the jobs news.  The short-term trend is bullish going into the news, and that won't change unless we get a move below yesterday's lows at ES 1149 with an expansion in the number of stocks making fresh short-term lows.  Any move to new highs that is not accompanied by an expansion of short-term new highs will be a candidate region for taking long side profits, as we continue to see weakness in this market relative to the January and February peaks.  This weakness is most evident in the Cumulative Trend Index, the new highs/new lows for the broad market and for my basket of stocks, the Institutional Composite, and the Cumulative TICK.  I continue to believe that we are in a corrective market period that is taking the form of a trading range, and I am skeptical that any strength or weakness in the market as a result of the jobs news will propel us out of this range. 

March 4, 2004 

Interesting observations: According to my statistics, we hit a momentum peak in the market on January 5th of this year, when 2328 stocks hit new 20 day highs and 1401 issues made fresh 65 day highs.  We made an important secondary high on February 11th, with 1269 new 20 day highs and 983 new 65 day highs.  Now, recently, it looks as though we've made still another secondary high on March 2nd, with 1514 new 20 day highs and 994 new 65 day highs.  So what's so special about those dates?  The dollar made important lows in early January and mid-February (double bottom) and then made a higher low early in March.  In the last two days, we've seen an important upside breakout move in the dollar.  The correlation between the weak dollar and the recent market rise, the bottoming of the dollar and the topping of the market, and now the upside breakout of the dollar and recent market weakness provides interesting food for thought at a macro level. 

Market Update 

Data as of 3/3/04:

Position in the Market as of Close:  Flat.  

System Trades During Day: 

Sold ES 10:47 ET; Bought 10:53 ET; .50 ES point

Sold ES 11:08 ET; Bought 11:15 ET; -.50 ES point

TREND: The market pushed lower in early trading, hitting the 550 volatility region noted in yesterday's entry.  A rally ensued, which stalled in late afternoon.  The result was a Power Measure that closed neutral, and a PowerSwing Index that weakened to slightly negative status.  The Swing Trading Index similarly remained in neutral territory at -78.  The Cumulative Trend Index has been carving out a lower high relative to peaks in January and February, suggesting a loss of upside trendiness in this market.  Wednesday's TWAP of ES 1148 was lower than Tuesday's level, consistent with a bearish short-term trend. 

INSTITUTIONAL TRADING MONITOR: The large traders displayed interest in the market after the morning decline, sending the Institutional Composite higher.  Institutional Buying was significantly heavier than average, and Institutional Selling was moderately lighter than normal.  Money Flow was slightly positive on the day, and we saw a bounce higher in Institutional Sentiment.  The Cumulative NYSE TICK was modestly lower on the day.  We need to see evidence of sustained buying interest to mount a rally here.  Almost all of these measures are in downtrends.

MOMENTUM: The Overbought/Oversold Index closed at a +633; a return to negative numbers would be bearish for this market.  It appears that we've seen short-term momentum peaks in the NYSE TICK and the Efficiency Index.  The Cumulative Demand/Supply Index closed lower for the second consecutive day, with Demand at 44 and Supply at 83.  High volatility stocks are now underperforming low beta issues, contributing to a dip in the Market Turbulence Index.  New 20 and 65 day highs dropped to 837 and 544; new 20 and 65 day lows rose to 522 and 156.  The rise in new lows suggests weakness in the broad market.  This weakness in the new highs/lows numbers has been reflected for a while within my basket of stocks.
SUMMARY AND STRATEGY: The neutral Power Measure places us in breakout trading mode, where the breakout parameters are defined by yesterday's highs and lows.  Moves beyond those parameters accompanied by an expansion of stocks making new highs/lows would likely take the trend out of its neutral status.  I expect the market to tip its hand with NYSE TICK readings and the measures of Institutional Buying and Selling.  If we sustain highly positive readings early in trading, we will see a floor under this market; if we incur significantly negative readings, yesterday's highs will likely serve as a ceiling.   

March 3, 2004 

I've liked the VIX as a market indicator, but have not found it especially useful for intraday work.  As a result, I've created my own measure of intraday volatility that I think might be more promising.  Here's the beta version of the Short-Term Volatility Index; note how rises above 550 have tended to correspond to short-term market bottoms.  We also tend to see low readings near short-term peaks.  More on this measure will be coming. 

Market Update 

Data as of 3/2/04:

Position in the Market as of Close:  Flat.  

System Trades During Day: 

Bought ES 09:43 ET; Sold 10:05 ET; .25 ES point

TREND: The market could not break the previous day's highs on early buying strength and promptly broke down to the bottom of the prior day's range.  This took the Power Measure of short-term trendiness to modestly negative territory and returned the Power Swing Index to neutral readings.  The Swing Trading Index also closed in neutral ground, reflecting the return to the trading range of the past several days.  The day's action saw a sizable retracement in the Cumulative Trend Index, suggesting a loss of upside trending.  We will need to see new highs in the CTI if a bull move is to materialize from recent strength.  Tuesday's TWAP of ES 1152 was essentially the same as Monday's level, but we are trading below that point in preopening Globex trading as I write, giving an edge to the bears.

