July 31, 2005 

Micropsychology Modeler:  Readers of the Trading Psychology Weblog have no doubt noticed that much of the content has shifted toward statistical analysis.  Yet another new article explains why.  It is one of the most important pieces I have written since my book.  See my articles on stationarity and tacit knowledge as background. 

July 30, 2005 

Here's the new article for the site.  I recently completed an column for the Trade2Win site regarding the proper use of trading journals; it should appear next week.  Few strategies are so misused as journals.  This  new article addresses some of the issues raised in that column.  

Tomorrow I will return (hopefully with a vengeance) to the Micropsychology Modeler and what I believe is a unique strategy for generating statistical forecasts of future market performance.  Of course, unique does not mean accurate: that's the part I'm testing now.   

July 29, 2005 

Note:  Back on the 16th and 19th, I began finding in my research that narrow ranges tended to resolve in higher prices, not lower (see the note for the 27th).  Indeed, if you look at price change *during* the eight historical periods of low volatility since 1962, prices *never* declined--they were either flat or up.  Forty days after those low volatility periods, the market was up 5 times; down 3.  So, again, it seems as though fading low volatility markets is not a bet where the odds are with you. 

The market broke solidly higher on Thursday, closing above the day's average price of ES 1244 and resuming a short-term uptrend.  New short-term highs were not impressive among the large caps, but the small and mid caps picked up the slack, as a solid plurality of issues traded in short-term uptrends.  The adjusted TICK, reflecting the strength in the broad market, closed at +474; the Institutional Composite ended at +33.  Demand rose to 102; Supply was 39.  New 20 and 65 day highs jumped to 1676 and 386; new 20 and 65 day lows were 386 and 121.  We've moved to an uptrend; buying dips that stay above the day's average price is the preferred strategy for early trade. 

July 28, 2005 

We traded in a narrow range early Wednesday before breaking to the upside in the afternoon.  We closed well above the day's average price of ES 1236, but stayed within the neutral trending mode that has dominated recent trade.  Stocks making fresh short-term highs expanded in the afternoon, but only a narrow plurality of issues traded in short-term uptrends.  This was because the broad market was weaker than the large caps once again: the adjusted TICK finished at -91, but the Institutional Composite ended at +402.  Demand was 64; Supply was 67--also suggesting a lack of momentum in the broad market.  New 20 and 65 day highs rose slightly to 1086 and 797; new 20 and 65 day lows were 440 and 116.  We continue to trade within the intermediate-term consolidation range; very little in Wednesday's trade suggested a breakout. 

July 27, 2005 

Note: I'm pleased to announce that, beginning Monday, I will be a regular columnist for the Trading Markets website.  My columns will explore ways of utilizing psychological insights and statistical analyses to understand and trade the equity index markets.  The first article will take a long historical look at low volatility and its significance for future price movement.  Just as a tidbit, I'll mention that I analyzed daily data going back to 1962 and found only 561 days (out of over 10,000) with a lower 40 day volatility.  Forty days after the low readings, the market was higher 408 times, lower on only 153 occasions, with an average price change of +1.81%.  This compares with an average 40 day change of 1.24% over the entire sample.  Low volatility, by itself, is not at all necessarily a sign of a market top, although it does tend to occur during bullish market trends.
The market once again traded in a narrow range on Tuesday, closing below the day's average price of ES 1234.5 and returning to a neutral trending mode.  Indeed, the past five trading sessions have seen average prices of 1232, 1232, 1232.5, 1236, and 1234.5.  A plurality of issues traded in short-term uptrends, but we did not see an expansion of stocks making short-term highs.  The adjusted TICK was -66; the Institutional Composite was -29.  Demand was 53; Supply was 64.  New 20 and 65 day highs dropped to 1079 and 744; new 20 and 65 day lows rose to 400 and 125.  We continue in an intermediate-term consolidation range; I'll be watching those new lows for further expansion, as this would raise the odds of a downside break from the range. 

