July 30, 2004 

One of the best momentum indicators I've found is the Demand/Supply Index (DSI), which is based on the number of stocks exceeding both short and intermediate-term positive momentum criteria (Demand) versus the number of stocks falling below short and intermediate-term negative momentum criteria (Supply).  Yesterday we saw Demand hit 123 and Supply fall to 20.  These are the strongest numbers of the month.  By summing the difference between Demand and Supply, we get the Cumulative DSI, which has been a phenomenal intermediate-term timing measure, catching a number of lows when the index has dipped below -15. 

July 29, 2004 

The action of the last two days, with a meaningful intraday rise, then decline, then rise, was certainly enough to help or hurt traders' P/L.  There are a few intraday indicators I find helpful in catching such swings, including the intraday measure of stocks registering new highs versus new lows.  Notice on the chart how new highs dried up prior to the market's decline yesterday, and then how new lows dried up prior to the market's afternoon rally.  When combined with a trend indicator, this can be a useful timing tool. 

July 28, 2004 

Research Note 

Does a surge in interest rates hurt the stock market?  Interest rates on the 10 year bond rose by over 2.5% yesterday.  Since August, 2000 (N = 972) that has only occurred 54 times.  Ten days later, the market (S&P Cash) was up 30 times, down 24 times for an average gain of .15%.  For the sample overall, the market was up 464 times, down 508 times for an average loss of -.23%.  While this may not constitute a significant edge to the upside, it does suggest that there has been no downside bias to the market following a one day surge in interest rates. 

July 27, 2004 

The Cumulative NYSE TICK yesterday registered its ninth negative reading in the past ten days, whereas the Institutional Composite has been up five of those past ten days.  What this means is that we are seeing greater selling among the broad list of NYSE stocks than among the large caps.  This is reflected in the continued expansion of new 65 day lows among stocks.  As long as we cannot sustain positive TICK and new lows expand, the trend remains bearish. 

July 26, 2004 

Research Note 

Here's an interesting tidbit that might be relevant since we made over 2000 new 20 day lows this past week.  Since September, 2002, if you make 2000+ new 20 day lows and then wait for the first day in which 20 day new highs outnumber new lows (N = 5), the market moved higher over the next five weeks on all five occasions by an average of 3.45%.  I suspect this is a way of capturing trend momentum in a bull market, with a similar logic applying over shorter time frames. 

July 25, 2004 

This week's article takes a fresh look at intermarket relationships and possible implications for the equity indices going forward.

Week Ending July 25, 2004 

In this week's summary, I want to focus on the intermediate-term picture.  Notice that we have made successive lows in the market during March, May, and now in July.  Here is a chart of those market lows, along with the number of stocks registering fresh 65 day highs vs. lows.  As we went from the March to May bottoms, new lows expanded dramatically, peaking at 3163 on May 10th.  During the most recent July decline, however, we have only thus far seen maximum new 65 day lows of 938.  Thus, while the market lost strength from March to May, it has gained strength since then.  This is also reflected in the Cumulative NYSE TICK, which shows fewer stocks ticking down from the May to July period, compared with March to May.

The Institutional Composite measure of the behavior of large market traders provides an interesting perspective on this strength.  During the March and May declines, we saw heavy Selling by the large traders, but continued Buying.  In the most recent decline, however, Buying has dried up even as Selling has been modest.  In other words, the large market participants were much more active in selling the market as it was weakening.  At present, they are on a kind of buying strike, but the market is strengthening as they are also not aggressive sellers.

This distinction between markets that fall because of heavy selling vs. light buying (and the converse--markets that rise because of heavy buying vs. light selling) first came to my attention in Lowry's Reports.  To the best of my knowledge, they utilize end-of-day data on rising and falling stock volumes to ascertain "buying strength" and "selling strength".  Being a short-term trader, I am relying on trade-by-trade data of the ES futures to tell me what the large vs. small traders are doing.  It may well be that how a market gets from point A to B (via heavy vs. light buying vs. selling) is as important to the odds of continuation vs. reversal as the duration and size of that move.  This dynamic may be manifested across time frames, from intermediate (captured by the Lowry data) to short-term (the intraday data).