INSTITUTIONAL TRADING MONITOR:  The interest of large traders in this market has been weak of late, as measured by the Institutional Composite.  This measure drove even lower yesterday, as Institutional Selling was significantly heavier than normal and Institutional Buying was significantly lighter than usual.  Money Flow also continued its drop among the basket of large cap stocks that I follow, and we registered a tailing off of Institutional Sentiment.  For the first day in six, we also saw a pullback in the Cumulative NYSE TICK.  If we cannot sustain institutional interest in the market, at best we'll see a trading range; at worst, an outright pullback.   

MOMENTUM: We returned to negative numbers on the Overbought/Oversold Index, which closed at -40.  We need to see positive values to sustain an upward market, and we need to continue negative values to sustain a downtrend.  High volatility stocks are performing about evenly with low beta issues in the Market Turbulence Index, giving a neutral reading.  New 20 and 65 day highs dropped to 1319 and 852; new 20 and 65 day lows rose to 339 and 125.  We need to see 20 day lows outnumber new highs to sustain a downward market.  A drop in the Efficiency Index suggests that upward movement in the TICK is producing less upward movement in price than last week, suggestive of a corrective mode.  The Cumulative Demand/Supply Index dropped modestly, as Demand closed the day at 50 and Supply reached 74.  In all, momentum is waning in this market.

SUMMARY AND STRATEGY: The Power Measure closed slightly negative, suggesting a start to the day with a strategy of selling rallies that fail to surmount the ES 1152 TWAP and especially that cannot break above the preopening Globex highs.  Thus far, it looks as though we're going through a relatively flat correction manifested as a trading range, with Monday's highs defining the upper end of that range and the 2/25 lows as a lower end.  If we cannot get improved buying interest from large market participants, I expect a test of that lower end before we can see a meaningful advance. 

March 2, 2004 

Archived Weblog entries for February are linked above.  An article on Army Ranger training procedures and their relevance to the training of traders is archived on the Articles page. 

Market Update 

Data as of 3/1/04:

Position in the Market as of Close:  Flat.  

System Trades During Day: 

Sold ES 09:39 ET; Bought 09:51 ET; -2.00 ES points

Sold ES 09:58 ET; Bought 10:20 ET; -1.25 ES points

Sold ES 10:36 ET; Bought 11:12 ET; +1.75 ES points

Sold ES 10:51 ET; Bought 11:12 ET; +.75 ES point

TREND: The market weakened in early trading, but selling could not take it below its previous day's lows, while relative strength in the secondary issues continued.  The result was an upside breakout that took the Power Measure of short-term trendiness back into bullish territory, where it finished the day.  The PowerSwing Index and Swing Trading Index also finished in positive territory, and the Cumulative Trend Index is now well off its recent lows, but also well off its previous highs.  Monday's TWAP of ES 1152 was considerably ahead of Friday's level, consistent with a short-term bullish trend.  

INSTITUTIONAL TRADING MONITOR: Strength in the secondary issues, such as small-cap and mid-caps, is reflected in the robust NYSE TICK figures we've been seeing, although the Cumulative TICK remains well off its highs from the past two months.  Among the large caps, Institutional Buying was average on the day, while Institutional Selling was significantly lighter than normal.  This pushed the Composite higher, where it, too, languishes well off recent peaks.  Money Flow was positive on the day, and Institutional Sentiment remains strong.  

MOMENTUM: The Overbought/Oversold Index turned positive with the market's late morning/early afternoon strength and closed at a solid +834.  Continued positive numbers will be bullish for the market.  The Demand/Supply Index continues its recent strength, with Demand at 130 and Supply at 26, pushing the Cumulative DSI solidly into positive ground.  New 20 and 65 day highs soared to 1514 and 994, while new 20 and 65 day lows ended at 327 and 112.  While new highs/lows are not so robust among large caps, overall the broad new highs/new lows are quite robust numbers and suggest that the bull is not ready to roll over and die.

SUMMARY AND STRATEGY: As long as we see the market making higher highs and higher lows day over day, with an expanding number of stocks registering fresh short-term highs, it is swimming upstream to sell this market--as I found out yesterday!  The short-term trend is bullish, which means that buying dips that remain above the TWAP of ES 1152 is the operative intraday strategy.  A move back to yesterday morning's trading range between ES 1148 and 1150 would have me questioning the longevity of the bullish trend.  I don't expect the market to roll over, however, until we see weakness in the NYSE TICK and the secondary issues.

March 1, 2004 

Research Note 

John Murphy's book on Intermarket Analysis includes a worthwhile discussion of the role of oil prices in economic and market cycles.  Murphy's book is more appropriate for investors than short-term traders, but perhaps we can find some trading implications.  In the past 10 days, the Oil Index ($XOI.X) has outperformed the NASDAQ 100 stocks (QQQ) by more than 3%.  We might hypothesize that when money is flowing into oil over tech stocks, it means that oil prices are firm, and that trading capital is moving away from entrepreneurial growth.  This would be bearish for future market performance.  (Another perspective is that the lower volatility index is outperforming the higher beta one; also a negative development, as traders seek relative safety). 

