Week Ending May 30, 2004 

At the end of last week, the Weblog noted a mixed short-term picture amidst signs of an intermediate-term market bottom.  We rallied hard off that bottom this past week, sending many of the short-term indicators to overbought levels.  As you can see from the Intermediate Trend Index, we are not yet at levels corresponding to intermediate-term highs, and so I don't expect this market to roll over in any major way soon.  On the other hand, Money Flow has been weak, and the Institutional Composite--registering the activity of large market participants--has also been restrained during the rally.  This is because we are seeing more of an easing of Selling than an initiation of Buying from these players.  This needs to change if we are to make new price highs on this move. 

That having been said, the Power Measure of short-term trending remains bullish, as does the Cumulative Trend Index (which caught the market lows nicely).  We have moved to a situation where new 20 day highs outnumber new 20 day lows both for the broad market and among the basket of stocks that I follow.  This does not generally occur during bounces in a bear market, and reflects genuine strength in the market.  On a shorter-term basis, intraday new highs continue to outnumber intraday new lows, keeping the cumulative new highs vs. lows at their recent peak (though well off April highs).  The cumulative NYSE TICK continues to move higher, also reflecting broad support for the market.   

Several indicators are at or near levels associated with short-term market tops, and thus I expect some consolidation this week.  The Swing Trading Index, Efficiency Index, and Cumulative Demand/Supply Index all are levels that suggest that we've hit a short-term momentum peak in the market.  The shorter-term momentum measures, such as the Overbought/Oversold Index, the Relative Vigor Index, and the Volume Intensity Index, have already pulled back to neutral readings--normal action in a short-term uptrend.   

All in all, we appear to be at or near a short-term momentum peak, but not yet at intermediate levels associated with market tops.  That suggests to me that any consolidation this week will be an opportunity to buy this market in anticipation of more extended topping action, particularly if the consolidation in the indicators comes with minimal price damage. 

May 27, 2004 

PLEASE NOTE THAT I WILL BE OUT FOR THE NEXT SEVERAL DAYS.  THE NEXT UPDATE OF THE WEBLOG WILL BE SUNDAY NIGHT, SUMMARIZING THE INDICATORS. 

Market Update 

The strategy mentioned yesterday, buying weakness after an upthrust, paid off well today.  My main points tonight are twofold:  1) We are seeing progressive market strength; and 2) We are short-term overbought and perhaps not far from a momentum peak. 

Let's take each in its turn.  New 20 day highs expanded from 745 on Tuesday to 1001 today, while new 20 day lows dropped from 427 to 244.  The Demand/Supply Index finished the day with a positive balance for the seventh consecutive session, with Demand at 86 and Supply at 33.  Finally, we ended the day well above the TWAP of ES 1113.  As long as we see such strength, the short-term trend is up and the odds do not favor shorting this market for anything more than a scalp. 

After such strength, the indicators are clearly overbought.  We can see this from the Overbought/Oversold Index, the Volume Intensity Index, and the Swing Trading Index.  All are near levels normally associated with a short-term momentum peak in the market.  The Cumulative Demand/Supply Index, a particularly good intermediate-term timing tool, has risen sharply in recent days and is nearing a level normally associated with market tops as well. 

As long as new 20 day highs vs. lows continue to expand and we continue to make higher highs and higher lows day-over-day, the trend remains up and the downside risk is relatively modest.  Weakening of the new highs/new lows accompanied by a negative turn in the trend measures would have me pulling in my horns. 

May 26, 2004 

Research Note 

Yesterday's entry noted, "Watch the small caps, midcaps, and semiconductors; if they break to the upside out of their range of the past 2+ weeks, I expect them to carry the large caps with them."  Sure enough, we had a broad-based rally led by the secondaries, with one of the highest buying pressure (cumulative NYSE TICK) readings of the past year at 1516.  Since July, 2003 (N = 223), we have had nine previous occasions where we had a daily cumulative NYSE TICK reading above +1000.  Three days later, the market (SPY) was higher on eight of those nine occasions, by an average of .94%.  This compares with a .11% gain over a three day period for the remainder of days in the sample (N = 214; 129 up, 85 down). 

