April 30, 2004 

Market Comment 

It's premature to buy this market while the short-term trend remains down and the number of stocks registering fresh 20 day lows continues to expand.  That having been said, my best intermediate-term timing measure, the Cumulative Demand/Supply Index, is at levels that have called market bottoms since 9/02.  What this is telling me is that we are either at or near a momentum low in the market and can expect some bottoming action in the near term.  If that transpires with us remaining above the March lows, I would expect a significant rally to materialize. 

April 29, 2004 

Market Comment 

Well, we got the breakdown mentioned yesterday.  Note that we are sitting at a level of 20 day new lows vs. highs that has defined recent momentum lows in the market.  If we break below that level, with 20 day new lows exceeding 20 day highs by more than 1800 issues, the stage will be set for testing the March lows.  

April 28, 2004 

Market Comment 

We are in the middle of a very narrow trading range for the past three days that is setting up an important breakout move.  A break above yesterday's highs, accompanied by an expansion in the number of stocks making fresh 20 day highs above the 874 recorded on 4/22, would set up an upside breakout; a move below yesterday's lows accompanied by an expansion of stocks registering fresh 20 day lows beyond the 1014 seen yesterday would set us up to the downside.

There are several reasons why I am leaning toward the downside.  These include timing measures that are at levels consistent with short-term highs, including the Efficiency Index; a waning of new highs vs. lows both among my basket of stocks and in the broader market; waning Money Flow; very tepid numbers on the Cumulative TICK during the recent rise; poor institutional participation on rallies; and a Cumulative Trend Indicator that persistently fails to move to new highs on rallies.

Finally, note that we have seen 20 day new lows outnumber 20 day new highs for six consecutive sessions--even with the strong rise on Thursday.  I need to see that reverse before I am comfortable on the long side. 

April 25, 2004 

This week's Chart of the Week examines two of my more successful short-term timing measures.  Interestingly, both are coming off levels normally associated with momentum peaks in the market, suggesting that we could see near-term consolidation prior to any run at the bull market highs.   

Week Ending April 25, 2004 

Selling pressure early in the week could not expand the number of stocks registering fresh short-term lows, and we broke higher on Thursday in the wake of an oversold market.  Friday could not meaningfully build on the Thursday gains, but as long as we can stay above ES 1133--and especially the Friday TWAP of ES 1137--the short-term trend remains bullish. 

Trend Indicators 

COMMENT:  The Power Measure finished in moderately positive territory on Friday; a move into negative ground accompanied by an expansion in the number of stocks registering new short-term lows would turn the short-term trend bearish.  Meanwhile, Thursday's rise brought strength to the Cumulative Trend Index, which remains well off its bull market highs.  The Swing Trading Index and PowerSwing Index are modestly positive, and the Intermediate Trend Index is approaching levels normally associated with market tops. 

Institutional Indicators 

COMMENT:  The Institutional Composite has been strong four of the past six sessions, with Thursday's session featuring above average buying and below normal selling--a distinct sign of strength.  Money Flow remains at high levels, near levels that recently have been associated with market peaks, but the Cumulative TICK remains tepid despite strong readings on 4/16 and 4/22.  The recent market has been strong more due to a lack of selling than strong buying; this needs to change if we are to start a new bull market leg.  

Momentum Measures 

COMMENT:  Short-term momentum turned positive with Thursday's advance, as seen in the NYSE TICK oscillator, the Overbought/Oversold Index, the short-term Relative Vigor Index, and the Intraday New Highs/Lows.  Despite the rise, we continue to see new 20 day lows outnumber new 20 highs, an indication of weakness in the broader market.  We need to see 1000+ new 20 day highs and a shrinking of new lows to generate an intermediate-term upswing.   

SUMMARY:  We made an important bottom in the third week of March and a higher bottom in mid-April.  This corrective movement took a number of stocks off their highs, but did not do substantial damage to the large cap averages.  The path of least resistance, I believe, will be a test of the bull market highs--a move that I expect to be choppy, with numerous divergences.  If this scenario is to play out, we should not see an expansion of new 20 day lows above the 938 registered on 4/21; nor should we see new lows on the Cumulative Demand/Supply Index or the Cumulative Trend Index. 

