June 29, 2004 

Please see note from yesterday's entry; my next full blog entry will be late this week due to relocation.
The market on Monday opened higher, but could not break out to new highs.  The result was a reversal toward the recent lows.  Here are the TWAP readings from the past ten days: ES 1134, 1133, 1130, 1135, 1134, 1130, 1136, 1143, 1141, 1138.  The re-entry into the trading range after the move into the 1140s is now creating a test of that range's lower end.  This rather flat consolidation has occurred in the context of significant net selling by the market's large traders, as can be seen in the Institutional Composite.  Buying has been very light, and Selling has gotten heavier in recent sessions.  Money Flow has been in freefall among my basket of large cap stocks.  You would think all that selling would do a lot more damage than the flat action we've seen thus far.  It is clear, however, that the selling is not as intense among the midcap and smallcap stocks.  As a result, we continue to see new 20 day highs (1202) outnumber new 20 day lows (543).  Interestingly, the 170 new 65 day lows on Monday was lower than any day last week, suggesting that fewer stocks are participating in the weakness.  If we get a positive reading from the Power Measure and do not exceed the 904 new 20 day lows registered last week, I would expect further attempts to extend the current trading range to the upside. 

June 28, 2004 

NOTE: Updates to the website this coming week will be sporadic, as I relocate with my family to the greater Chicago, IL area.  There, I will begin a new position as a full-time psychologist working with a group of dedicated, professional traders.  This week's article gives some of the personal background behind my decision to leave the ivory tower and leap into the real-time world of trading.  I thank all who have communicated with me because of the book and website, and I look forward to staying in touch and continuing the site after my relocation.    

Week Ending June 27, 2004 

Here are a few themes from the past week's market that might offer background for trading strategy going into an interesting Fed week: 

  

	
	Short-term momentum is negative - Friday's late drop took most of the short-term momentum indicators into negative territory, including the Relative Vigor Index, the Volume Intensity Index, the NYSE TICK Oscillator, the Overbought/Oversold measure, Intraday New Highs/Lows, and the short-term Institutional Composite.
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	Despite the downturn in momentum, trend measures have not yet turned down - The Power Measure is in neutral mode, the Swing Trading Index remains positive, and the Intermediate Trend Index is strong.  The volatile indices continue to outperform the large caps, which is typical of bullish trending action.
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	Despite gains during the week, divergences abound among the intermediate-term indicators.  We see this in the Cumulative Trend Index, the Cumulative Institutional Composite, the 20-day New High/New Low measure, the Cumulative Demand/Supply Index, and the Cumulative NYSE TICK.
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	Large traders in the market have been steady sellers.  This is apparent in the Institutional Composite, which reveals very weak Buying and an increase of Selling.  This activity is manifesting itself in very negative Money Flows.  We are going to need to see greater buying interest from these traders to sustain an uptrend.
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	Despite the institutional selling, strength among midcap and smallcap stocks are buoying this market.  Even after Friday's selloff, Demand finished the day at 83; Supply at 72.  New 20 day highs continue to outnumber new 20 day lows for the broad market, but new 20 day lows dominated among my basket of large cap issues.  I do not expect a broad market selloff unless weakness permeates the broader list of issues and new 20 day lows overtake new highs.


Remember the efficiency rule:  If considerable selling (buying) cannot take a market lower (higher), eventually the selling (buying) will dry up, and the market will move higher (lower).  The longer we see selling from the big traders without commensurate broad market weakness, the more short/swing term bullish I become.  Given the widespread divergences, however, I would not expect any such bullishness to translate into a fresh intermediate bull market leg. 

June 26, 2004 

Research Note 

Over the past four years, the correlation between daily price changes in the S&P (SPY) and NASDAQ (QQQ) markets has been .83.  This means that it is rare for the two indices to move in different directions.  But that is what happened on Friday, as SPY lost more than .4% and QQQ gained more than .4%.  I took a look at what has occurred in the days subsequent to such a divergence.  Interestingly, this has only happened five times since September, 2002.  On four of the five occasions, SPY was down over the next two days by an average of (-.85%).  All five of the instances saw QQQ down over the next two days, by an average (-1.58%).  It is interesting that one-day outperformance by QQQ has led to underperformance in the short run.   

