June 30, 2006
Sorry for the delay in posting this due to computer problems while I was out of town.  An update will be posted here Friday night.
Market Ideas:
TraderFeed looks at the two sides of trading success.
Note how the market rally corresponded with a drop in interest rates (rally in bonds), rise in oil, fall in the dollar, and relative strength among emerging markets.  These intermarket relationships are key to the intermediate-term course of equities.  
 

Market Summary:  

Thursday's market rallied sharply on the Fed news, with very broad-based buying.  The Institutional Composite ended at +443 on superior Buying and diminished Selling and the Adjusted TICK, at +675, showed strong buying in the broad market.  Demand was an extremely high 321; Supply fell to 14.  This means that stocks with short-term bullish momentum outnumber those with bearish momentum by over 20:1.  New 20 day highs rose to 856; new 20 day lows fell to 516.  Clearly, this has kicked off a short-term uptrend with solid momentum--the kind that tend to persist in the near-term.

 

June 29, 2006
Market Ideas:
TraderFeed revisits why fixed trading rules and methods are vulnerable to breakdown.
John Mauldin, with a detailed perspective from GaveKal on the sources of the weak US dollar.  
Jon Markman makes the case for energy and materials over technology.
I like the reviews of websites at CXO Advisory; here's the review of the Niederhoffer/Kenner Daily Speculations site.
 

Market Context:
No broad bounce to this point off of the selloff lows we saw in mid June.  We see only 29% of S&P 500 stocks above their 50-day moving averages.  Among the S&P 600 small caps, that number is only 24%.  Interestingly, 52% of S&P 500 energy stocks are above their 50-day moving averages, but only 20% of S&P technology stocks.  Strongest of all?  Consumer staples stocks: 54% are above their 50-day averages, reflecting the flight to defensive issues.  Tracking the relative performance of consumer staples issues to technology issues will provide a good read on the market's risk tolerance and optimism re: growth.
 

Market Summary:  

Wednesday's market traded lower in the morning, rebounding in the afternoon.  We closed above the day's average price of ES 1251.5, returning us to a neutral trending mode going into the Fed meeting.  Once again, Institutional Buying was quite light at -621; Institutional Selling was also light at +304.  This gave us a modest bias to the sell side among large caps, with the Institutional Composite at -163.  There was a bit more buying in the broader market, with the Adjusted TICK at +125.  Demand was 59; Supply fell to 67.  New 20 day highs fell to 280; new 20 day lows rose to 1225.  Among large caps in the basket, 5 are trading in intermediate-term uptrends; 12 in downtrends, for an Institutional Momentum score of -520.  We continue in an intermediate-term rangebound condition, with the Fed announcement likely to bring a breakout move, if not a trending one.

 

June 28, 2006
Market Ideas:
TraderFeed counts the ten most common reasons traders lose their discipline.  See also the post on why traders lose money.
Recent attention to the risks of cyber-attacks: effects on the markets might not be trivial.
Trader Mike answers questions about his trading and posts several excellent links, including a video of Jack Schwager discussing characteristics of market wizards.
Abnormal Returns, with a thoughtful perspective on megacap stock performance.
Here's a new social investing site, where all users act as stock analysts and ratings are cumulated.  See also the Stock Tickr site, which tracks performance of watchlists.
Excellent post from The Big Picture on the four-year presidential cycle and what to expect at second year lows.
The Kirk Report posted a great quote from Irwin Kellner.  Bottom line: If the Fed is uncertain about rates, maybe we should be as well. 
 

Market Context:
At some point suppose the economy will weaken sufficiently and the Fed will need to cease tightening and maybe even ease.  Suppose we see pressure on the dollar, a rise in long rates to compensate dollar holders, and a consequent steepening of the yield curve.  Defining the asset classes and stock sectors that are winners and losers in this scenario is the focus of some of my current research.  The key is thinking in terms of themes and thinking in intermarket terms.
I show 7 consecutive sessions of below average Institutional Buying.  Gotta see that change in order to step up to the buy side here.  Not many brave souls going into the Fed announcement.
 

Market Summary:  Tuesday's market opened lower and traded steadily lower through the day.  This placed us well below the day's average price of ES 1255, and it returned us to a short-term downtrending mode.  The Power Measure was negative through the day, characteristic of trend days to the downside.  Selling pressure in the broad market--more accurately an absence of buying--has been evident.  We also see that among large caps.  Institutional Buying was abysmally weak at -916; Institutional Selling was actually a bit lighter than normal at +116, but the Institutional Composite, at -363, reveals the imbalance contributing to the day's decline.  In the broad market, the Adjusted TICK was also weak at -442.  Demand fell to 46; Supply rose to 123.  New 20 day highs were 448; new 20 day lows rose to 1092.  The latter is the highest level we've seen since 6/14.  Within the basket of stocks, 3 are trading in intermediate-term uptrends, 3 neutral, and 11 in downtrends, for a very weak Institutional Momentum reading of -700.  We've moved to the very bottom of a recent trading range with an expansion of new lows; we need to see continued day-over-day lows and expansions of new lows among stocks to sustain the downtrend.