July 26, 2005 

Note: The closing price for SPY over the past ten trading sessions has been within a range of 1.04%.  This compares with an average ten day closing price range of 4.17% since January, 1996 (N=2383) and an average range of 2.37% since January, 2005 (N=141).  Indeed, this is the fourth lowest range since 1996 on a non-overlapping basis.  I identified 33 individual days with a 10 day closing price range of < 1.2% since 1996; interestingly, 21 of the 33 have occurred during 2003-5.  Equally notable is the bias 20 days after the narrow range: the market was higher 26 times, lower 7 for an average gain of 1.21%.  This compares with an average 20 day gain of .66% (1364 up; 988 down) for the sample overall.  Since 2003 (N = 21), the market has been higher 18 times, lower 3 times following the narrow range day, for an average 20 day gain of 1.1%.  In general and recently, low volatility has tended to resolve to the upside; it has not signified a bull market top.
The market opened stronger on Monday, only to fall back through much of the afternoon.  We closed below the day's average price of ES 1236, returning to a neutral trending mode.  New short-term lows expanded modestly in the afternoon and a widening plurality of issues traded in short-term downtrends.  The adjusted TICK was weak at -675; the Institutional Composite ended at -96.  We can see the slowing upside momentum in the oscillators for the TICK and for the Institutional Composite.  This waning momentum also shows up in the reduced new highs in my basket of stocks and in the Money Flow.  Demand was 41; Supply was 75.  New 20 and 65 day highs rose to 1296 and 931; new 20 and 65 day lows were 355 and 104.  In the past week, we have not seen an expansion of new lows; until this happens, we remain in the intermediate-term trading range with a modest upside bias. 

July 25, 2005 

Note: I've begun contributing articles to the Trade2Win website.  Some of these will be reprints of articles already on this site; others will be original offerings.  Many of these articles will focus on trading techniques.
Friday's market shook off early weakness to close above its day's average price of ES 1232.5, resuming our short-term uptrend.  A majority of stocks traded in short-term uptrends, although once again the number of large cap issues making fresh short-term highs was muted.  The adjusted TICK ended at +140; the Institutional Composite was +258.  To repeat an earlier point: this is the tenth positive reading for the Institutional Composite over the past twelve sessions, indicating that large caps are seeing more buying interest than small and mid caps over this period.  This, however, is the third positive reading in the Cumulative TICK in the past four sessions, indicating some broadening out of the rally--not a weakening.  Perhaps for this reason, we're seeing improving momentum in the Overbought/Oversold and Efficiency measures.  Demand ended the day at 76; Supply was 51.  New 20 and 65 day highs dropped to 1124 and 774; new 20 and 65 day lows also dipped to 337 and 105.  Although we remain in an intermediate-term consolidation range, buying dips that remain above the day's average price is the operative strategy for early trading. 

July 22, 2005 

Note: On the road; the next Weblog entry will be Monday AM.
Two big news items--China's currency revaluation and fresh London bombings--hit the market before the open, creating considerable pre-opening volatility.  As a general rule, enhanced volume and volatility in the pre-opening, Globex session tends to bring enhanced volume and volatility in the day's early trade.  Repeated bouts of selling hit the market--often in response to strengthening moves in the U.S. dollar--returning us to the neutral, intermediate-term trading range.  We closed well below the day's average price of ES 1232, but prices held above important support at 1224/5.  New short-term lows expanded modestly with the selling, and a plurality of issues traded in short-term downtrends (although, interestingly, this plurality could not expand with afternoon selling).  The adjusted TICK was quite weak at -639, but the Institutional Composite was stronger at +53.  Once again, this continues the pattern of greater relative strength in the large caps compared with their small and mid cap counterparts.  Demand was 45; Supply was 96.  New 20 and 65 day highs dipped to 1394 and 945; new 20 and 65 day lows expanded only modestly to 373 and 119.  Overall, I thought the market absorbed the selling quite well; our ability to hold the 1224/5 support will be key to determining whether or not we break the recent trading range. 

July 21, 2005 

Note: The market's ten-day average Institutional Composite reading of 261 is the third highest reading in the past two years.  We've had nine non-overlapping occasions where the 10 day Institutional Composite was > 200.  There was no evidence of short-term upside momentum going forward; over the next five sessions, the market (SPY) was up 4 times, down 5 for an average price change of -.07%.  This compares with a five-day average change of .22% for the sample overall. 

Wednesday's market shrugged off early earnings-news weakness, as the number of stocks making new lows early in the day failed to expand.  This propelled us to the top of the recent trading range and above, as we closed above the day's average price of ES 1232 and established a short-term uptrend.  A plurality of issues traded in short-term uptrends through the day, widening through the afternoon.  Short-term new highs, however, were suprisingly muted.  The adjusted TICK ended at +673; the Institutional Composite was +301.  For the latter, this is the eighth positive reading in the past ten sessions.  (See note above).  Demand was 86; Supply was 39.  New 20 and 65 day highs expanded to 1675 and 1186--very strong, but still well below levels reached on July 11.  New 20 and 65 day lows contracted to 315 and 109.  As long as we continue to make higher highs with a positive Demand/Supply balance and expanding new highs, the trend remains up and buying dips that remain above the day's average price is the operative strategy for the AM. 