A different perspective comes from an analysis of the divergence between the large cap stocks (SPY) and small caps (RUT).  Since January, 2001, these two indices have shown a one-day price change correlation of .86.  On Friday, however, SPY was down by more than .4%, while RUT was up by more that amount.  Since January, 2001. this has only occurred eight times.  Four days after these occurrences, the market (SPY) was up 7 times, down once, for an average gain of 1.20%.  RUT was up six of the eight times, by an average .51%.  These latter figures are very much in line with my "turbulence" indicator that assesses trend by looking at how volatile stocks are behaving relative to non-volatile ones.  When small caps have outperformed large caps on a one-day change basis, the short-term trend has tended to be up, and the market has tended to rally in the near term. 

June 25, 2004 

Once again, the market expanded new 20 day highs (1458 vs. 1294) and shrank new 20 day lows (443 vs. 592), with Demand exceeding Supply, 81 to 45.  As long as this continues, the short-term trend remains bullish. 

Still, the divergences in the market are striking, particularly on the intermediate-term indicators, such as the Cumulative Trend Index, the Cumulative NYSE TICK, the Institutional Composite, the Cumulative Demand/Supply Index, and Money Flow.  We are also seeing static readings from the new highs/new lows among the basket of stocks that mirror the SP.  We remain below the 1964 new 20 day highs from 6/7; a move that exceeds this level would be quite bullish.  A move that exceeds the 904 new 20 day lows from 6/22 would be quite bearish. 

June 24, 2004 

Research Note 

Yesterday the market made a five day high after having made a five day low the previous day.  This has happened seven times since September, 2002.  Two days later, the market was up by an average of 1.07%, with five occurrences up, two down.   

The market's rise expanded new 20 day highs from 784 to 1294; new 20 day lows fell from 904 to 592.  Demand was strong at 110; Supply at 31.  If this upside breakout is for real, we should see new 20 day highs continue to outnumber new lows--and new 20 day highs continue to expand.  Similarly, we should see Demand continue to exceed Supply.  Interestingly, most of my intermediate-term indicators are lagging significantly despite yesterday's rise in the market, suggesting that this is part of a broad topping, not a fresh bull leg.  More on that this weekend. 

June 22, 2004 

Note:  I will be on the road Tuesday and Wednesday, so the next Weblog entry will be Thursday AM. 

The market's volatility remains low, trendiness (the tendency to trend) is quite negative (meaning that we're finding it easier to move lower than higher), and as a result the Cumulative Trend Index is making new lows.  All of this suggests weakness in the market.  New 20 day highs fell from 1087 to 903, but new lows also fell, from 765 to 672.  TWAP readings for the past five trading sessions have been ES 1134, 1133, 1130, 1135, and 1134.  We will know we are out of this range--and potentially in a trending move--when we sustain trading levels below 1130 or above 1135.   

Week Ending June 20, 2004 

The market finished the week with modestly positive momentum, although off peak levels.  This can be seen in the Swing Trend Index, the Overbought/Oversold Index, the 20 day New Highs/New Lows, and the Short-Term Relative Vigor Index.  Showing rising momentum not yet at levels commonly associated with short-term market tops is the NYSE TICK Oscillator and the Efficiency Index.  The only indicator that registered strong momentum is the Intensity Index.  Supply closed Friday at 63; Demand at 59; new 20 day highs were 1087 vs. 765 new lows.  Both reflect the modest degree of positive momentum.

The Power Measure of trendiness moved into positive territory on Friday, but closed lower.  The Cumulative Trend Index shows persistent weakness, and the Cumulative Demand/Supply Index is well off its recent peaks.  The Intermediate Trend Index is close to levels normally associated with a market top.  All in all, this is a picture that suggests a market that has made a momentum peak and that is in the process of topping.

One factor that has held the market up in recent weeks, the net buying of large institutional traders, has moderated this week.  Buying by large participants has been much lighter than usual; Selling has also been lighter than normal.  The result is a relative stasis and low volatility, with TWAP readings of ES 1134, 1133, 1130, and 1135 for the past four sessions.  I expect a breakout move with good odds of continuation to follow this period of stasis.