Separately, I notice that we hit over 1100 stocks exceeding their 20 day moving average envelope yesterday--the highest level since September, 2002 (N = 423).  On the eight previous occasions when we have had 800+ stocks above their 20 day envelope, the market (SPY) three days later has been up 7 times, down once for an average gain of 1.22%.  That compares to an average three-day gain of .14% for the remainder of the sample (N = 415; 237 up, 178 down).    In general, strong upside momentum tends to be followed by further price gains in the near term.  That suggests that buying the market on pullbacks is the operative trading strategy going forward. 

May 25, 2004 

Market Update 

If the market looks confusing, perhaps it's because it's not acting like a single market.  Some indices, such as the Russell 2000/S&P Small Caps and the S&P Midcaps, are at the upper end of their range from the past two weeks.  Other indices, such as the consumers and the XMI, are at the lower end of their range.  As a whole, we're seeing considerably more strength in the secondary stocks than among the large caps.  That is why we're getting strong advance-decline readings (a function of very strong NYSE TICK) and very solid Demand/Supply numbers, without getting commensurate gains in the large-cap dominated S&P and NASDAQ 100.  Demand finished the day at 139; Supply was 21, and yet we have not been able to sustain a rise above ES 1100.  As long as we see strength in the NYSE TICK and the secondary averages, the market is protected to the downside; as long as we see weakness in the Money Flow and institutional participation in the large caps, we are capped to the upside.  Watch the small caps, midcaps, and semiconductors; if they break to the upside out of their range of the past 2+ weeks, I expect them to carry the large caps with them.  If they start to swoon--which we'll know from Demand/Supply balances that turn negative--we can expect more serious corrective action.  For now, it's a trading range, and a relatively narrow one at that. 

May 23, 2004 

This week's Chart of the Week article varies from the usual format to present historical research pertaining to market returns as a function of time-of-day.  Some very interesting--and potentially profitable patterns--emerge from such research. 

I get periodic requests re: training/coaching services for traders.  While I do not offer such services myself, some worthwhile offerings are available from well-known traders.  At his seminars, Larry Williams shares research relevant to short-term trading.  Linda Bradford Raschke maintains an informative website, with many free features.  Her online trading room, in which participants can observe her trade, has been a popular service for years.   

Week Ending May 23, 2004 

Last week noted a pattern mixed short-term signals in the midst of intermediate-term indicator levels consistent with a market bottoming.  Not much has changed since then, largely because of the narrow price levels of the past week noted in yesterday's entry.  We saw a bump up to 280 new 20 day highs on Friday--the highest level since early May.  With Demand at 111 and Supply at 22, Friday finished the week on a strong note.  Although the Power Measure is in neutral territory, Friday's TWAP of ES 1094 was ahead of Thursday's level.  As long as we stay above that mark, the short-term trend has to be considered bullish.   

Indeed, we have seen considerable buying since the market's momentum low on 5/10.  New 20 day highs vs new lows have narrowed for both the basket of stocks and across the broad market, though we still do not see new highs outnumbering new lows.  The NYSE Cumulative TICK has been positive for nine days running, and the Cumulative Demand/Supply Index has pulled off its lows in recent days.  All of this raises the odds that any further tests of last week's lows will ultimately be reversed as part of the market's bottoming process. 

That having been said, we still cannot sustain rallies.  Money Flow continues weak, and the Institutional Composite has risen little in the past two weeks.  This suggests that, while large market participants have moderated their selling over the past four days, their buying activity has not shifted commensurately higher.  In other words, over the past week, we have been getting stable prices because large traders have been selling less, not because of increased buying. 

Several short-term measures are coming off overbought levels, including the Efficiency Index and the short-term Institutional Composite.  We are also seeing weakness in the Cumulative Trend Index and in the Cumulative Intraday New Highs/Lows.  If we get a return to a negative balance between Demand and Supply and bearish readings from the Power Measure, I would expect at least one more test of the recent lows.  A break above this past week's highs, accompanied by an expansion in the number of 20 day new highs, would turn the intermediate-term trend bullish.  We are at levels normally associated with market bottoms on the Intermediate Trend Index; despite possible short-term weakness, ultimately I expect higher prices ahead.    