July 20, 2005 

Note: The market's drop after the close is a reminder that the market's behavior is quite different during the regular trading session and after hours.  Since March, 2003, we gained 41.83 points on SPY.  Only 18.07 of those points represent movement from the day's session open to close.  The remaining 23.76 points occurred between the close and the next day's open.  Interestingly, the correlation between the price movement in the day session and after hours has been -.10--a caution to those who assume that price moves during the day will tend to carry over to the next day. 

The market moved above its previous day's high on Tuesday, only to fall back into the range after the close on Intel news.  We closed slightly above the day's average price of ES 1230.5, remaining in a neutral trading range.  Indeed, the average trading prices for the past six sessions have been 1224, 1226, 1232, 1230, 1227, and 1230.5.  New short-term highs expanded in the afternoon, though not dramatically, and a plurality of issues traded in short-term uptrends (although there was some waning of that plurality in the afternoon).  Demand rose to 105; Supply was 38.  New 20 and 65 day highs were 1206 and 894; new 20 and 65 day lows were 363 and 120.  We remain in the intermediate-term consolidation range; the basic trading strategy remains unchanged. 

July 19, 2005 

Update:  If we just look at the range between the day's opening and closing prices for SPY, we can see that the changes over the last four days were .16, -.07, .05, and -.15.  This is the fourth lowest four day average daily range since the market lows of March, 2003 (N = 592).  Interestingly, the three narrower occasions, 11/3/04, 1/28/05, and 2/3/04, all resolved with significantly higher prices ten days later, averaging about 2.9 SPY points (29 S&P points).   

Once again we traded in a narrow range on Monday, closing slightly beneath the day's average price of ES 1227 and continuing the neutral trending range.  We saw a mild increase in stocks making intraday lows, and the proportion of issues trading in short-term downtrends rose late in the day (though never quite making it to the early morning extremes).  The adjusted TICK finished at -302, its third negative reading in the past four trading sessions.  The Institutional Composite ended at -56, its first negative reading over that same period.  Demand was 41; Supply was 83.  New 20 and 65 day highs were 805 and 502; new 20 and 65 day lows were 360 and 90.  We continue in an intermediate-term consolidation range; as always in such a situation, fading moves toward the edges of this range when we don't see an expansion of new highs/lows is the operative strategy. 

July 18, 2005 

Friday's market traded in a narrow range, closing near the day's average price of ES 1230 and continuing the neutral trending range.  Intraday new highs once again remained muted, though still ahead of new lows; the proportion of stocks trading in short-term uptrends rose through most of the day.  The adjusted TICK ended at +83; the Institutional Composite posted its sixth solidly positive day out of the past seven trading sessions, finishing at +311.  Once again, this points to the shift we've seen out of the small and mid cap issues and into the large caps.  Demand was 36; Supply was 71.  New 20 and 65 day highs dropped to 794 and 510; new 20 and 65 day lows were 330 and 83.  Overall, new highs have dominated new lows, both in the broad market and in my basket of large cap issues.  Strength in the large caps is also reflected in the rising Money Flow.  Strength in the Cumulative Demand/Supply Index points to vigor in the broader market as well, despite waning momentum in our Efficiency and Overbought/Oversold measures.  We are currently in a narrow range; a break out of the range that expands the number of stocks registering fresh new highs or lows will establish a directional trend. 

July 17, 2005 

Is trading a meaningful activity?  Does it possess a moral status?  Such questions are part of this week's article. 

July 16, 2005 

The high-low range for SPY over the past three days has been 1.18%.  This compares with an average range of 1.73% over the past 100 days and an average range of 2.65% since January, 2002 (N = 884).  Once again we see evidence of low volatility.  

Interestingly, we've had more stocks decline than advance during this three day consolidation period, with the difference between advancers and decliners amounting to approximately -8% of issues traded over the three days.  Over the last 100 days, we've seen advancers minus declines equal an average of about 2% of total issues traded in the three days; since January, 2002, the difference has been 3%.  So what we have is a narrow range with advancers noticeably underperforming decliners.