As mentioned in this week's Chart of the Week, the market is being kept up by strength in a relative handful of large cap issues.  This is reflected in strong Money Flow for my basket of stocks, but waning new highs vs. new lows.  If strength in the large cap averages is not matched by strength in the secondary issues and an expanding number of new highs vs. new lows this coming week, I would expect the upside to be limited.  The Market Balance Index, as well as the Institutional Composite, suggest that large players are not yet selling this market.  Until they do, we are apt to continue our topping, with range-bound action. 

June 19, 2004 

For the second straight day, we saw an expansion of both 20-day new highs and new lows.  What happens in the market after such an occurrence?  This week's Chart of the Week looks at the mixed strength in the current market.  Tomorrow, I will update the indicators for the week. 

June 18, 2004 

Here are a few things we can say about this market: 

There has been selling, with little price response by the major averages.  We see selling in the NYSE TICK and, short-term, even among the large institutional participants that had been holding up well.  The trendiness of the market has also been skewed to the downside on the Power Measure, indicating that the market has had a much easier time falling than rising.  In spite of this, stocks making new 20 day highs continue to outnumber new 20 day lows both for the broad market  (934 vs. 652) and among my basket of stocks.  Demand and Supply are in relative balance (52 vs. 64 yesterday; 58 vs. 53 previous day)--firmer numbers than one might expect after such selling.

There has been deterioration in the intermediate-term indicators.  The Cumulative Trend Index is in an established downtrend, as is the Cumulative High/Low Index.  We are well off our peak in new highs/new lows (1964/227 on 6/7) and the Intermediate Trend Index is at levels consistent with recent market peaks.  My Volatility Index peeked below 400 yesterday; when that happens, we often see near-term strength, but longer-term weakness (See the Weblog entry from 6/11). 

All of this leads me to believe that, while we could have a near-term rally in the face of the aforementioned price firmness, the upside is limited here.  Any such rally will almost certainly come with lower readings on the CTI and New Highs/Lows, and those rallies tend not to persist.  Conversely, if we get a price break to the downside with an expansion of short-term lows beyond the 791 registered on 6/14, a full-blown downtrend would be in force, and I would expect such a move to have some legs. 

June 17, 2004 

The market has been in a narrow range for the past five days.  Here are the trade-weighted average prices (TWAP) for ES over the past week:  1135, 1135, 1126, 1134, 1133.  Normally, when we see an extended period of low volatility such as this, the result is a breakout move that sets a tradable trend in motion.  My preference is to catch such a breakout early rather than get chopped up at the trading range extremes trying to anticipate it.  Often, however, the dynamics of market action within the trading range point the way to the coming trending move.  After we saw 20 day new lows exceed 20 day new highs on 6/14 (471 to 791), the 20 day highs have returned to the lead position.  Yesterday, we saw 857 new highs and 529 new lows.  I am reluctant to short this market as long as we are seeing more new highs than new lows. 

In addition, the dynamics among large institutional traders is providing support to this market.  The Institutional Composite, which assesses the balance between the buying and selling of large market participants, has been up 7 of the last 8 days and yesterday exceeded its 6/10 high.  This is the result of the same dynamic that has propelled the market higher since mid May:  restrained Buying by large traders, but very light Selling.  Indeed, Selling has been lighter than normal for 18 of the last 20 trading sessions. 

At some point, this dynamic will change, but until we see more aggressive selling behavior by large participants and new 20 day lows swamp new highs, it is difficult to imagine a sustained downturn taking root. 

June 16, 2004 

Research Note 

Yesterday we saw a collapse in interest rates, with the yield on the cash 10 year bond declining by approximately 3.78%.  Since September, 2002, we have had 19 occasions when the yield on the cash bond has dropped more than 3% in a single day.  What has happened in the market subsequently?

It turns out that a large one-day drop in interest rates reverberates in the stock market for several days after.  The day after the bond yield drop, the market (SPY) was up by an average of .55%, with 14 occasions up and 5 down.  Four days after the drop, SPY was up by an average of .91%, with 13 occasions up, 6 down.  This suggests that bond strength carries forward into stock strength over the short-term.

But here's another pattern with a different conclusion.  Since September, 2002, we have had 15 days where the market has made higher highs, higher lows, and higher closes than the previous day, but where we've also had a negative NYSE TICK reading of < -800.  That's a pretty unusual confluence of events, suggesting heavy selling during an otherwise strong day.  What happens subsequently?  