 

June 26, 2006
Market Ideas:
TraderFeed looks at herd behavior in the market and its effect on short-term price movement.
My upcoming Trading Markets article will include an intraday look at herd behavior.
The forthcoming issue of SFO Magazine has an article on diagnosing trader problems that I wrote, distinguishing psychological and performance problems.
The flight from emerging markets currencies--especially economies running large deficits--is a story worth tracking.  The irony is that some of these countries don't have debt to GDP levels so different from the U.S. (around 6.4%).
The other story worth tracking is Fed support for the dollar, even at the expense of bond prices and economic growth.
Retiring baby boomers don't need big houses any more.  They also don't need investments they perceive as risky--an interesting dynamic for the stock market.
 

Market Context:
When volume is concentrated in advancing or declining periods of the market (here we're looking at 15-minute segments on a moving one-day basis) and price cannot make new highs or lows, that's when it makes sense to look for short-term reversals.

 

Market Summary:  Friday's market gave us more rangebound action, starting weak, rallying, and then falling in the afternoon.  We closed slightly below the day's average price of ES 1257, sustaining the neutral trending mode.  Indeed, over the past six trading sessions, the average prices have been 1262, 1256, 1253.5, 1262, 1256, and 1257.  As noted earlier, this range may very well continue into the Fed meeting.  For the fifth consecutive session, Institutional Buying was weak (-515) and for the fourth straight session, Institutional Selling was lighter than normal (+349).  In short, what we're seeing is that institutions have been staying out of this market more than in the recent past.  The Institutional Composite ended at a neutral -81; the Adjusted TICK finished at a neutral +75.  Demand rose to 89; Supply was 53.  New 20 day highs rose to 346; new 20 day lows also rose to 941.  Among the basket of large caps, 6 are trading in short-term uptrends, 11 in downtrends, for a continued negative Institutional Momentum reading of -460.  We remain in an intermediate-term trading range awaiting interest rate developments.

 

June 25, 2006
Market Ideas:
TraderFeed examines the factors that kill market trending and how they're expanding.
Lots of new articles posted to the Articles archive.
The Trader Performance blog summarizes my recent experience in the market and the importance of using conceptual edges to deal with increased market noise. 
Excellent perspective on the Japanese monetary base from John Mauldin.
Fascinating world view from Stratfor re: the interplay of the reduction of liquidity in Japan and financial instability in China.
A fine post on consumer debt and housing from Capital Spectator.
 

June 24, 2006
Market Ideas:
TraderFeed begins a look at intraday trending and short-term stock index performance.
Here's the article on catching market moves from Devon and me. 
Nice market overview from Gary Kaltbaum, who is skeptical of rallies.
Interesting observation re: the worldwide compression of P/E multiples from Ticker Sense.
 

Market Context:
Important context to recent trading, as depicted by Decision Point:  Bonds are falling...
 [image: image1]
And this is providing recent support for the dollar:
[image: image2]
 

June 23, 2006
Market Ideas:
TraderFeed examines how much opportunity we've had during the open-to-close day trading session.
Jon Tait has some excellent perspectives on the limitations of daytrading in his blog.
Check out my Friday article for Trading Markets, co-authored with my daughter Devon.  Devon is participating in an unusual experiment I'm conducting to teach professional trading methods to a high school student without prior trading experience.
Adam Warner has a couple of interesting posts on the volatility of the VIX index itself, an indication that we are seeing rapid shifts in the expectations of options participants, something that might accompany intraday volatility.
Abnormal Returns hits on a number of trading themes in their links.
 

Market Context:
Here's the chart from the upcoming Trading Markets article.  It nicely shows the transition of volume from sellers to buyers as intraday trend changes.  In my experiment with Devon, we'll see if a high school student without prior trading experience can learn to identify and trade these patterns.
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Market Summary:  Thursday's market moved steadily lower in the morning before turning around in the afternoon (see above).  We closed near the day's average price of ES 1256, keeping us in the intermediate-term neutral trending mode.  Institutional Buying was much lighter than normal at -372; Selling was also lighter than usual at +232, giving us a relatively neutral Institutional Composite of -76.  In the broad market, selling dominated, with the Adjusted TICK at -252.  Demand fell to 47; Supply rose to 67.  New 20 day highs fell to 280; new 20 day lows rose to 910.  Within my basket of large caps, 6 were trading in intermediate-term uptrends; 11 in downtrends, for an Institutional Momentum score of -340.  Despite the bounce off the lows, momentum has been tepid.  We continue in a multiday range that may well persist into the Fed meeting next week.