May 22, 2004 

Market Note 

	Date
	Open
	High
	Low
	Close

	5/10/2004
	109.44
	109.75
	108.36
	108.83

	5/11/2004
	109.46
	110.05
	109.33
	109.75

	5/12/2004
	109.57
	110.54
	108.06
	110.45

	5/13/2004
	109.76
	110.81
	109.63
	109.99

	5/14/2004
	109.96
	110.74
	109.27
	110.04

	5/17/2004
	108.89
	109.5
	108.41
	109.1

	5/18/2004
	109.49
	109.94
	109.33
	109.65

	5/19/2004
	110.5
	111.18
	109.15
	109.27

	5/20/2004
	109.45
	109.87
	109.04
	109.62

	5/21/2004
	109.97
	110.55
	109.47
	109.81


How do you like this for a narrow range?  Above, we see the closing prices for SPY over the past ten days.  There is going to be quite a breakout from this range; the traders who will be paid off are the ones who can anticipate the direction and sustain the patience to ride out the move.  Tomorrow I'll update the indicators and provide my take on the direction question.  I'll also post a unique Chart of the Week article that summarizes research I've been doing regarding cross-sectional returns in the market.  

In the interim, here's a new version of an old indicator that I'm posting to the Weblog for the first time.  It's an intraday version of the put/call ratio that excludes the option volume for market indices.  I find that this short-term stocks-only put/call ratio gives a truer sense of sentiment than the more commonly used daily composite put/call numbers.  Note that it is at levels consistent with a market bottom, as is the intermediate-term Power Measure.   

May 19, 2004 

Preopening Note 

A nice rise early in trading yesterday was not enough to expand the number of stocks registering new short-term highs either on the broad market or among my basket of stocks.  That result, combined with the overbought situation on the timing measures, prevented us from holding above the ES 1095 level mentioned yesterday.  The short-term trend has turned bearish, and we continue to see weakness in the activity of large market participants and weakness in Money Flow.  That having been said, we have bounced nicely off the momentum lows of 5/10 on diverse measures such as the Cumulative Trend Index, the Cumulative NYSE TICK, and Cumulative Demand/Supply Index.  This raises the odds that any tests of the recent lows will be successful, and that the action since 5/10 is part of a bottoming process.   

May 18, 2004 

Preopening Note 

We broke above that ES 1095 level in overnight trading and, as long as we stay above that level, the short-term trend is up and it is premature to short the market.  A break above ES 1102 accompanied by an expansion of new 20 highs beyond the 194 registered on 5/6 would turn the intermediate-term trend bullish as well.  If this breakout is for real, we should not reenter yesterday's trading range. 

Market Note 

Beats the hell out of me.  We're sitting at levels that should normally be generating a bottom and a nice rally.  Instead, we're getting very high NYSE TICK and little upside price action to show for it.  Such inefficiency is not what bull markets are made of; it generally leads to reversal.  On top of that, take a look at three short-term indicators that are based on a very different logic:  the Overbought/Oversold Index; the Swing Trading Index; and the Efficiency Index.  All three are at levels that are typical of short-term market peaks.  I've been looking for a bottom for several days now, but what I'm seeing is that considerable buying pressure is only able to generate a feeble rise.  Accordingly, I am short this market in anticipation of a test of the recent lows.  A rise above ES 1095, especially if accompanied by an expansion in the number of stocks registering fresh short-term highs, would have me rethinking that position.  A move below ES 1087, especially if accompanied by an expansion of new lows, is needed to confirm a short-term downtrend. 

May 17, 2004 

Market Note 

Yesterday's market poses an interesting situation.  On the positive side, we've seen strength in the Cumulative NYSE TICK and the Cumulative Trend Index.  On the negative side, we continue to see weakness in the Institutional Composite, because selling is high even in the face of respectable buying.  Money Flow also continues to new lows.  Most problematic, however, is that short-term timing measures are at levels normally associated with market peaks.  This includes the Relative Vigor Index and the Efficiency Index.  Now maybe these timing measures have lost their touch, but I'm not betting on it.  The Efficiency Index in particular has called market swings quite effectively for over a year.  This suggests to me that we may see a high volume, washout break of the recent lows before the markets stabilize.  A move above the Friday highs, particularly if accompanied by an expansion in the number of stocks making new short-term highs, would negate this scenario. 

May 16, 2004 

The Chart of the Week article takes a look at the Cumulative High-Low Index and comments on the science and psychology behind the use of the Weblog measures. 