I looked at daily data since January, 2000 (N = 1011) and found 385 days in which Oil outperformed the QQQ by 3% or more over a 10 day period.  Over the next five days, the S&P 500 Index (SPY) was actually a bit stronger following the Oil outperformance (-.00% average change) than on all other occasions (-12% average change).  Over the following twenty days, however, a different picture emerged.  When Oil outperformed QQQ by over 3%, SPY was up 182 times, down 203 times for an average 20-day loss of -.81%.  On all other occasions, the SPY was up 337 times, down 289 times for an average 20-day gain of .06%.  In short, when Oil is strongly outperforming QQQ, the next month's performance in SPY has tended to be subpar. 

In a second analysis from December, 1999 to the present (N=1034 days), I looked at the 18 non-overlapping occasions when the twenty-day XOI was up by more than 3% while the QQQ was down by more than 1%.  Twenty days later, the SPY was up 7 times, down 11 for an average loss of -2.02%.  For the sample overall, the average twenty-day change was only -.29%.  Once again, when oil outperforms tech, the next month's SPY performance was subnormal. 

In all, it appears that this pattern is not especially helpful in predicting very short-term outcomes, but offers fruitful directions for research re: intermediate-term market moves. 

Market Update 

Data as of 2/26/04:

Position in the Market as of Close:  Flat.  I will not take a core short position in this market until we see definite evidence of trend change on the Power Measure and in the New Highs/New Lows.  

System Trades During Day: 

Sold ES 10:20 ET; Bought 10:40 ET; +1.00 ES point

Sold ES 11:20 ET; Bought 11:27 ET; +1.00 ES point

TREND: The market pushed higher in early trading Friday, only to fall down, rally, and fall again before mounting another push higher today in pre-opening Globex trading.  This choppiness has prevented us from making new highs in the Cumulative Trend Index and has left the key Power Measure of short-term trendiness in neutral territory.  As always, this places us in breakout trading mode.  (See Summary and Strategy below).  The Swing Trading Index has turned neutral at +6, and we're also getting neutral readings now from the PowerSwing Index, which measures trendiness over a swing trading period.  All of this reflects the fact that we are in a relatively narrow trading range over the past four days.  Friday's TWAP of ES 1147 was well ahead of Thursday's level, and we are trading above that mark as I write.  That gives an edge to the bulls.

INSTITUTIONAL TRADING MONITOR: Once again, we saw a tepid Institutional Composite during the day, reflecting an absence of buying conviction among large market players.  Institutional Buying was moderately below average and Institutional Selling was moderately higher than average.  Enthusiasm was much stronger for small and midcap issues than for the large caps, as the NYSE TICK pushed higher.  As long as we see an advancing Cumulative TICK, there will be a floor under this market.  The big question is whether the weakness in the large caps, as evidenced by declining Money Flow, will overtake the interest in the smaller issues, or if the broad market will fall prey to the weakness.  For reasons outlined in Friday's Weblog, I am leaning toward the latter view.  We continue to see a very low VIX and a high level of Institutional Sentiment, while actual Institutional Buying vs. Selling is weak.  That is worrisome for the bulls.

MOMENTUM: The Overbought/Oversold Index returned to negative territory at -388.  We need positive numbers to sustain a market advance.  New 20 and 65 day highs rose to 1019 and 628, while new 20 and 65 day lows fell to 380 and 110.  As long as we see strength in the New Highs vs. New Lows, it is premature to sell this market.  Similarly, we continue to see a positive balance in the Demand/Supply Index, with Demand at 110 and Supply at 35, pushing the Cumulative DSI into positive territory.  One bit of caution comes from the Market Turbulence Index, where high volatility stocks are now underperforming low beta issues in relative strength, which typically occurs in bearish short-term trends.  We're starting to see levels in the Efficiency Index that are associated with short-term market peaks, which means that rises in the NYSE TICK are having a reduced impact on market prices.  Remember: declines in efficiency generally precede changes in short-term trend.

SUMMARY AND STRATEGY: The bottom line is that secondary issues have been strong, pushing up the New Highs/Lows, NYSE TICK, and the Demand/Supply Index and keeping a floor underneath the broad market.  The large caps show a weak picture of new highs/lows, both on a 20-day and intraday basis.  This reflects poor money flow and poor institutional participation in the market.  Aggressive traders can buy this market on dips that remain above the ES 1147 TWAP.  I would not chase new market highs that are not accompanied by an expansion in the number of stocks making new highs; nor would I sell this market aggressively as long as the Cumulative TICK is advancing and secondary issues are strong.  A break above ES 1152 accompanied by an expansion of stocks making new short-term highs would take us into bullish trending mode and a strategy of buying dips; a break below ES 1143 accompanied by an expansion of new short-term lows would return us to a bearish mode and a selling of market bounces.  Until that happens, we are in a trading range and any test of the extremes not accompanied by expanding new highs/lows can be faded.