 

June 22, 2006
Market Ideas:
TraderFeed looks how the seemingly safest strategies can be the most risky.
Here is a great example of market reasoning and research from Victor Niederhoffer, which takes us from biology to markets, compression to expansion.
Value stock picks from Jon Markman.
 

Market Context:
Here's a screen shot from my platform.  I went into the trading session leaning bearish based on several historical analyses.  But that was not to be.  Notice how the NYSE TICK (blue line) was bullish right out of the gate, with multiple readings of 1000 or more.  What that means is that across a broad range of stocks, traders are lifting offers more than they're hitting bids.  That single piece of information trumps all historical analyses.  
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Market Summary:
Wednesday's market opened strong and continued higher most of the session on significant buying in the broad market (see above).  We closed at approximately the day's average price of ES 1262, placing us in a neutral trending mode.  Buying was actually lighter than average among large caps, with Institutional Buying at -237, but Selling was also lighter than normal at +465.  The Institutional Composite was neutral at -20.  Buying was much stronger in the broad market, with the Adjusted TICK at +649.  The Power Measure closed in negative territory, reflecting a late pullback.  Demand soared to 142; Supply fell to 22.  New 20 and 65 day highs rose to 382 and 116; new 20 and 65 day lows fell to 796 and 533.  We are near the top of an intermediate-term trading range and may find ourselves increasingly rangebound as we get closer to Fed week.

 

June 21, 2006
Market Ideas:
TraderFeed examines intraday volume and volatility during the past two months and what we can infer from the trends.
Tom Lydon notes that the ETF universe is rapidly expanding--and shows no sign of abating.
Volatility is at its highest since 2003, according to Adam Warner.
Great research on calendar effects in the stock market from CXO Advisory.
Ticker Sense notes that consensus estimates for the market remain on the bullish side.
 

Market Context:
In his latest newsletter, The Gartman Letter, Dennis Gartman observes that, during 2005, China accounted for 50% of the growth in aluminum consumption and even more of the growth for iron ore, cement, zinc, copper, and steel.  With the rise in the discount rate and growing efforts to cool growth, this has to affect commodity prices, Gartman observes.
 

Market Summary:
Tuesday traded in a choppy range most of the day, starting to the upside but finishing weak as strength was largely confined to large caps.  We closed below the day's average price of ES 1253.5, sustaining the short-term downtrend.  Buying was lighter than normal among institutional participants; Selling was also lighter than normal, giving us an Institutional Composite of +143.  The Adjusted TICK, assessing buying/selling pressure across the broad market, was weaker at -162.  The Power Measure closed in negative territory, reflecting late day weakness.  Demand was 37; Supply was 50, as we saw little strong momentum to the upside or downside.  New 20 and 65 day highs fell to 237 and 74; new 20 and 65 day lows rose to 1088 and 768.  We continue in the wide intermediate trading range; the trend remains down as long as we see day-over-day lows accompanied by an expansion in the number of stocks registering fresh new lows.

 

 

 

June 20, 2006
Market Ideas:
TraderFeed looks at what happens after a down, inside day follows a large up day--a nice example of using historical analyses to anticipate market action.
Here is the Trading Markets article on the importance of stock selection.
Excellent links from Charles Kirk, including a solid stock screening method.
Yikes; Trader Mike links an eye-opening piece on fair valuation for the S&P 500.  Abnormal Returns links a scenario that I've been mulling over: a 50 bp rate hike.
Barry Ritholtz cites research on the week after June triple witching; also see the fascinating post on a simple timing system.
 

Market Context:
Volatility has changed dramatically from most of 2005 and early 2006.  The swings in the VIX--not just the elevation of the VIX--demonstrate this nicely:
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Market Summary:
Monday's market started strong overnight but quickly fell back amidst higher interest rates.  It was again interesting to track the correlation between the S&P and gold intraday.  We closed below the day's average price of ES 1256, returning to a short-term downtrend.  We saw lighter than usual Institutional Buying among large caps at -326 and heavier than usual Institutional Selling at -203, giving us a Composite reading of -264.  In the broad market, the Adjusted TICK was weak at -548.  The Power Measure stayed negative for much of the day, closing in negative territory--common to trend days down.  Demand fell to 35; Supply rose to 109.  New 20 and 65 day highs were 300 and 112; new 20 and 65 day lows expanded to 984 and 659.  Among the basket of large caps, 6 are trading in intermediate-term uptrends; 11 in downtrends, for an Institutional Momentum score of -420.  We remain in a very broad intermediate-term trading range and appear to be testing recent lows, especially among small caps.