Since January, 2002, we've had 98 days with a three day range below 1.25%.  Only 16 of these days have had an advance-decline differential lower than -4%.  The average price change two days later was .25%, with 10 occasions up, 6 down.  That compares with an average price change of -.04% for the remainder of the sample.  I notice, too, that when advancers have greatly lead decliners during such narrow ranges, the average two day price change going forward is quite negative.  Contrary to intuitive expectations, selling during narrow ranges does not at all necessarily lead to further selling going forward when, presumably, the narrow range is broken.  On the contrary, if high selling or buying cannot push the market below or above a narrow range, it seems to give the other side a chance to move the market for a couple of days. 

July 15, 2005 

The market opened strongly Thursday morning, but spent much of the remainder of the day returning those gains.  We closed just below the day's average price of ES 1232, continuing the neutral trending mode.  Intraday highs waned through the day and, by the close, a plurality of issues were actually trading in short-term downtrends.  For the second consecutive day we saw net selling in the broad market, with the adjusted TICK at -747, but considerable buying in the large caps, with the Institutional Composite at +371.  This is reflected in price strength in the large cap stocks and in the NASDAQ 100, while we see weakness in the Russell 2000 and midcap stocks.  Demand was 43; Supply was 90.  New 20 and 65 day highs rose to 1441 and 1056, well below the levels of earlier in the week, while new 20 and 65 day lows were little changed at 305 and 95.  The S&P 500 is drifting higher thanks to the buying in the large caps, but this is masking broader weakness. 

July 14, 2005 

Update:  Here's an interesting tidbit.  Since July, 2003 (N = 507), we've only had nine days in which the Institutional Composite has been > 400, while the adjusted TICK has been negative.  This configuration means that there has been significant buying in large cap stocks, but net selling in the rest of the issues.  Strength in the market is thus dependent on a relatively small group of highly weighted stocks.  One day after those nine occasions, the market was up once and down eight times for an average loss of -.51%.  The result suggests that index price strength that is dependent upon unusual upside action in a single sector is more likely to reverse than broadly based strength. 

Wednesday was an inside day--about as far from a momentum event as you can get.  Since January, 1996 (N = 2370), we've had 259 inside days.  The average price change the next day was .01%--the same as the sample overall.  Interestingly, when the inside day has closed higher than the day previous (as in Wednesday's market; N = 130), the average price change the next day has been .16% (76 occasions up; 54 down).  When the inside day has closed lower (N = 129), the average price change the next day has been -.15% (63 occasions up; 66 down).  On only 20 occasions have we seen an up inside day following two previous positive closes; the next day the market was up by an average .28%, but only 11 occasions up, 9 down.  The results suggest a modest upside momentum effect even on inside days, but the emphasis is on modest.  Since the start of the current bull market in late 2002, inside days that finish higher have not shown significant positive follow through. 

Wednesday's market closed slightly above the day's average price of ES 1226, shifting us to a neutral trending mode.  Intraday new highs were muted; indeed, a plurality of issues traded in short-term downtrends.  Strength was largely limited to the large cap stocks: the adjusted TICK finished at -198, while the Institutional Composite ended at a strong +496.  Demand fell to 31; Supply was 65.  New 20 and 65 day highs dipped to 1240 and 868; new 20 and 65 day lows were 278 and 97.  We continue higher in price terms, but the shift of strength from the small and mid caps to the large stocks bears watching. 

July 13, 2005 

I've made such a big deal about upside momentum effects in recent blogs; here's an intraday example of an anti-momentum effect.  When is momentum with you; when has it shifted against you; what are the odds of further movement/retracement in these scenarios?  These are the kinds of things you need to know as a short-term trader.  If you take a look at the blogs from the last few days, you'll see examples of how qualitative and quantitative analyses fit together to form testable market hypotheses.  More to come in my book... 

Tuesday's market continued the upward trend, as we closed slightly above the day's average price of ES 1224.  New highs continued to dominate on an intraday basis and the proportion of stocks trading in short-term uptrends expanded through the day.  The adjusted TICK ended at +116; the Institutional Composite was -3.  Demand fell to 46; Supply was 42.  New 20 and 65 day highs were 1834 and 1363; new 20 and 65 day lows were 245 and 90.  As long as we continue to make new daily highs with a positive Demand/Supply balance, the short-term trend is upward.  Note, however, that Tuesday was the first day of the recent rise in which the number of stocks registering new highs did not expand with price highs.  As with the intraday example above, this suggests waning upside momentum, with reduced odds of short-term upside follow-through. 