Week Ending May 16, 2004 

First let's look at the larger picture, then the smaller one. 

The market is at levels normally associated with intermediate-term bottoms.  We can see this from the Intermediate Trend Index, the Cumulative Demand-Supply Index, and the number of stocks making new lows versus new highs across the entire market and within my basket of stocks that mirror the S&P 500.  We have begun to see strength in the Cumulative NYSE TICK (and to a lesser degree in the Cumulative Trend Index), suggesting that a momentum low may have been put into place. 

That having been said, we are also at levels normally associated with market bottoms on the Institutional Composite measure and Money Flow, but these indicators are not yet showing significant strength.  Since the candidate momentum low on 5/10, when we registered a whopping 4348 new 20 day lows (versus 96 new highs), the large market participants who are capable of moving the market have barely budged the Composite and Money Flow higher.  Despite meaningful buying from the large players, there is also meaningful selling. 

On a short-term basis, this scenario is occurring against a backdrop that is becoming short-term overbought.  We can see this from the Volume Intensity Index, the Efficiency Index, the Overbought/Oversold Index, the Short-Term Institutional Composite, and the Swing Trend Index.  Friday's market ended with Demand at 33 and Supply at 31; hardly the stuff that incipient bull trends are made of.  With 156 new 20 day highs on Friday against 991 new lows, the bounce since the momentum lows can hardly be said to be robust. 

Where does that leave us?  The short-term trend, as assessed by the Power Measure, remains bullish, but weakened from its recent peak.  We have been in a relatively narrow price range over the past five days with closing TWAP readings between ES 1084 and ES 1094.  Despite this narrow range, we are seeing much intraday volatility--something more typical of bearish trends than bullish ones.  Volatile stocks are now underperforming low beta issues on the Turbulence Index, which is also typically seen in bearish short-term trends.  A move below Friday's lows, particularly if accompanied by an expansion in the number of stocks registering fresh short-term lows, will likely turn the Power Measure bearish and set up a test of the recent market lows.  We need to exceed the Friday highs, with an expansion of new highs, to sustain a bullish short-term trend. 

In sum, we are short-term overbought and weakening.  A short-term sell signal will likely be triggered if the Power Measure turns bearish, which would almost certainly occur on any sharp move below Friday's lows.  A move above Friday's highs that expands the number of stocks making new highs would breathe short-term new life into the bull.  Although I am expecting short-term weakness, the oversold nature of the intermediate-term indicators suggests to me that any such weakening will be part of a bottoming process and not the start of a full-fledged bear market.     

May 14, 2004 

Market Note 

We tried to extend the upside yesterday, but fell back in the afternoon.  Now, in preopening trading as I write, the market is below its TWAP of ES 1096.  Although the short-term trend remains bullish, I will be selling rallies that fail to break above yesterday's highs--or one's that challenge the highs with a reduced number of issues registering fresh short-term highs.  We are short-term overbought on the Volume Intensity measure, and yet my measure of Institutional participation in the market has barely budged higher.  A breakdown of those figures shows that we have had respectable buying from large traders the past three days, but also significant selling.  This is not the way fresh bull legs normally begin in the market, so I am primed for another test of the lows unless we can take out yesterday's highs with an expansion of new short-term highs.  I continue to believe this is part of a bottoming process that began with the climactic number of new short-term lows tallied on 5/10, but I need to see more evidence of support from large market participants before committing to the upside on an intermediate-term basis. 

May 13, 2004 

Market Note 

Yesterday's note mentioned the general idea that market moves not confirmed by an expansion of new highs/new lows are more susceptible to reversal than those that are broadly confirmed.  Yesterday's market action was a nice illustration of this principle.  Despite new lows for the S&P and Dow, we saw only 1931 issues make 20 day lows, compared with 4348 issues making similar lows on 5/10.  The ensuing reversal was quite sharp, with very strong buying pressure as measured by the NYSE TICK.  The short-term trend turned bullish, but even by the end of the session,  we had not seen a meaningful expansion of new highs.  Demand finished the day at 36; Supply at 32.  We need to see Demand continue to outpace Supply and new 20 day highs expand above the 341 registered on 5/5 to sustain an uptrend.  Interestingly, my Institutional Composite measure of the buying/selling behavior of large participants finished with a negative reading yesterday, making that four out of the last five days skewed to the sell side.  We need to see much greater institutional participation in the buying to sustain an uptrend. 