 

June 19, 2006
Market Ideas:
TraderFeed provides a big-picture view of why it pays to look beyond the familiar names for investment ideas.
My Monday article for Trading Markets will also deal with the issue of stock selection in trading performance.
John Mauldin, with an informative look at fundamental indexation.
Eco will be a huge consumer theme in coming years; GE is ahead of the curve.  I bought my first bamboo shirt today.  Yeah.  It's bamboo.
Seems like new ETFs are coming fast and furious despite the recent backlog at SEC.  This site tracks developments quite nicely, including recent dividend fund ETFs.
Market Context:
This chart from my forthcoming Trading Markets article shows how, within the S&P 500 Index, growth has been lagging value from 2000 forward.  In relative terms, we're seeing a relative unwinding of the growth boom of the late 1990s--a trend that is visible among large cap NASDAQ stocks as well.
[image: image6]
 

Market Summary:
Friday's market retraced some of Thursday's large gains, providing us with an inside day.  We closed slightly below the day's average price of ES 1262, but continued the short-term uptrend.  The Power Measure ended in solidly positive territory, reflecting late-day strength.  Institutional Buying was neutral at +36; Institutional Selling was lighter than normal at +236.  The Institutional Composite, at +295, was more reflective of light selling in large caps than heavy buying.  The Adjusted TICK was relatively neutral at -81.  Demand fell to 54; Supply was 58.  New 20 and 65 day highs fell modestly to 335 and 101; new 20 and 65 day lows also fell to 533 and 370.  Within my basket of large caps, 4 traded in intermediate-term uptrends; 13 in downtrends for an Institutional Momentum score of -460.  This is well off recent lows, but nowhere near levels normally seen at intermediate-term market peaks.  We are currently trading in a range defined by Thursday's highs and lows and need to see those highs taken out (with an expansion in the number of stocks registering fresh 20-day highs) to sustain the short-term bull.

 

June 18, 2006
Market Ideas:
TraderFeed examines the characteristics of bear market bottoms and whether or not the recent lows qualify. 
The Trader Performance blog reflects on trading as a process.
Fascinating discussion of research from CXO Advisory re: the trading results of active daytraders.
Great sector review from Bill Cara.
Ticker Sense on the frequency of large up days in bear markets.
It's one thing to toss out trading ideas; quite another to model the process and mindset of a serious trader.  Charles Kirk offers the latter in his trading notes; it's an interesting window on how one trader approaches his craft.
Weak demand for dollar denominated assets is affecting the currency markets and has important implications for interest rates.
This reminds me of the early selloff in tech that began early in 2000.  
Interesting perspective from Le Monde on China-U.S. interdependence.
 

Market Context:
Peaks in the number of operating company stocks making 65 day highs minus the number making 65 day lows has consistently led intermediate-term price peaks.  We've seen intermediate-term lows soon after occasions in which 65 day lows have greatly exceeded highs.
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June 17, 2006
Market Ideas:
Nice to be back; lots to catch up on.
TraderFeed looks at what happens after big up days in declining markets.  
If you didn't catch the five-part TraderFeed series on Blueprint for an Uncompromised Life, here's the links:
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	Part One - Constancy of Purpose
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	Part Two - Devotion to Development
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	Part Three - Resilience

	[image: image11.png]



	Part Four - Enhancement of Perception
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	Part Five - Multiplier Effects


This Trading Markets article summarizes major findings on the development of expertise, and this article covers some of the topics from my forthcoming book on trader performance.
This is what happened before the market tanked.
Trader Mike tracks reversal patterns in the recent market.
Abnormal Returns with several excellent links on the recent market drop and suggestions for morning reading.
Carl Swenlin finds the bears still bearish.
Barry Ritholtz has started an advisory service with a global/macro focus.  Here's his post on selling in the month of May.
 

Market Context:
It seems to me that this chart, from the excellent Decision Point site, highlights the current market dilemma.  Do we continue to raise interest rates to prop the dollar and fight inflation, or do we tolerate dollar weakness and inflation in the face of economic slowing?  
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What seems clear is that, to this point, in spite of the recent drops in gold and other hot commodities, very little has changed in the longer-term trend of weak dollar/strong commodities.  The rate rises thus far have done little to provide the dollar with real lift, especially given decisions in Russia and the Middle East to diversify their currency reserves.  Which means we either get significantly higher rates to stem dollar weakness or we see further legs up in the commodity markets. 
Did you notice on Friday how gold and the S&P traded in tandem much of the day?  At present, stocks seem more concerned about economic slowdown/rising rates than inflation/weak dollar.  These intermarket relationships bear close scrutiny.
 