If this hypothesis is correct, we may be in the latter stages of a market correction that began early in the year.  Selling is drying up and fewer stocks are registering new lows, even as we are at a point on the Cumulative Demand/Supply Index that has marked recent intermediate-term lows.  Such a scenario suggests that we could test the bull market highs in coming months.  Clearly, a break below the lows of March and May with an expansion of fresh 65 day lows and resumption of heavy selling by large market participants would invalidate this scenario. 

July 23, 2004 

Research Note 

With yesterday's early weakness, we closed with a Cumulative Demand/Supply Index reading below -15, near levels that have marked intermediate-term bottoms for over a year.  We also registered over 2000 stocks making new 20 day lows, something we've only seen 14 times since September, 2002.  Since that time, when we've had 2000 or more 20 day lows, the market (SPY) has been up two days later 11 times, down 3 for an average gain of 1.69%.    

July 22, 2004 

Research Note 

We closed yesterday with a very weak cumulative NYSE TICK daily value of -1561, one of the lowest values of the past year.  Indeed, since July, 2003, we have had only 19 days where the cumulative TICK value was under -1000.  Two days later, the S&P 500 Index (SPY) was up 10 times, down 9, for an average gain of .01%.  Clearly no edge there. 

If, however, we break the 19 occasions into those occurring during overbought markets (Cumulative Demand/Supply Index > 0) vs. oversold markets (Cumulative DSI < 0), we see an interesting pattern.  When the DSI has been positive (N = 10), the SPY two days later has been up 4 times, down 6 for an average loss of -.32%.  When the DSI has been negative (N = 9), the SPY two days later has been up 6 times, down 3 for an average gain of .37%.  We are currently in a market with a negative DSI value, suggesting that--at the very least--there is no swing trading edge to the downside. 

July 21, 2004 

When heavy selling cannot push the market averages below their previous day's lows, the next move very often will test the previous day's highs.  Here is a chart of the last two hours of trading for Tuesday.  Note the high volume selling with extreme negative TICK.  Despite this selling, the market held well above its prior day's TWAP of ES 1101.  If this rally is for real, we should not go through the bottom of that selling, which was ES 1102.75. 

July 20, 2004 

We are seeing deterioration in a number of the indicators, including the Cumulative NYSE TICK, the 20 day New High/New Low Index, and the Cumulative Demand/Supply Index.  Demand finished the day at 38; Supply at 55.  New 20 day lows expanded to 1589 against 812 new 20 day highs--a new extreme for this move.  The Cumulative NYSE TICK has now been negative for five consecutive days.  Until these indicators improve, with a positive Demand/Supply Index and net positive TICK, we are unlikely to sustain the sharp countertrend rallies that can develop during the day.

Week Ending July 18, 2004 

Although we started to see incipient signs of strength on Thursday, the intermarket themes continued to take their toll on the market, driving the averages--and many of the indicators--to new lows.  As long as crude oil is strong, the dollar is weak, and large market participants are net sellers of the market, it is going to be difficult to sustain a rally. 

Short-term, we are oversold, as can be seen from the Overbought/Oversold Index, the Volume Intensity Index, the Relative Vigor Index, the Intraday Put/Call Index, and the short-term Institutional Composite.  The short-term trend is also downward, as can be seen from the Power Measure, the Cumulative Trend Index, and the Swing Trading Index.   

Interestingly, however, the intermediate-term measures still have a way to go before they are at levels that are consistent with a market bottom.  This is true of the Intermediate Power Measure, the Efficiency Index, the Cumulative Demand/Supply Index, and the NYSE TICK Oscillator.   

Friday, we registered 985 new 20 day highs and 1361 new 20 day lows alongside 476 new 65 day highs and 664 new 65 day lows.  The new lows were the largest number recorded in the past month.  The Cumulative New High/Low Index showed weakness as well, and new lows continue to outnumber new highs among my basket of stocks and on an intraday basis. 

We continue to see net selling by large market participants in the Institutional Composite and especially in the Market Balance Index.  We will need to see a move of the Power Measure into positive territory, along with greater institutional Buying interest over Selling to make this market attractive on the long side. 

July 17, 2004 

This week's article focuses on interrelationships among market indicators.  A summary of the indicators will be posted by noon CST tomorrow. 