April 23, 2004 

Market Comment 

We saw a drying up of the number of stocks making new 20 day lows versus highs during the past several trading sessions, and this set the stage for yesterday's powerful rally.  The morning strength turned the Power Measure of short-term trendiness bullish, and--longer-term--it appears that we've made a bottom on the Cumulative Demand/Supply Index.  While short-term indicators are definitely overbought, any corrective movement that keeps us above ES 1134 would help set the stage for a run at the bull market highs.   

April 21, 2004 

Market Comment 

This past weekend, I noted that, " a break below Friday's lows, accompanied by a negative reading on the Power Measure and an expansion in the number of stocks making new 20 day lows, would return us to a bearish trend". Yesterday's selling was the heaviest on the Institutional Composite since March.  For the first time in a month, we saw a combination of above average selling among large market participants combined with below average buying.  This tends to occur during trending markets.  Indeed the Power Measure of short-term trendiness is decidedly bearish, and the Cumulative Trend Index has moved to an April low.  One thing to watch for, however, are the 20 day new highs and lows.  Yesterday we saw 646 new highs and only 897 new lows.  Compare that to the 1944 new lows on 4/14.  I will be watching this market closely to see if we expand the new lows.  If we don't, I won't be expecting a new bear leg here. 

April 18, 2004 

Last week's Chart of the Week examined the Institutional Composite and its breakdown into buying and selling components.  This week's Chart of the Week explores a short-term version of the Composite and its use as both a momentum measure and a measure of market efficiency. 

Week Ending April 18, 2004 

Last week the Weblog concluded that "the recent market rise will not have the upthrust necessary to bring meaningful new highs in the market".   Thus far, this has been the case, as buying in the large cap Dow/S&P stocks has outpaced buying in NASDAQ and secondary issues.  Indeed, even with some buying late in the week, new high/new low statistics have been weak.  For example, Friday's market finished with 604 stocks making 20 day highs and 731 registering 20 day lows.  The Demand/Supply Index on Friday closed with its first positive reading in ten sessions, with Demand at 74 and Supply at 40.  We need to see continued firmness in the DSI before concluding that the recent market weakness is concluded. 

Trend Indicators 

COMMENT:  The Power Measure finished modestly positive on Friday, but has been unable to generate solid readings typical of a short-term uptrend.  This is reflected in the Cumulative Trend Index, which failed to make new highs with the rise on Friday.  We need to see an upturn in the CTI to sustain a short-term uptrend.  Meanwhile, we continue to see negative readings in the PowerSwing Index and the Swing Trading Index, both of which suggest that the trend over a swing period is still bearish.  Interestingly, we are seeing readings in the Intermediate Trend Index that are closer to those seen at market peaks than valleys.  Unless we see much more vigorous readings in the Power Measure, it appears that the current rise is part of a longer-term topping process in the market and not part of a fresh bull leg. 

Institutional Indicators 

COMMENT:  Interestingly, many of my institutional measures are strong, with some near levels associated with market tops.  This is because most of these measures are derived from intraday data on large capitalization stocks, which have outperformed the broad market.  Thus, we see strength on the Money Flow measure and a bounce upward in the Institutional Composite.  A breakdown of the Composite shows that we have seen a lightening of selling over the past four sessions, not an expansion of buying.  This makes me question the longevity of recent market strength. 

Momentum Measures 

COMMENT:  The market's momentum has come off recent lows on most measures, although most are not yet at levels normally associated with market peaks.  Short-term measures of momentum such as the NYSE TICK Oscillator and the Volume Intensity Index are strongest.  The longer-term measures, such as the Cumulative Demand/Supply Index, are actually closer to levels that have marked market bottoms.  Over the past two sessions, we've seen an expansion in the number of stocks making 20 day highs and a decline of issues registering new 20 day lows.  As long as this continues--especially if 20 day highs can exceed 20 day lows--we should see the market grind higher. 

SUMMARY:  On Friday, we closed with a TWAP of ES 1131.  Recall that a series of TWAP readings between ES 1140 and ES 1144 kicked off the recent market weakness.  As long as we stay above the TWAP, with positive Power Measure readings, and expanding 20 day highs over lows, the short-term trend is bullish.  A move above the ES 1140-1144 zone would be bullish over the intermediate term.  Conversely, a break below Friday's lows, accompanied by a negative reading on the Power Measure and an expansion in the number of stocks making new 20 day lows, would return us to a bearish trend.  On a momentum basis, I think we have further potential to the upside, but I expect that any upside on the large cap indices will be circumscribed.  If we begin to get overbought readings on the important timing measures, such as the Efficiency Index, without breaking through the ES 1140 level, I would prepare to sell the market. 