June 9, 2006
 

NOTE:  I will be out and on the road; next Weblog update is scheduled to be posted Friday, June 16th.  I will update the TraderFeed site during the road trip.
 

Market Ideas:
TraderFeed explains why Thursday's price action may have felt so unfamiliar.
Adam Warner on trying to catch rallies in falling markets.
The bear market taking shape, from Bill Cara.
Five new 52 week highs among S&P stocks; 31 new lows.  It's the highest level of new lows since October, 2005.  Same pattern holds true among NASDAQ issues.  I'd be more comfortable with the market if new lows were drying up.
Here's a pattern going back at least 30 years:  Every major cyclical market bottom has seen 20% or fewer NYSE stocks above their 200 day exponential moving average.  The reading at present?  A bit over 52%, according to Decision Point.
 

Market Context:
Historical patterns can provide a clue as to market direction, but it is supply and demand--as they emerge in the marketplace--that determine the market's near term course.  Many times, quantitative or systematic trading is viewed as a polar opposite of discretionary trading.  In reality, the two can work in concert, much as a fighter pilot relies on computer data for split second decisions or a pitcher relies on detailed statistics on batters for pitch selection.  This article illustrates how the head and gut can work together.
 

Market Summary:
Thursday's market gyrated in a volatile fashion, hitting fresh lows before rallying sharply in the afternoon.  We closed above the day's average price of ES 1249, with the downside action sustaining the short-term downtrend.  Institutional Buying continued strong at +530; Selling was heavier than normal at -352, for a Composite reading of +118.  Once again, we saw a neutral level of buying/selling pressure in the broad market, with the Adjusted TICK ending at +44.  Demand fell to 53; Supply rose to 96.  New 20 and 65 day highs fell to 331 and 106; new 20 and 65 day lows rose dramatically to 2406 and 1663.  The latter is a weaker reading than we saw during May.  Among the large caps in my basket, 3 traded in intermediate-term uptrends; 14 in downtrends, for a weak Institutional Momentum reading of -720.  We continue to make price lows day over day, and we continue to expand the number of stocks registering new lows.  That sustains the short-term downtrend.

 

June 8, 2006
Market Ideas:
TraderFeed will be updating early Thursday morning before the open.  Check out a historical analysis that looks at 20-day periods of heavy selling and what has happened afterward.  The previous post takes a look at what happens when institutional buying and selling are heavy during the same trading session.
There are more nuggets of wisdom in Victor Niederhoffer's latest blog post than are contained in a pile of trading books.
Very interesting post from Barry Ritholtz on the average duration of selloffs.
Here is a study on selloff patterns from the excellent Ticker Sense site, an interesting way of looking at historical patterns.
Abnormal Returns with more fine links, including one to Philip Tetlock's work, first brought to my attention by CXO Advisory, which, BTW, has an excellent post on the relationship between price change in market sectors and the broad market.
 

Market Context:
Hmmm...down day, but fewer stocks in the S&P 500 Index made new 52 week lows (11) than yesterday (25).  Fewer new lows among midcaps and small caps as well.  And Wednesday showed about 370 fewer new 20-day lows than Tuesday.  Although we're approaching the lows of a couple of weeks ago, so far more S&P stocks are trading above their 20 day moving averages (28%) than back then (15%).  We see the same pattern among small caps and midcaps.  Equity puts and calls are running neck and neck--characteristic of bearishness during intermediate declines in recent years--but so far I'm not seeing the kind of weakness in the Cumulative NYSE TICK that I would expect if we were going to hell in a handbasket.  That's why I'm following the new highs/lows and % above moving avg like a hawk.
Keep an eye on TraderFeed; I'll post what has happened historically after three consecutive down days.
 

Market Summary:
Wednesday's market attempted a rally before retracing all its gains and then some.  We closed below the day's average price of ES 1266.5, sustaining the short-term downtrend.  The Power Measure ended very weak, reflecting late day weakness.  In spite of this, selling was modest.  Institutional Buying was +4; Institutional Selling was +143, with an Institutional Composite of a neutral +67.  In the broad market, the Adjusted TICK ended at a modest -66.  Demand actually rose to 78; Supply fell to 47.  New 20 day highs rose to 412; new 20 day lows fell to 976.  These measures suggest that the weakness in the market was not broadly based.  Among my large caps, 3 traded in intermediate-term uptrends; 14 in downtrends, for a very weak Institutional Momentum reading of -700.  We are making new lows, but downside momentum for now is waning.  That has me alert for the possibility of a turnaround.