Over the next two days, the market has been up 6 times, down 9 for an average loss of (-.41%).  That compares to an average 2 day change of +.13% for the entire sample (N = 435; 233 up; 202 down).  While those odds are not overwhelming, they do suggest that there is no positive edge following an up day in which one or more heavy selling episodes occur.  As long as the market stays above its Tuesday lows on selling bouts Wednesday, I would anticipate the positive follow through that often comes on the heels of a large bond market rally day.  Breaking yesterday's lows, particularly if we also get an expansion of stocks making fresh short-term lows, would end my positive expectations.

This is a nice example of how multiple forecasts can produce either bold or tempered expectations going forward, affecting money management and trading strategy.  

June 15, 2004 

Research Note 

The break lower in the morning turned the short-term trend down and also pushed the momentum indicators more solidly negative.  Indeed, my Demand/Supply Index, which measures the number of stocks trading below two different moving averages (one short-term, one intermediate), hit its most negative value since September, 2002.  Demand closed the day at 20 and Supply finished at 225.  That means that there were more than 10 stocks with negative momentum for every one with positive momentum.  On top of that, we saw a Cumulative TICK reading of -1229.  (See the June 10 entry for a little research re: negative TICK readings; notice also how yesterday's weakness fit well with the volatility pattern mentioned in the June 11th blog).  

I decided to take a look at what happens after we get a Demand/Supply Index reading that is heavily skewed to the Supply side.  Since September, 2002, we have had five readings where Supply has exceeded 160.  On three of those five occasions, the market (SPY) opened higher the next day, but only by an average of .02%.  All five of these occasions were higher the next day, by an average of .34%.  But five days later, four of the five instances were lower, by an average of (-.20%).  

What this seems to indicate is that, after a selloff that takes the majority of stocks below their moving averages, there tends to be a reflexive rally.  This generally is short-lived, and we end up going lower within a week's time.  Although the N is quite small, this pattern makes sense, and it suggests that traders might use near-term strength to re-enter the market in the direction of the downward trend once that strength shows signs of waning. 

Week Ending June 13, 2004 

Woodie's CCI traders note: This week's article on The Three Vices of Trading can be downloaded here. 

The picture as we go into a new week is of a market that is near levels associated with intermediate-term market tops, while experiencing short-term indecision.  The Power Measure of short-term trendiness turned neutral on Friday, and a move above Friday's highs accompanied by an expansion of stocks registering fresh short-term highs would likely turn the short-term trend bullish.  Demand closed the day at 46; Supply at 65 and stocks making new 20 day highs dipped to 701 (from 1043), while 20 day lows expanded to 373 (from 340).  We need to see Demand exceed Supply and expanding new highs vs. lows to confirm a short-term bullish trend.  Indeed, a move below Friday's lows that expanded the number of stocks making new lows would likely turn the short-term trend bearish.

Short-term momentum indicators are generally in negative territory, but not far from levels that normally see bounces.  These include the Overbought/Oversold Index, the Volume Intensity Index, the Turbulence Index, the Efficiency Index, and the Short-Term Institutional Composite.  On an intermediate-term basis, however, we are nearing or at levels associated with market peaks.  This includes the Cumulative Demand/Supply Index, the Cumulative NYSE TICK, the Intermediate Trend Index, and the Swing Trading Index.  As a result, I expect the market's upside potential will be limited here, and I would be likely to fade any tests of last week's highs that fail to expand the number of stocks registering new highs vs. lows in the broad market or in the basket of stocks.

Among Institutional (large) market participants, we continue to see net buying over selling on the Composite, but this is more because of light Selling than aggressive Buying.  The Balance Index remains strong, suggesting that large market traders are not actively selling this market.  As long as this is the case, it is difficult to anticipate a significant correction in the market.  A pickup in the Selling numbers, particularly given the market's intermediate toppiness, would suggest particular downside vulnerability. 

June 12, 2004 

This week's Chart of the Week is not a chart, but an article describing the three major pitfalls to successful trading.  The article is particularly relevant to Woodie's CCI traders, because it explains how our emotional patterns can interfere with proper pattern recognition in the markets.  Tomorrow by noon I will post updates to the indicators. 