July 12, 2005 

I took a look at the market from September, 2002 to the present (N=700) and found 11 days in which 20 and 65 day new highs exceeded 1600.  The next day the market's average change was .05%, with 5 occasions up, 6 down.  No edge there.  Five days later, however, the average change was 1.05%--more than four times the average five day change for the sample overall.  Ten occasions were profitable; only one showed a loss.  Once again we see an example of upside momentum begetting further price strength. 

Note:  June's blog entries are now archived in the index above.  All articles are also archived on the Articles page.
Recent blogs have focused on momentum effects in strong upside markets, noting that strength tends to beget strength in the short run.  Monday's market bore that out, as we moved yet higher on strong buying, closing above the day's average price of ES 1220.5 and sustaining the short-term upward trend.  Intraday highs did wane as the afternoon progressed, however, and the proportion of stocks trading in short-term uptrends--while substantial--also did not expand in afternoon trade.  The adjusted TICK finished at +400 and the Institutional Composite ended at +206.  Demand remained strong at 102; Supply was 27.  New 20 and 65 day highs soared to a very high 2281 and 1688; new 20 and 65 day lows dropped to 243 and 84.  We remain in a powerful upthrust; while some consolidation is certainly due, buying dips that remain above the day's average price will continue to make us money. 

July 11, 2005 

Another example of momentum: I looked at the S&P 500 over the past two years (N = 506) and found 14 examples of two day periods with strong adjusted TICK and Institutional Composite readings, such as we had at the end of this past week.  Three days later, the market was higher by an average of .50%, with 10 occasions up, 4 down.  This compares to a .12% average three day gain for the sample overall. 

The market continued its upward trend on Friday, closing well above its day's average price of ES 1210.  New highs dominated on an intraday basis, and a growing and large plurality of issues traded in short-term uptrends.  Buying was very strong across the board, as the adjusted TICK closed at +849 and the Institutional Composite ended at +458.  Both the broad measure and the more narrow gauge of large cap buying/selling are showing strong short-term momentum.  Demand soared to 157; Supply dropped to 22; the Cumulative Demand/Supply Index is also quite strong, though at levels that normally correspond to intermediate-term momentum (not necessarily price) peaks in the market.  New 20 and 65 day highs also soared to 1733 and 1234; new 20 and 65 day lows dropped sharply to 269 and 95.  The 65 day highs are the highest level recorded in over three months.  The expansion of new highs was also evident in my basket of large cap stocks, though their Money Flow continues to lag.  We have moved sharply from the lows of the London terrorism incident; buying dips that remain above the day's average price remains the operative strategy for the AM. 

July 10, 2005 

I'll be part of a panel at the Chicago Traders Expo this Friday, July 15th at 8:00am.  Do stop by before or after the session if you happen to be in attendance.     

A bit of evidence for momentum effects:  I looked at occasions since July, 1999 (N = 1501) when the average move of SPY from the low of the previous day to the close of the current day was > 2% and < 3% (N = 121).  When the current day's change was > 1% as well (N = 71), there were 40 occasions up the next day, 30 down, and 1 unchanged for an average daily change of .23%.  When the current day's change was < 1% (N = 50), there were 21 occasions up the next day, 29 down for an average daily change of -.05%.  (For the sample overall--N = 1500--the average daily change was -.002%).  Interestingly, the same pattern also occurred for the S&P Midcaps:  When the current day's SPY change was > 1% in addition to the 2-3% gain from the previous day's low to the current day's close, the next day's MDY was up an average of .40% (44 occasions up; 27 down).  When the current day's change was < 1%, the next day's MDY averaged -.08% (23 occasions up; 27 down).  More important than the mild upside bias for Monday's trade is the observation that the patterning of market changes--and not simply their absolute magnitudes--is important in forecasting subsequent performance.  Strength in the most recent time segment of a period tends to spill over into strength into the next segment. 