 

June 7, 2006
Market Ideas:
TraderFeed finds short-term momentum effects, even in the S&P market.
Here's one of the better analyses I've seen of the dollar predicament.
The Kirk Report on the most common market-related biases. 
Jon Markman on the vulnerable stock market.  Jim Stack on recession.
Worries about interest rate hikes hit Europe, as well as the States.
We're setting up for quite a Fed meeting, given current uncertainties.  
 

Market Context:
Three new 52-week highs among the S&P 500 stocks; 25 new lows--a fresh extreme in new lows for this recent bear swing.  We are not yet seeing a similar expansion of new lows in the midcaps and small caps.
A thought as I was scouring Decision Point:  It's funny to read about interest rate fears, when you realize how far down we've come.
[image: image14]
 

Market Summary:
Tuesday's market headed lower in the morning, but rose smartly off its lows in the afternoon.  That placed us modestly above our day's average price of ES 1262.5, continuing the short-term downtrend.  The Power Measure ended neutral, reflecting the late bounce.  Institutional Buying was solid at +525, but Institutional Selling was also significant at -518.  I'll take a look at that Wednesday AM before the open in TraderFeed.  The Institutional Composite ended at -42.  Selling was modest in the broad market, with the Adjusted TICK at -120.  Note how the Adjusted TICK is holding up relatively well during this recent market weakness.  Demand rose to 45; Supply fell to 126.  New 20 day highs fell to 313; new 20 day lows rose to 1347.  Among my basket of large caps, 3 ended in intermediate-term uptrends; 14 in downtrends, for a weak Institutional Momentum reading of -640.  We continue to make price lows and expand the 20-day new lows, sustaining the short-term downtrend.

 

June 6, 2006
Market Ideas:
TraderFeed finishes a three-part series by examining the balance between Institutional Buying and Selling, as measured by the Composite.
Here is the Trading Markets article on picking the right markets to trade.  Notice how EEM took full advantage of the afternoon intermarket dynamics.
Trade King, with a great link re: peer influence and investing.
Homeowners aren't worried about a drop in housing values, but economists beg to differ.
Barry Ritholtz offers video clips of his market perspectives, and he provides a different take on unemployment stats.
Limitations of the P/E ratio from Abnormal Returns.
 

Market Context:
If the Fed is going to take an anti-inflation stance (i.e., protect the dollar), we see the short-term results in Monday's trade:  rising interest rates, falling stocks, strengthening dollar, and weakening emerging markets.  As discussed in this space yesterday, these are *the* key intermarket issues going forward.  I find it impossible to trade this market without having a close eye on fixed income and currencies for this reason.  Those were crucial to identifying the weakening equity trade Monday PM.
 

Market Summary:
Monday's market opened down and trading steadily lower through the day, ending well below its day's average price of ES 1277.5 and returning us to a short-term downtrending mode.  We're seeing significant short-term selling momentum; the Power Measure was negative for most of the day, which typically occurs during trend days where there is persistent one-sidedness of sellers/buyers.  The Adjusted TICK was quite weak at -684, suggesting strong selling in the broad market.  Institutional Buying was surprisingly neutral at +37, and Institutional Selling was a moderate -266; this gave us a relatively neutral Composite reading of -82.  Note in Monday's TraderFeed post that a heavy selling day with a relatively strong Composite does not have the same bullish connotations that we find when the Composite is also quite weak.  (TraderFeed will offer historical modeling of Monday's decline before Tuesday's open).  Demand plunged to 29; Supply swelled to 221.  This tells us that the selling momentum was quite broad, with bearish momentum issues outnumbering bullish stocks by almost 8:1.  New 20 and 65 day highs fell to 637 and 260; new 20 and 65 day lows rose to 727 and 431.  Within my basket of large caps, we see 2 stocks trading in intermediate-term uptrends; 14 in downtrends; and 1 neutral, for a very weak Institutional Momentum reading of -680.  We have returned to the trading range during the market's recent weakness; as long as we see lower lows and an increase in the number of issues registering fresh short-term lows, the short-term trend belongs to the bears.

 

June 5, 2006
Market Ideas:
TraderFeed returns to the distinction between institutional buying and selling and the value of looking at these as independent variables on an intraday basis.
It pays to follow what individual stocks are doing, even as markets make highs or lows.
John Mauldin offers food for thought regarding letting air out of the housing bubble, including a worrisome chart from Barry Ritholtz on the historic rise in housing inventories.
Here's a great example of analyzing a market once news has come out from Birinyi Associates' Ticker Sense blog.
Thanks to Steve Lecompte for calling my attention to this unusually thoughtful blog on expert decision making--and its limitations.
 