June 11, 2004 

Research Note 

An interesting way to measure volatility is to look at the variability in the NYSE TICK during the day.  On volatile days, you'll see extremes of high and low TICK readings; non-volatile days will see muted readings on the plus and minus sides.  When measured this way, volatility does a nice job of picking up intermediate highs and lows in the market, with market tops frequently sporting low volatility readings and bottoms coming near volatility peaks.  

In general, volatility readings range between 300 and 700.  On Thursday, we saw volatility dip below 400, something that has only occurred 16 times since July, 2003.  Near-term (over the next two days), low volatility has been associated with positive returns in the NYSE Composite.  The average two-day return for the sample (N=223) was a gain of .17% (137 occasions up, 86 down).  When volatility was below 400, however, the two-day return has averaged .40% (11 instances up, 5 down).  Two-day returns when volatility has been greater than 600 have averaged .28% (16 up, 6 down), also a slight edge.

Over a ten-day period, however, we see a different pattern.  The average 10-day return for the sample (N=223) is a gain of .70% (139 up, 84 down).  When volatility is below 400, the ten-day return drops to .02% (8 occasions up, 8 down).  When volatility is above 600, the ten-day return soars to 1.48% (15 occasions up, 7 down).  

What this suggests is that extremes of volatility--high and low--have provided modestly superior returns over a two-day period.  Over ten days, however, returns expand significantly following high volatility readings and contract following low volatility periods.  Buy-and-hold over an intermediate period is much more likely to be successful following a high volatility market than following a low volatility period. 

June 10, 2004 

Research Note 

Here's a nice example of how context matters in the market.  We closed yesterday with a Cumulative NYSE TICK reading of less than -1000.  Since July, 2003, we have only had 49 days with a Cumulative TICK reading of under -500.  So I decided to look at what happens after such a heavy selling day.  Four days later, using the SPY as market proxy, the market averaged a gain of .32%, with 27 occasions up; 22 down.  Not much of an edge overall. 

But here's where context comes in.  Suppose we break down those heavy selling days into occasions when the market was overbought (Cumulative Demand/Supply Index > 0; N = 24) vs. occasions when the market was oversold (Cumulative DSI < 0; N =25).  Four days after the heavy selling day, when the market was overbought, SPY was down by -.14%, with 10 occasions up, 14 down.  But four days after the heavy selling day when the market was oversold, SPY was up .77%, with 17 occasions up; 8 down. 

The moral of the story is twofold:  1) the longer time-frame matters; the same move in an overbought or oversold market can yield different outcomes going forward; 2) a big selling wave in an oversold market is bullish; a big selling move in an overbought market is not.  In fact, when the DSI was > 14 after the selloff (as was the case yesterday), the market was down by an average -.89% four days later, with all eight instances down. 

June 9, 2004 

Note: Weblog archives for May (and previous months) are linked above. 

Research Note 

After a strong up day on Monday, the market opened lower on Tuesday, but moved steadily higher through the day to close with a gain.  One might think that this is a sign of strength: the market was unable to sustain weakness through the day.  Accordingly, we could infer that further gains are forthcoming.

A look at the data challenges this view, however.  Using the SPY as a market proxy, I looked at daily data since June, 1996 (N=1993) and identified 34 occasions when the market had a gain of more than 1.5% on Day 1, followed by a lower open on Day 2, with Day 2 closing higher than Day 1.  Two days later, the market was down by an average of -.10% (16 up, 18 down), compared with an average two day gain of .07% for the sample overall (1069 up, 924 down).  So it appears that there is no upside edge following this pattern.

Taking the analysis one step further, however, something interesting emerges.  Suppose we conduct a "what-if" analysis with the 34 occasions of the above pattern.  What if today's market closes higher?  What happens after we've had a big up day on Day 1, a down open but up close on Day 2, and an up close on Day3?  There are 16 instances of this happening since June, 1996.  On 12 of the 16 occasions, the market was down two days later by an average -.85%.  In other words, strength today suggests weakness going forward the remainder of the week.  This would particularly be the case if any such strength today fails to expand the number of stocks making fresh short-term highs and fails to turn the Demand/Supply Index positive.  Yesterday, we saw surprisingly weak DSI figures, with Demand at 36 and Supply at 43. 