May 12, 2004 

Research Note 

Traders are increasingly aware of the dangers of using NYSE published data for their analyses, given the large number of non-operating companies included in the data--particularly bond-related funds.  This weekend's Chart of the Week will take a look at a Cumulative New High/New Low Index derived from a basket of institutional favorite stocks.  The new highs and lows tracked are intraday new highs/lows; i.e., the number of stocks making new highs or lows on a two hour basis.  The Index closely tracks price, but at points of divergence sends important signals.  For example, when the broad market was making its recent highs, the cumulative index of new highs versus new lows was already in a downtrend.  Similarly, during the weakness of the past two weeks, rises in the market were not accompanied by corresponding rises in the index.  This is also useful as an intraday indicator, as market moves not confirmed by the index are more susceptible to reversal. 

May 11, 2004 

The Chart of the Week takes a visual look at how the current market weakness unfolded across several of the Weblog indicators.   

Week Ending May 9, 2004 

My apologies for an abbreviated and late report, due to travel that was held up at the airport and put me off schedule.  The Chart of the Week article will be posted by late today. 

The last entry indicated that we were not yet at levels consistent with a short-term market bottom.  As of Friday, that continued to be the case, especially re: the Efficiency Index, the Relative Vigor Index, and the NYSE TICK Oscillator.  The trend is neutral on the Power Measure, bearish on the Swing Trading Index and we are trading well below Friday's TWAP of ES 1106 in preopening trading on Monday.  Momentum measures are bearish, including the Overbought/Oversold Index, the Demand/Supply Index, and the measure of stocks registering 20 day new highs vs. lows.  The latter two are at levels normally associated with intermediate market momentum lows. 

Large market participants have been net sellers of the market for five of the last eight days.  This has been due to strong selling, even in the face of relatively strong buying.  The downward slope of the Cumulative NYSE TICK reveals broader selling in the market, and the steady decline in Money Flow reveals selling among the big caps.

Demand finished Friday at 20; Supply at 86.  New 20 and 65 day highs were 177 and 100; new 20 and 65 day lows were a very high 2827 and 2048.  These are levels normally associated with momentum lows in the market.  All in all, we are not far from a momentum bottom, but the trend remains down and--as long as we get lower lows day over day, Supply exceeding Demand, an expanding number of stocks making short-term new lows, and net selling among large market participants, it is premature to buy this market. 

May 7, 2004 

Market Comment 

The weakness anticipated in recent Weblog entries materialized in yesterday's trading.  We are not yet at levels consistent with a short-term bottom in the market.  There is continued weakness in the demand for stocks, as evidenced by the Cumulative NYSE TICK.  Large market participants are not net buyers of stocks, and this has helped sustain the correction.  We are approaching intermediate-term readings on the Demand/Supply Index that have marked important lows.  If we get further weakness with the number of 20 day new lows remaining above the 2468 registered on 4/29 (and the number of 65 day new lows remaining above 1313), I will be looking to buy this market. 

May 6, 2004 

Market Comment 

The short-term trend remains modestly bullish, as we closed near the TWAP of ES 1121.  I would expect the short-term trend to turn bearish, however, on a move below ES 1116, especially if accompanied by an expansion in the number of stocks registering fresh short-term lows.  A moving tally of 10 hour new lows is very good for this purpose.  I continue to have doubts about the recent upmove, as buying pressure (as measured by the Cumulative NYSE TICK) remains weak and new 20 day lows continue to outnumber new highs.  More ominously, one of the best short-term timing measures, the Efficiency Index, is much closer to a market top than a low point--and Money Flow has dropped below its recent lows.  Interestingly, we're seeing a good amount of Institutional Buying in this market, but also a high degree of Institutional Selling.  This means that the large players in the market are not showing a directional bias.  One normally would expect such a bias if a short-term trend were to be sustained. 