Market Context:
Friday's intermarket action was most informative.  Weaker than expected jobs news, rally in fixed income (lower interest rates), steady rise in the dollar, firming of commodity prices, and a stalling of the stock market rise.  What's good for bonds seems to be bad for the dollar, and what's bad for bonds has been bad for housing--which, in turn, per John Mauldin's observations--is bad for consumer spending.  Lots of speculation in this week's Barron's that the commodity boom has further to go, which is another way of saying that the Fed will moderate interest rate hikes at the expense of the dollar.  Friday's tepid stock market strength illustrates why I'm not convinced that falling rates will be good for equities if, indeed, they feed the inflationary commodity boom/dollar bust.  I suspect a 50 bp Fed hike would be a short-term unwelcome shock to the system, but would send a strong anti-inflationary message that ultimately supports the dollar and dollar-denominated assets.  If I'm right, and it turns out that the Fed will need to go beyond its transparent incremental 25 bp hikes to convince the markets it's serious about the dollar and inflation-fighting, housing would not be a short-term beneficiary.  Nor would commodities or emerging markets.  The question is whether we need to see a full-fledged rout of the dollar and price spike in commodities before we take the medicine.  Barron's commodity bullishness notwithstanding, it would surprise me if this new Treasury Secretary wants to take us down that inflationary path...
 

Market Summary:
Friday's market opened stronger on weaker than expected employment news, but fell back in rangebound trading.  We closed modestly above the day's average price of ES 1287, continuing the short-term uptrend.  The Power Measure closed positive, indicative of late-day strength, but new highs tapered off late in the day.  The Adjusted TICK was quite strong at +581; the Institutional Composite ended at +150, on strong Buying of +501.  Demand remained robust at 138; Supply was 32.  New 20 day highs rose to 876; new 20 day lows dropped to 278.  Among my basket of stocks, 7 were trading in intermediate-term uptrends; 7 in downtrends; and 3 neutral, for an Institutional Momentum score of +20.  We typically see intermediate-term market highs at much stronger readings.  As long as we continue to see higher price highs and a greater number of stocks registering new short-term highs, the short-term trend remains bullish.

 

June 4, 2006
Market Ideas:
TraderFeed looks at Money Flow and the arb trade, an example of how we can learn from a day's trading.
The Trader Performance blog picks up the theme of creating learning loops from daily trading experience.
Really fine post on the Daily Speculations site of Victor Niederhoffer and Laurel Kenner that describes how it is the switches, not the markets, that beat the average trader.
This has got to be one of the very best market blogs around: CXO Advisory doesn't just offer ideas, but tests them--and offers words of caution for those who accept research uncritically.
 

Market Context:
Below is a chart of the SPY premium to the cash index.  Note the cyclical behavior.  The premium rises steadily for three months, then falls all at once.  This fall occurs as the ES futures change their front months.  This suggests that SPY does not simply mirror the cash $SPX, but is priced off the futures premium to cash.  As the futures premium loses value, SPY is priced with a greater relative premium to cash; early in the contract life of the futures, SPY is priced at a discount to cash.  In other words, SPY premium is moving opposite to the futures premium--something you might expect if they were trading in a hedge relationship.
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Interestingly, the correlation between SPY Money Flow and volume is -.07 from March, 2003 to the present.  Money Flow also correlates only -.02 with the absolute magnitude of open-to-close price changes.  In other words, market activity and market direction are not related to SPY Money Flow, which, instead, seems to be measuring the relative balance of buying and selling activity in the ETF.  
I am currently working on a more precise measure of arbitrage buying and selling which I hope to investigate in this blog and in Trader Feed in the near future.  Thus far, my preliminary work suggests that breaking buying and selling activity into directional and arb components makes a significant difference in generating near-term forecasts for the S&P.
 

June 3, 2006
Market Ideas:
TraderFeed explores what you can expect after two strong days.  Note the update to the entry, which framed my trading for the AM.  By updating patterns in real time, you can catch possible edges as they emerge.
Taking investing to a social level; Ken Kam is doing quite well with his MSN portfolio by tapping the ideas of those who post to the Marketocracy site.
Another variant of social trading:  Stock Tickr tracks users' portfolios and performance.
Jon Markman has some stock ideas for the continuing digital revolution.
Just a great example of how market reversals can be identified.  It's not just volume that counts, but the distribution of volume among buyers and sellers.
Carl Swenlin's take on the recent market bottom.
 