July 16, 2004 

We hit new lows in the market yesterday, but a number of indicators did not.  The Cumulative Institutional Index, measuring cumulative net buying vs. selling by large market traders, has resisted new lows.  Similarly, the Cumulative Trend Index, which sums the one-minute values for the Power Measure of trendiness, has failed to register new lows for this move.  The number of stocks in the broad market making fresh 20 day lows declined to 988 yesterday, off the level of 1298 from 7/8.  We are also seeing fewer 20 day new lows for my basket of stocks, and the Cumulative High/Low Index, which sums the intraday new highs vs. new lows, has failed to follow the market lower.  Finally, we are seeing upticks in the Money Flow indicator, despite weakness in the large cap sector.  All of this doesn't guarantee that we are going higher, but it does cast doubt on the downside breakout until we see these conditions reversed. 

July 15, 2004 

Research Note 

We closed below 14 on the VIX yesterday, one of the lowest readings in the past two years of trading (N = 451).  I took a look at what happens to the NASDAQ 100 stocks (QQQ) after occasions in which we have had a VIX below 15.5 (N = 42).   

Two days later, the QQQ was down by an average -.64%, with 13 occasions up, 29 down.  This contrasts greatly with the sample overall, which showed an average two day *gain* of .25%, with 245 occasions up, 206 down. 

The results were particularly dramatic looking ten days out.  After a VIX reading below 15.5, the QQQ was down by an average -2.71%, with only 7 occasions positive, 35 losing.  For the sample overall, the average ten day change was +1.23%, with 258 occasions up, 193 down. 

Clearly, the low VIX has been a harbinger of poor returns over swing-to-intermediate term periods in the market. 

July 14, 2004 
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Talk about a narrow range.  Above are the closing values for SPY during the past six trading sessions.  Interestingly, during this time, several of the indicators have begun to register readings that are typical of market tops.  The VIX has returned to the sub-15 area, and two of the better timing measures--the Volume Intensity Index and the Efficiency Index--are near levels normally associated with short-term market peaks.   

Narrow range/low volatility periods are often associated with topping processes.  This is of particular concern when timing measures are toppy.  I looked at narrow six day ranges of SPY closing prices since July, 2000 (N = 985).  When the range has been below .80% (N = 8), the market has been higher five days later by an average of .57% (7 up, 1 down).  This compares to an average loss of -.09% for the sample overall. 

Ten days later, however, is a different story.  Following the narrow six day range, the market was up only twice, down six times for an average loss of -.55% (compared with an average loss of -,19% for the sample).  Narrow ranges have thus been associated with strength in the short run; weakness thereafter. 

July 13, 2004 

Research Note 

We can define a buying panic as a period of time in which a very broad array of stocks rise in price at some point during the day.  Conversely, we can define a buyer's strike as a day in which a large number of stocks never rise in unison.  Yesterday, we had an NYSE TICK reading greater than +1500, which has only occurred several times since 9/02.  

Looking at buying panic days, where we had a maximum TICK reading > +1400 (N = 19), we can see that these tended to occur on up days (average SPY gain = .653%; 17 up/2 down vs. average gain for entire sample of .057%, N = 453; 245 up/208 down).  The next day, however, the market averaged a loss of -.324% (8 up, 11 down) vs. .055% for the sample.

Buyer's strike days, where the maximum NYSE TICK < 725 (N = 17), tended to occur on declining market days (average SPY loss = -1.74%; 0 up, 17 down).  The next day, however, the market's average gain was .561% (12 up, 5 down) vs. .055 for the sample.

In short, it appears that after a buying panic, the market tends to pause and consolidate, while after a buyer's strike, the market tends to bounce.  Extremes of buying activity--very high or very low--are often followed by reversal.

Week Ending July 11, 2004 

Let's take an intermediate-term view of the market.  On June 7th, we hit a momentum peak in the broad market, registering over 1900 new 20 day highs and a 30+ reading on the Cumulative Demand/Supply Index.  Over the next two-three weeks, we registered intermediate-term peak readings in the Intermediate Power Measure, but momentum began to wane, as new 20 day highs could only reach 1458 on June 24th.  Since that time, the market has experienced a steady but orderly retreat, featuring much higher selling in the large cap issues (as seen in the Institutional Composite) than in the broad market (as seen in the Cumulative NYSE TICK).  New 20 day lows have risen over that period, peaking so far at 1298 this past Thursday.   