July 9, 2005 

Friday was my last full-time day as Director of Trader Development at Kingstree Trading, marking an incredible year with a great group of people.  My decision to step down to a part-time basis of working with Kingstree and its traders was difficult, but ultimately it was necessary to free up the time needed to write a new book and pursue my own trading.  Life, like trading, is filled with difficult choices; the hardest of all are when you're selecting between attractive alternatives.  (See the essay I wrote a year ago on a similar topic).  If you have any sense for how positively I feel about Kingstree, you'll have some inkling of how excited I am about the new book and the coming trading--only a phenomenal set of alternatives could take me away from full-time immersion in what I've been doing.  

It was quite a rally from Thursday's terrorism-induced lows to Friday's late day highs.  Since 2003, we've had 16 occasions when the S&P 500 (cash) rose similarly from the previous day's lows; there is a mild bias to the upside for the following day, with the average gain .15%; 12 occasions up, 3 down, and 1 unchanged.  I'll take a further look over the weekend. 

July 8, 2005 

We opened sharply lower on Thursday due to the London bombing, but the market recovered steadily through the day, broadening its advance in the afternoon.  The rally returned us to our neutral, multiday trading range, as we traded well above the day's average price of ES 1194 in a short-term uptrending mode.  Intraday new lows soared at the open, but abated through the day, and the large plurality of issues that traded in short-term downtrends waned through the day as well.  Buying was evident through the sessions; the adjusted TICK closed at +448; the Institutional Composite was +240.  Demand was 42; Supply was 106; new 20 and 65 day highs dropped to 836 and 552; new 20 and 65 day lows soared to 837 and 245.  If we have, indeed, returned to an uptrend, we should not exceed these levels of new lows.  Meanwhile, buying dips that remain above the day's average price is the operative strategy for the morning, while being cognizant of the multiday range.

I looked at reversals similar to yesterday's both in magnitude of opening gap and subsequent rally.  No real edge in the 26 similar instances since January, 1996; five of the last six occurrences found the next day closing lower than its previous day's close.  The important nugget was emailed to our traders: the session immediately following a large opening gap down tends to be a volatile trading session: only 3 of 76 similar occurrences saw daily ranges below 1%.  History does not always repeat itself, but chance does, indeed, favor prepared minds.  

I had an interesting lunch at Kingstree with Peter Steidlmayer, the developer of Market Profile.  He is clearly a creative, bright thinker.  I'm not sure I can do his main points justice, but the gist was that traders need to create opportunity by developing new trading products rather than continue to use the same methods to trade the same markets.  His idea of new trading products are really synthetic blends of existing products; an example might be to trade a basket of small cap stocks from different sectors.  The basket would act as a single tradable product; its composition would be dynamically weighted in a rule-based manner to ensure maximum trending (directional) properties.  The idea is that the new, synthesized product would be eminently more tradable than any of its individual constituents.  Very interesting...and clearly akin to what the diversified trend following funds are all about.   

July 7, 2005 

The market was unable to surmount Tuesday's highs and fell back in afternoon trading, retracing much of the prior day's gain.  This placed us well below the day's average price of ES 1204, reversing us to a short-term downtrend.  New lows dominated on an intraday basis, and a mild plurality of issues traded in short-term downtrends.  We are in an intermediate-term range, with the average price for the past six sessions being 1203.5, 1205.5, 1201, 1199, 1205.5, and 1204.  During this time, the S&P 500 and NASDAQ 100 have been range bound, but the small caps have been in an uptrend, while selling has dominated the large caps.  This is reflected in the relative strength of the adjusted TICK, which closed at -220, vs. the Institutional Composite, which finished at -380--the fourth day out of the last five in which selling was more concentrated in large caps than in the broad market.  The underlying strength in the mid and small caps is reflected in the relatively mild Demand/Supply numbers (58 vs. 65) and in the favorable new high/new low statistics.  We saw 20 and 65 day new highs at 1287 and 908; 20 and 65 day new lows at 402 and 143.  Indeed, this is the lowest number of 20 day lows in over a week.  While selling bounces that remain below the day's average price is the operative strategy for the morning, we are likely to remain range bound as long as buying in the smaller issues keeps a floor on the market and selling in the large caps acts as a ceiling. 

July 6, 2005 

Late Update:  Interestingly, since January, 1996, an upside breakout day following an inside day such as we had Tuesday does not have significantly favorable expectations the next day.  I found 20 similar occurrences matched on two of the Modeler dimensions; the average next day's change was +.13%, with 11 instances up, 9 down.  Not enough of a bias to factor into trading. 