Market Context:
We're seeing about 60% of S&P stocks trading above their 20-day exponential moving averages.  That's up from about 15% at the recent market low.  The usual pattern is that the proportion will hit 80-90% at a momentum peak, with price peaks coming after that.  One of the best lead-lag momentum measures for the market is the Demand/Supply Index, quoted daily in the Weblog.  Supply hit 209 on 5/10; was 102 by 5/17 when we saw a lower low, and, by the market bottom on 5/24, was only 57.  This drying up of Supply and Demand as market declines and rises age offers an excellent heads-up for shifting trends.  On 6/1, we hit a Demand peak of 185.  Normally, we see a number of lower readings (that still overshadow Supply) leading to an ultimate price peak.  A worthwhile swing trading strategy is to buy pullbacks in rising markets that are registering expanding Demand.
(Note:  Demand = a proprietary index of the number of operating company stocks that are trading above their volatility envelopes for both short-term and intermediate-term moving averages.  Supply = a similar index for the number of stocks trading below their volatility envelopes for moving averages at two different time frames).   
 

June 2, 2006
Market Ideas:
TraderFeed offers a formula for life success and takes a look at how put/call ratios among index options provide an edge.
Here's the Trading Markets article on the dominant theme in today's market.
Here are a few resources I rely upon daily for my own market analysis and trading:
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	Charles Kirk, Trader Mike, and Barry Ritholtz for worthwhile links that cover a variety of market perspectives;
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	Abnormal Returns, John Mauldin, and CXO Advisory for out-of-the-box analysis;
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	Financial Times and Wall St. Journal for coverage of markets and global news;
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	Decision Point and the Barchart site for coverage of indicators, markets, sectors, and market statistics; and
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	The trading tools mentioned on the Trader Development page.


 

Market Context:
Charles Kirk posted an interesting link on his site that indicated that more than 90% of all declines of 5% do *not* turn into bear markets.  More generally, he is illustrating the value of looking at the market in terms of conditional probabilities.  That is:  "Given that X has occurred, what is the likelihood that we will see Y?"
For example, since 1997, we have had 323 ten-day periods in which SPY has dropped by 3% or more.  Once this has occurred, the odds of another 3% or greater drop in the *next* ten days is 60/323, or less than one-in-five.  Indeed, the odds of a 3% or greater *rise* in SPY over the next ten days is greater:  78/323.  Which means that, well over half of the time, we will see neither a 3% rise nor decline in SPY after a large ten-day drop.  Such conditional probabilities are worth computing at times when bearishness or bullishness are rampant.
 

Market Summary:
Thursday's market opened stronger and built strength through the day on solid buying.  We closed above the day's average price of ES 1279, breaking above the intermediate-term range and entering a short-term uptrend.  The Power Measure was positive through the day, indicating persistent demand.  The Adjusted TICK was very strong at +1025; the Institutional Composite was also robust at +452.  We're seeing solid short-term buying momentum in the broad market and among the large caps.  Demand swelled to 185; Supply fell to 19.  This means that we had nearly 10 stocks demonstrating significant short-term upside momentum compared with downside momentum.  New 20 and 65 day highs rose to 600 and 242; new 20 and 65 day lows fell to 433 and 253.  Among the large caps in my basket, 6 are trading in intermediate-term uptrends; 9 in downtrends; and 2 neutral, for an Institutional Momentum score of -120.  As long as we see new price highs and an expansion of new highs, with solid buying pressure, the trend remains to the upside.

 

June 1, 2006
Market Ideas:
TraderFeed looks at what to expect when the VIX itself becomes volatile...then takes a big picture view of what occurs when we make fresh 12 month highs during a month.
This post from Todd Harrison is just a great example of how a market pro develops trade ideas.
A sobering look at Intel and several informative links from Trader Mike.
Why the bidding up of puts is not necessarily bullish, from Adam Warner.
Dave Mabe offers another interview in his Stock Tickr series, as Alan Farley notes that the market is now a silicon-based life form.
 

Market Context:
The Barchart site nicely illustrates what has me concerned:  The rise in interest rates thus far...
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has not been sufficient to steady the U.S. dollar.
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Market Summary:
Wednesday's market rebounded solidly on falling oil prices and a bounce following a drop in response to Fed minutes.  We closed above the day's average price of ES 1268, placing us in a neutral trending mode.  The Power Measure closed positive and rising, reflecting late day strength.  The Adjusted TICK ended at +296; the Institutional Composite finished at -217--clearly a mixed level of buying interest.  Demand rose sharply to 97; Supply dropped to 34.  New 20 and 65 day highs rose to 378 and 148; new 20 and 65 day lows also rose to 831 and 482.  I am looking carefully at Wednesday's levels of new highs to see if we can surmount these.  Among my large caps, 5 ended in uptrends; 12 in downtrends, for an Institutional Momentum reading of -320.  In all, we're in a wide trading range and need to see expansions of new highs or lows accompanying price highs/lows to sustain any trending move.     