June 8, 2004 

Market Update and Research Note 

Here is an excellent trading lesson.  As yesterday's weekly review suggested, I was looking for near-term weakness before any rally that would test the bull market highs.  Specifically I said, "My conclusion is that we could see additional weakness early this week, but that losses should be relatively contained and could set up a nice buying opportunity."  Did we see "additional weakness" on today's open?  Absolutely not.  The market opened smartly higher, sustained very positive TICK numbers (indicating buying pressure), and moved steadily higher from the open. 

There are two facets to this lesson: one trading, the other psychological.  The trading lesson is that breakout moves are more likely to continue in the direction of their breakout when they are accompanied by an expanding number of stocks making new highs or new lows.  Take a look at the number of stocks that made fresh 20 day highs vs. lows yesterday; then take a look at the new highs/lows among the basket of stocks that I follow.  Finally, here's a nice chart of the number of stocks making fresh 10 hour new highs/lows, with readings every 10 minutes.  Notice that new highs expanded on each of these charts.  On that last chart, also notice that when there have been intraday pullbacks in the market, the balance of new highs/lows has rarely gone negative.  This is a hallmark of a strong market.  When you have retracements in a market that cannot produce new highs (in a bearish move) or new lows (in a bullish move), you generally have an opportunity to enter the market at those retracements to ride the continuation of the trend. 

The psychological lesson is that research allows you to have an opinion about the market.  Good research allows you to have an educated opinion.  But when the day is done, any opinion is just that, and there are no perfect correlations in the world of trading.  My indicators suggested waning momentum on Friday.  Most of the time, that will spill over to trading the next day or two.  That didn't happen, however.  Instead, we got a pop at the open and an expansion of stocks making new highs.  The opinion was wrong.  Psychologically, it is crucial to prepare for wrong opinions.  When entering a trade, the mindset should be to actively look for information that disconfirms your hypothesis.  Having a wrong opinion is part of being a trader and a fallible human being.  Sticking with a wrong opinion is part of being a losing trader.  We hear about many trading virtues, such as discipline and patience.  Added to that list should be: flexibility. 

Quick research note:  If you take operating company stocks and put a two standard deviation envelope around their 50 day moving average, you can identify the number of stocks that close above and below that envelope.  Note that a stock has to be quite strong or weak (i.e., have significant upside or downside momentum) to meet this criterion.  Yesterday, we had over 500 stocks close above their 50 day envelope.  Since August, 2003, there have only been 17 occasions where we've had 300+ stocks above their envelope.  Three days later, the market was up 15 times, down twice, for an average gain of .693%.  This compares to an average three-day gain of .209% for the entire sample (N=203; 130 up, 73 down).  The general rule is that strong upside momentum following a period of consolidation tends to continue over the short-term. 

Week Ending June 6, 2004 

Last week's weekly review concluded, "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".  That pretty much held up, as we saw modest continued price strength this past week, accompanied by waning momentum. 

Near term, things look a bit dicey.  The price highs on Friday were not confirmed by 20 day new highs/new lows, the new highs/lows in my basket of stocks, or even in the intraday new highs/lows.  Nor were the Friday price highs confirmed by the Cumulative Trend Index or the Cumulative Institutional Composite.  If buying pressure (as measured by the NYSE TICK) cannot push us to new price highs on Monday, I would be fading those rally attempts. 

The reason for this is that momentum is waning across a number of measures, including the Overbought/Oversold Index, the Cumulative New Highs/Lows, the Swing Trading Index, and the Balance Oscillator.  The Cumulative Demand/Supply Index is at a level normally associated with intermediate-term market peaks, and the balance between Demand and Supply has been waning on rallies. 

That having been said, I would be surprised to see a waterfall decline.  The Intermediate Trend Index is positive and still rising, and several measures--the Efficiency Index, the short-term Relative Vigor Index, the Intensity Index, and the TICK Oscillator--are actually nearer levels associated with short-term lows than highs.  My conclusion is that we could see additional weakness early this week, but that losses should be relatively contained and could set up a nice buying opportunity. 

The Power Measure of short-term trendiness is neutral; Demand finished Friday at 72 and Supply ended at 38.  We need to see bearish Power readings and Supply exceed Demand to confirm a bearish short-term trend.  All in all, I believe we're toward the upper end of a trading range; that this trading range represents a consolidation from momentum highs earlier this year; and that the range will eventually be resolved to the upside before the bull market rolls over. 