The Micropsychology Modeler suggested a positive bias for Monday and, despite early weakness, we broke above Friday's range, closing above the day's average price of ES 1206 and initiating a short-term uptrend.  Intraday highs expanded in the afternoon, and we saw a plurality of issues trading in short-term uptrends.  The adjusted TICK was +490; the Institutional Composite was +137--again reflecting greater relative strength among small and midcaps compared with the large cap issues.  Demand soared to 108; Supply was 42.  New 20 and 65 day highs expanded to 1450 and 1016; new 20 and 65 day lows also rose to 514 and 169.  We broke above a two day range; buying dips that remain above the day's average price is the preferred strategy.  I'll see if I can consult the Modeler before Tuesday's open; keep an eye out for an update.   

July 5, 2005 

Late Update:  I am developing something I'm calling the Micropsychology Modeler.  It's a program that uses short-term market psychology data (from up to three days back) to predict the S&P 500 average (cash; up to three days in the future).  The program uses five predictors and develops multiple predictive models from preset combinations of these.  Each of these models is considered an "expert" and their results are aggregated as a vote by a "committee of experts".  This is extremely time-intensive work, as I'm trying to validate each of the model/experts with 10 years of historical data.  I hope to make the predictions of the Micropsychology Modeler a regular part of the Weblog going forward.  FWIW, with the validation still a work in progress, the Modeler's top expert finds 29 days similar to Friday across four of the predictor variables; the average gain the next day was .18%, with 19 days higher; 10 lower.  Over the entire sample of 2640 days, the average one day gain is .04%, with 1398 up and 1237 down; 5 unchanged.  Interestingly, the modest positive bias is found by most the other experts as well (one showed no directional bias at all). 

Friday's market traded in a narrow range, closing near its day's average price of ES 1199 and returning to a neutral short-term trend.  A narrow plurality of issues traded in short-term uptrends, but we saw no expansion of intraday new highs.  The adjusted TICK was +23; the Institutional Composite was +147.  Demand 58; Supply was 60.  New 20 and 65 day highs dipped to 812 and 535; new 20 and 65 day lows also dropped to 434 and 133.  We will need a move outside Thursday's range, accompanied by an expansion of new highs/lows, to return to a directional trending mode.

Although we are seeing positive short-term momentum in my basket of stocks and in the broad market, on an intermediate-term basis we continue to see new highs vs. lows lag in the broad market and especially among the large caps.  The persistent selling in the large caps is evident in the Money Flow figures--a contrast to the positive Cumulative Demand/Supply Index numbers tracking strength across the broad market.  I do not expect a break from the current intermediate-term consolidation until we see either greater strength in the large caps or greater weakness among the small and mid caps. 

July 4, 2005 

By my calculations, over the past 29 trading sessions we have had a total range in the S&P 500 cash of 2.79%.  Only one other period in the past ten years (8/29/95 - 9/6/95) has had a narrower range over an equivalent time frame.  A total of five similar time periods in the last ten years have formed a range of under 3.5%; all five led rather promptly to extended breakout moves, two to the upside (8/95, 10/95) and three down (6/96, 2/04, 7/04).  Interestingly, none of these occurred at bull market highs, although all five occurred during bull periods.  Clearly this is a period of historically low volatility.  If historical precedent holds, the breakout--when it finally occurs--should not be a one or two day affair.   

July 3, 2005 

What is the relationship between the S&P 500 average (ES futures) and the sector indexes in the market?  This week's article takes a look. 

Thanks again to the participants in the Idea Exchange.  The articles will go out in the next day or two as I review and collate.  Have a great July fourth holiday. 

July 1, 2005 

The market turned lower after the Fed announcement, closing well below the day's average price of ES 1201.5 and initiating a fresh short-term downtrend.  The proportion of stocks trading in short-term uptrends waned steadily through the day, and the afternoon saw an expansion of intraday new lows.  The adjusted TICK finished at -123; the Institutional Composite was quite weak at -516.  This reflects greater selling in the large caps, such as the S&P 500 and NASDAQ 100, than in the smaller issues.  The relative strength in the midcaps and small caps accounts for the surprising strength in the Demand/Supply and new high/new low statistics.  Demand was 61; Supply was 75.  New 20 and 65 day highs were 1058 and 685; new 20 and 65 day lows were 490 and 149.  We have broken below a two day range; while selling bounces that remain below the day's average price is the preferred strategy, I will be careful assuming a downside extension if we continue to see recent levels of relative strength in the small and mid caps.