If you look at the NYSE TICK Oscillator, you'll see that we are getting neither extreme levels of buying nor selling over time, although there are significant intraday buying and selling squalls.  Volatility has remained relatively subdued during this period of correction, with no signs of wholesale selling/capitulation thus far.  Both the Cumulative Demand/Supply Index and the Intermediate Power Measure are in relatively neutral territory, not at levels that have marked recent intermediate-term market lows. 

Short-term, the Power Measure is registering a bearish trend, and we are relatively oversold on the Overbought/Oversold Measure and the Relative Vigor Index.  The Swing Trend Index is in negative territory as well, and we continue to make fewer intraday new highs than new lows.   This has resulted in a downward spiral for the Cumulative High/Low measure.  New 20 day lows continue to outnumber new 20 day highs for my basket of stocks, as well as for the broad market.  We're seeing some pickup in Buying from large market traders, but continued expansion of Selling as well.  This continues to push the Cumulative Institutional Composite lower.  We are also making new lows in the Cumulative Trend Index and showing little strength in Money Flow.

I sound like a broken record, but I just can't see this market making much upside progress as long as large institutional traders are net sellers.  The good news is that all this selling is so far producing mild price weakness, setting us up for possible tests of the market highs.  As long as we can stay stronger than the lows registered in mid May, I think we have a good opportunity to better those highs before the bull market meets its maker. 

July 10, 2004 

This week's article shares a few reflections on life and the markets.  The weekly summary of indicators will be posted by Sunday noon CST.  June's Weblog entries are archived and can be accessed with the other blog archives via the links above. 

Research Note 

In yesterday's blog, I hypothesized that the price levels at which extreme TICK levels are recorded may hold a clue as to future market direction.  This is a piece of research I am continuing to pursue.  What appears to be important is not only price change, but the degree of buying or selling in the market that occurred over the course of that price change. 

Here is an example.  I took a look at flat market days in the past year when the S&P 500 (SPY) ended the day between the levels of down -.20% and up +.20%.  Four days after the flat day, the market showed an average gain of .26%, with 35 occasions up, 20 down (N = 55). 

When the adjusted average NYSE TICK that I follow on the Weblog was > 0 during the flat day (N = 33), the market's average two-day gain was +.78% (26 occasions up, 7 down).  When the adjusted average TICK was < 0 over the course of the flat day (N = 22), the market four days later averaged a gain of only .05% (9 up, 13 down). 

This has some possible implications for breakout trading.  Monitoring the TICK during a narrow range period may offer important clues as to the direction of the eventual breakout.    

July 9, 2004 

Market weakness continued yesterday, as the broad market--not just the blue chips--continued to fall hostage to rising oil prices.  The expansion of stocks registering new 20 day lows to 1298 (from 839), as well as the lopsided Demand/Supply balance (21/113) is indicative of this weakness.  The drying up of new lows, noted in yesterday's blog entry, has not yet occurred. 

Here's an interesting market tidbit:  19 of the last 20 trading sessions, the market has hit a very strong +900 TICK or higher during the day.  17 out of the last 20 sessions, the market has hit a very weak -600 TICK or lower during the day.  A very simple test of the market's short-term trend is to look at clusters of very high or very low TICK readings during the day.  If a cluster of high TICK readings today occurs at a lower price level than yesterday's highest cluster, the trend remains down.  Similarly, if a cluster of low TICK readings today occurs at a lower price level than yesterday's lowest cluster, the trend remains down. 

Conversely, if you get a cluster of high TICK readings today that are at a higher price level than yesterday's highest cluster, the trend can be graded up.  A cluster of low TICK readings today at a higher price level than yesterday's lowest cluster would also indicate a positive trend.   

The key is to short bursts of buying during downtrends and buy bursts of selling during uptrends.  Figuring out what qualifies as a burst is, of course, the challenge.  I'm playing with this and might have something to report this weekend. 