May 5, 2004 

Market Comment 

Over the weekend, I noted that the indicators were pointing to a momentum low in the market.  We indeed have bounced off that low, and the short-term trend remains bullish.  Demand exceeded Supply by an 85 to 24 margin on Tuesday, and we saw a rise in stocks registering fresh short-term highs.  That having been said, the Cumulative TICK is weak on this bounce, as is Money Flow.  Even more troubling, the Cumulative Trend Indicator failed to make new highs yesterday afternoon, and new 20 day lows continue to swamp new 20 day highs.  We are trading right around the TWAP of ES 1118 in preopening trading as I write; we need to stay above this level to sustain the short-term uptrend.  I have concerns about the staying power of this rally. 

May 2, 2004 

Last week's Chart of the Week examined short-term timing measures.  This week's Chart takes a look at intermediate-term timing measures and how they tell a story when combined with the short-term indicators. 

Week Ending May 2, 2004 

Selling pressure continued through the week, as we broke out of the range noted in the 4/28 entry.  We remain below the TWAP of ES 1113, trend measures remain bearish, short-term new lows dramatically outnumber new highs, and we continue to make lower lows day over day.  As long as this is the case, it is premature to buy this market.  That having been said, several key indicators are at levels normally associated with intermediate market bottoms, leading me to believe that we could rally and begin a process of bottoming this coming week. 

Trend Indicators 

COMMENT:  The Power Measure finished modestly bearish on the week, but the real measure of the bear's toll is seen in the Cumulative Trend Index, which has completely broken down during this correction.  Interestingly, however, Friday's late push down was not confirmed by the CTI (or by my measures of short-term new highs/lows), suggesting that we could see an attempt at a rally early this week.  The Swing Trading Index and short-term Volatility Index are at levels normally associated with market troughs, and the Intermediate Trend Index has moved into bearish territory, where it is not yet at levels typically associated with intermediate-term market bottoms.  

Power Measure - Short-Term Trendiness 

PowerSwing Index - Medium-Term Trend 

Short-Term Volatility - Variability of Buying/Selling Activity 

Swing Trading Index - Weighted Price Change for ES Futures 

Cumulative Trend Index - Sum of Intraday Power Measure Readings 

Institutional Indicators 

COMMENT:  The Institutional Composite has moved steadily lower this week, although it remains above its March lows.  This downmove has been more the result of heavy selling than an absence of buying.  Indeed, there has been surprising buying interest during this decline, leading me to believe it is a correction in a bull market, not the start of a new bear.  The Cumulative NYSE TICK remains weak, and Money Flow has steadily moved lower, though not yet at levels that have marked recent market lows.   

Institutional Buying - Buying Activity of Large Market Participants 

Institutional Selling - Selling Activity of Large Market Participants 

Institutional Composite - Net Buying Vs. Selling of Large Participants 

Institutional Money Flow - Large Block Buying Vs. Selling for Basket of Stocks 

Cumulative NYSE TICK - Intermediate-Term Measure of Buying/Selling Pressure 

Momentum Measures 

COMMENT:  Short-term momentum, as measured by such indicators as the Overbought/Oversold Index, the Efficiency Index, and the NYSE TICK Oscillator, is at or near levels normally associated with short-term market lows.  New 20 day highs have been swamped by new 20 day lows, both for the broad market and my basket of stocks, but the numbers actually improved slightly on Friday.  Intermediate-term momentum measures, such as Market Turbulence and the Cumulative Demand/Supply Index, are also at levels normally associated with market bottoms. 

Overbought/Oversold Index - Measure of Short-Term Change for Basket of Stocks 

Market Turbulence Index - Performance of Volatile Vs. Non-Volatile Stocks 

20 Day Highs/Lows - New Highs Minus New Lows for All NYSE, NASDAQ, ASE Stocks 

Basket Highs/Lows - New 20 Day Highs Minus Lows for Basket of Stocks 

NYSE TICK Oscillator - Short-term Measure of Buying/Selling Pressure 

Efficiency Index - Measure of Ease of Upward/Downward Price Movement 

Cumulative Demand/Supply Index - Cumulative Index of Stocks With Momentum  

Short-Term Relative Vigor Index - Ability of the Market to Sustain Higher Prices 

SUMMARY:  We remain in a bear mode, but there are increasing signs that we are at or near a momentum low in the market.  I will be looking to buy this market if we can see the Power Measure turn bullish and the market sustain levels above its TWAP prior to any move below the March lows.