April 14, 2004 

Market Comment 

We did indeed get selling that took the market well below the recent TWAP readings.  The Power Measure turned bearish in early AM trading and we saw an expansion in the number of stocks registering fresh short-term lows.  With 804 new 20 day highs and 1517 new 20 day lows, we're seeing decided weakness.  The Demand/Supply Index was very weak on the day, with Demand at 16 and Supply at 170.  As long as we make new lows, Supply exceeds Demand,  and the number of stocks making new 20 day lows expands, the trend will remain bearish. 

April 13, 2004 

Market Comment 

My market volatility index is at its lowest level in over a month.  To give an idea of how non-volatile this market is, here are the TWAP (trade weighted average price) figures for the ES contract over the past four days:  1143, 1144, 1140, 1141, 1144.  The cumulative NYSE TICK has been negative for four of the five days, and that selling is showing up in the 20 day new high/new low figures.  Despite yesterday's flat action, new 20 day lows swelled from 471 to 820.  The NYSE TICK oscillator is very close to levels normally associated with short-term market bottoms, and the possibility is real that this market is bottoming, not topping.  For that reason, I would not sell this market until we get a negative reading from the Power Measure of short-term trendiness (which has not yet occurred).  I would expect such a negative reading to result from a drop below Thursday's lows, especially if that is accompanied by an expansion of 20 day lows above the 969 registered on 4/5.  As long as we continue to see large participants refusing to sell this market (which they have for five of the past seven days; see the Chart of the Week), it is premature to sell this market. 

April 11, 2004 

This week's Chart of the Week looks at the Institutional Composite and its components, offering a method for determining whether market moves are likely to continue vs. reverse.  Previous Charts of the Week are archived on the Articles page. 

Week Ending April 11, 2004 

Last week the Weblog observed that it wouldn't be surprising to see consolidation following the market runup on waning momentum.  The Weblog also noted some reasons to believe that this consolidation might be short-lived.  We did indeed see consolidation late in the week and, as the April 10th posting observes, there is evidence of strength that would prevent this consolidation from becoming a fresh intermediate bear trend.  Short-term, we are near levels associated with bottoms on the Volume Intensity Index and the NYSE TICK Oscillator.  Volatile stocks continue to outpace low beta stocks on the Market Turbulence Index, suggestive of market strength.  Still, there is no question that Institutional participation in this rally has been tepid and that stocks making new 20 day highs vs. lows have expanded grudgingly.  Unless this situation changes, I expect any rally from here to be part of a larger topping process, not a new bull leg for this market. 

Trend Indicators 

COMMENT:  The Intermediate-Term Power Measure is not yet in territory that is associated with market tops, suggesting we have further to go in the topping process.  The short-term trend is neutral, and most of the other trend measures have dipped into modestly negative territory.  A break to new highs by the Cumulative Trend Index would suggest further strength in the market; new rally highs unconfirmed by the CTI would have me lightening up.   

Institutional Indicators 

COMMENT:  As mentioned above and last week, we've seen very tepid participation in the recent rise by large market participants, as measured by the Institutional Composite.  Last week, I noted that a breakdown of the components shows that what strength we have seen has come more from a reduction of Selling than from a pickup in Buying.  Buying was especially weak during the last two trading sessions of the week.  Money Flow has come off its recent highs, as has the Cumulative NYSE TICK.  As mentioned last week, the Cumulative TICK displays a pattern of weaker upthrusts with each market advance.  This is one reason that I suspect that the recent market rise will not have the upthrust necessary to bring meaningful new highs in the market.  

Momentum Measures 

COMMENT:  The market has lost momentum on just about every measure that I follow.  Of particular concern is the rise in 20 day new lows during the past week (although that abated by late in the week, which may presage market strength next week).  A rise in 20 day new lows beyond the 969 registered on 4/5 would suggest serious weakness in this market.  Conversely, a rise in new 20 day highs above the 1673 from 4/2 would breathe new life into this bull leg.   