July 8, 2004 

As I write, the pre-opening Globex market is down, continuing the intermarket theme mentioned earlier of strong oil prices, weakening dollar, and underperformance of large caps relative to smaller caps.  What might it take to signal a bottom to the recent corrective action?  I follow a basket of 17 stocks that nicely mirror the S&P large caps.  I calculate how many are making 20 day highs vs. lows on a daily basis, and I look for evidence that new highs are drying up toward the end of bullish trends and new lows are drying up toward the end of bearish movements.  Notice this drying up process in recent market action.  If we see weakness going forward with fewer large cap stocks making new lows--especially if we are also seeing signs of a shift in the intermarket themes--we will have a nice indication of a change in the swing/intermediate-term trends.  Although the market is off its June highs by around 30 SP points, I note that new 20 day highs in the broad market outnumber new 20 day lows by 983 to 839.  Once again, this is a sign that mid-cap and small-cap issues are outperforming the large caps. 

July 7, 2004 

The past weekend's article examined intermarket relationships.  Note how oil prices and action in the stock index futures have been negatively correlated of late.  A related theme is breakout weakness in the dollar, which particularly impacts large cap issues (in a negative way).  We can see the result of these relationships in the sharply declining Money Flow out of my basket of large cap issues.  Note also how the behavior of large market traders, as captured in the Cumulative Institutional Composite line nicely anticipated recent market weakness, as these traders tend to focus on liquid, high cap issues.  It is hard to imagine the large cap indices such as the S&P 500 going much of anywhere to the upside in the face of dollar weakness, oil strength, and persistent selling balances among large traders.  Indeed, with 20 day new lows among all issues expanding from 551 to 1078 on Tuesday, we are seeing weakness spread to the broader market. 

July 5, 2004 

This week's article focuses on intermarket relationships and how they are playing out in the current market.  If you think about how these macro relationships might manifest themselves on an intraday basis, and how indicators of trend, momentum, and institutional activity might reflect these relationships, you'll have an idea of the direction of my present research.  Eventually, I expect to extend the measures followed on the Weblog to all of the markets to document the flow of activity among large traders and the shifting trends of those markets. 

Week Ending July 4, 2004 

What I'd like to stress is the bifurcated nature of the current market.  If you look at the large cap stocks, as represented by the S&P 500 average, there is recent price weakness.  This weakness is reflected in a number of the Weblog indicators, including Money Flow, Cumulative Highs/Lows for the basket of stocks, and the Institutional Composite.  Large market players continue their Selling of the large caps, and Buying has withered as well. 

Conversely, if you look at the small cap stocks and the mid cap stocks, both groups have been showing relative strength over the past several sessions.  Their strength is reflected in the Cumulative NYSE TICK, the positive Cumulative Demand/Supply Index, and the 20 Day New Highs/New Lows for the broad market.  New highs continue to outnumber new lows despite the corrective action in the large caps. 

This week's article will focus on intermarket relationships.  Suffice it to say for now that, as yields have been falling in recent sessions (bond prices rising), we have been seeing a shift away from large cap issues toward smaller caps.  This is a market theme that has been dominating trading.  As traders, at the start of each day, we want to look for evidence that the theme is continuing or shifting, to help us plan strategy.  We tend to think of trends in terms of price action alone.  Market themes, however, define important trends in their own right that can provide a larger picture perspective at times when it is easy to get lost in the tick-by-tick action. 

July 2, 2004 

Note:  Next update by Sunday noon. 

Just a quick, but important comment here.  We sold off yesterday, with net selling from large market participants for the sixth out of the last seven sessions.  The short-term trend is down, and I don't expect that to change today unless we can break above the TWAP of ES 1130.  What is important, however, is that, so far, we are not seeing an expansion of stocks making new short-term lows on this decline.  New 20 day highs yesterday were 1021; new 20 day lows were 562.  Indeed, new 20 day lows have shrunken steadily since 6/22, when we hit 904.  Unless we can see an expansion of new lows, I don't see this market entering a bear phase and, indeed, would expect any resumption of buying by institutional traders to bring us back to the top of the recent trading range.  To put us in full-fledged intermediate-term bear mode, we need to see new 20 day lows exceed new highs and persist in that mode.