June 5, 2004 

Just a note of personal thanks to trader colleagues who have put my book The Psychology of Trading in the top 1000 on the Amazon list every day for the past couple of weeks.  For the book to be there over a year following its release is most gratifying and speaks to the enduring relevance of psychology for trading.  The head of an FCM mentioned to me during a recent conversation that 70-80% of his customer/traders made money on the simulator that they provided, but that the same percentage lost money in real-world trading.  He believed that, even given differences in execution between simulated and real trades, the gross disparity was a function of trader psychology.  He also suggested that the only real way to work on one's trading performance is in the context of real trading. 

If we take a look at the activities of large market participants during the past several months since the market's peak, we can see that Buying and Selling have diverged.  That is, we are getting a number of days when selling is heavy when buying is also heavy and selling is light when buying is light.  Normally, you would think that when large players are buyers, they would refrain from selling and vice versa.  But that's not how it works.  This week's Chart of the Week examines Behavioral Convergence in the marketplace.  It is an original concept, and I think it may be an important one. 

I'll update indicators by Sunday noon.   

June 4, 2004 

Market Update 

Until yesterday, the NYSE Cumulative TICK had been up 15 out of 16 days, with the only negative reading being slightly below zero.  Selling picked up yesterday, however, as the market failed to hold above its trade-weighted average price (TWAP) of 1123.  We closed yesterday with a TWAP of ES 1121, which means that it will take a sustained break above this level to regain a bullish short-term trend.  For a bullish trend to resume, we'll also have to see Demand exceed Supply.  Yesterday Demand closed at 23 and Supply hit 115, which means that five times as many stocks displayed negative short- and intermediate-term momentum compared with positive momentum.  That took the Cumulative Demand/Supply Index lower, declining from levels that normally typify market tops.  New 20 day highs dropped from 1397 to 858, and new 20 day lows rose from 204 to 302.   

When we look at the Money Flow indicator and the Institutional Composite, which gauges the activity of large market participants, we can see that this has not been a vigorous rally.  Even the new 20 day highs versus lows have peaked well below prior peak levels, and--surprisingly--we had more 65 day lows yesterday than highs.  What has been happening is that much of the market action on the part of the large traders has been an abatement of Selling; not an initiation of fresh Buying.  Indeed, the buying activity of large traders is most unimpressive; it has been down four of the last six days.  All in all, this is not acting like a market that wants to make new bull market highs. 

June 3, 2004 

Market Update 

NOTE:  Thursday after the market close (4:30 PM ET) I will conduct an online chat session on trading psychology for Woodie's CCI Club.  If you're not familiar with the Club, I suggest you check it out.  Even if trading technical patterns in the Commodity Channel Index is not your style, you're likely to find the open-source spirit of the Club to be truly inspirational. 

Early weakness could not take the market below its previous day's lows, setting up a rally in the afternoon.  The Power Measure of short-term trendiness remains bullish and market strength was positive, with Demand at 57 and Supply at 36.  New 20 and 65 day highs rose to 1397 and 297, while new 20 and 65 day lows ended at 204 and 129.  This is the highest level of fresh 20 day highs since early April.  As long as we continue with positive Power readings, a positive Demand/Supply balance, a strong Cumulative Trend Index, and expanding new 20 day highs, the bias will be to the upside. 

As mentioned yesterday, we are seeing continued net buying of this market by large participants.  The Cumulative Institutional Composite continued to make new highs yesterday, barely budging during the morning price weakness.  The Balance indicator described in this past week's Chart of the Week also continued strong, suggesting that more buying is occurring at the offer price than selling is occurring at the bids.  As long as the large market players are biased to the long side and we stay above ES 1121, the path of least resistance will be up. 

June 2, 2004 

Market Update 

I've found that a running, cumulative total of the net buying vs. selling activity of large traders (Institutional Composite) is effective in capturing short-term strength and weakness in the market.  Here is a three day chart of the Cumulative Institutional Composite.  Note that, as the market made lows yesterday, the Cumulative Composite continued to hold its ground.  This preceded the sharp late day rally.  As long as we hold above the afternoon lows on the Cumulative Composite, I don't expect any major breakdowns in the market near-term. 

June 1, 2004 

This week's Chart of the Week takes a molecular look at the markets with a promising new measure, the Market Balance Index.