SUMMARY:  Net net, I think the market held up well on Thursday despite intense selling pressure and, if we can stay above Thursday's lows early in the week, I expect a test of the recent market highs.  Given weakness in Institutional participation, the Cumulative TICK, and the new high/low statistics, however, I anticipate that any such test would be part of a topping process and not the start of a new bull leg.  A break below Thursday's lows, especially if accompanied by an expansion of new 20 day lows beyond the 969 level, would negate this scenario and almost certainly flip the trend measures decidedly bearish. 

April 10, 2004 

Market Comment
It was an interesting day on Thursday, and I'll have more to say about it tomorrow when I post the indicators and the Chart of the Week.  Suffice it to say for now that it was an "outside" day (higher high and lower low on the SP), as the market first moved to new highs without meaningfully expanding the number of stocks registering fresh short-term highs.  This led to a selloff in the afternoon on very negative TICK readings.  The interesting part is that we also could not expand the number of stocks registering fresh short-term lows during the downmove.  A close look at the indices reveals that many secondary indices, such as the QQQ, SMH, and RUT, did not exceed the previous day's lows.  Altogether, we had 881 new 20 day highs and 585 new 20 day lows on Wednesday; 1146 new 20 day highs and 471 new 20 day lows on Thursday.  If we do not penetrate the Thursday lows on Monday, the odds are good that we could see a test of the recent highs. 

April 6, 2004 

Research Note 

The market rose yesterday, but the number of 20 day new lows rose as well for the second consecutive day.  Over the past three days, here have been the figures for the 20 day new highs vs. the 20 day new lows: 

April 1:  1273 vs. 304 

April 2:  1673 vs. 638 

April 5:  1622 vs. 969 

What happens the day after the market (SPY) rises, when 20 day new highs exceed 20 day new lows, but when the 20 day new lows expand from the previous day?

Since 9/2002, we have had 51 such occurrences.  The next day, the market (SPY) was up 19 times, down 32 times for an average loss of -.29%.  For the days in the remainder of the sample (N = 336), the market was up 192 times, down 144 times for an average gain of .12%.  A market rise in the face of rising new lows thus tends to reverse more often than continue its upward direction, at least for the short-term. 

April 4, 2004 

The current Chart of the Week examines the ratio of up to down volume on the ES futures and how an overbought/oversold index might be created with the help of smoothing tools and statistical transformations inspired by John Ehlers' new book. 

Week of April 4, 2004 

Last week the Weblog observed that "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."  That is precisely what we saw this week, as the short-term trend remained positive for most of the week, with an expanding number of stocks making new highs vs. lows and a consistently positive money flow.  We are seeing waning momentum on a number of measures, however, and several of the better timing measures--specifically, the Efficiency Index and the Cumulative Demand/Supply Index--are at levels normally associated with relative tops in the market.  It doesn't mean we tank from here, but it would not be surprising to see consolidation after the recent runup. 

Trend Indicators 

COMMENT:  The Power Measure closed in positive territory and the Cumulative Trend Index continued higher, closing near its early March peak.  We are also seeing positive readings from the PowerSwing Index and the Swing Trading Index and, promisingly, the Intermediate Trend Index is not yet overbought.  This suggests that any near-term correction may be short-lived.    

Institutional Indicators 

COMMENT:  We've seen very tepid participation in the recent rise by large market participants, as measured by the Institutional Composite.  A breakdown of the components shows that what strength we have seen has come more from a reduction of Selling than from a pickup in Buying.  Money Flow has been strong among my basket of stocks and, indeed, is nearing levels that have preceded recent market peaks.  While the Cumulative NYSE TICK has certainly been moving higher, it also displays a pattern of weaker upthrusts with each market advance.  This suggests a waning of buying interest; I'll be watching that closely.    

Momentum Measures 

COMMENT:  We see a loss of upside momentum in the NYSE TICK Oscillator, the Overbought/Oversold Index, and the short-term Relative Vigor Index.  Nonetheless, these still are giving positive readings, and we continue to make higher highs in the market with an expanding number of stocks registering new highs vs. new lows.  Moreover, high volatility stocks continue to outperform low beta issues in relative strength--a hallmark of short-term uptrends.  As long as that is the case, it is premature to sell this market on anything other than a very short-term basis.

