August 31, 2004 

Monday's market broke below its previous session's lows, expanding the number of stocks making fresh short-term lows and turning the short-term trend bearish.  Monday's TWAP
of ES 1103 was below Friday's level, and we saw net selling on the day with an adjusted TICK of -242.  New 20 and 65 day highs dropped to 1035 and 554, respectively, while new 20 and 65 day lows rose to 282 and 173.  Demand finished the day at 28; Supply at 86.  Large market participants were net sellers for the third consecutive day, with the Institutional Composite at -226.  Money Flow continues to weaken among my basket of stocks.  All in all, bounces that remain below the TWAP have to be considered candidates for selling. 

August 29-30, 2004 

Friday's market broke above the Thursday highs, sustaining the short-term uptrend.  The day's TWAP of ES 1107 was the ninth day of rising average prices in the past ten sessions.  The adjusted TICK of +368 reflected the net buying on the day, with Demand finishing at 61 and Supply at 31.  New 20 and 65 day highs finished at 1286 and 627 respectively, while new 20 and 65 day lows contracted to 215 and 124.  Interestingly, large market participants were net sellers, with the Institutional Composite at -282 and Money Flow down on the day.  Still, as long as we continue to get higher highs and higher lows day over day with an expanding number of stocks registering fresh new highs, we have to treat the short-term trend as bullish and continue to buy dips. 

August 28, 2004 

This week's article takes a look at the crucial issue of when to trade. 

August 27, 2004 

Thursday's market was especially narrow, with higher prices overall, but also some selling pressure.  The day's TWAP ended at ES 1104.60, but the adjusted TICK on the day was a neutral -98.  Interestingly, large market participants were net sellers, with the Institutional Composite at -282.  Demand finished the day at 46; Supply at 46.  Stocks making fresh 20 and 65 day highs were 1206 and 590, respectively; 20 and 65 day new lows dropped to 241 and 152.  We are making higher highs and higher lows, but new 20 day highs and Demand/Supply have stalled in the face of tepid institutional interest.  New 20 day highs among my basket of stocks continue to lag, and Money Flow has been particularly weak.  We are nearing levels in the Cumulative Demand/Supply Index that have marked swing peaks in the averages.  Overall, the short-term trend is neutral, and this means we are in a trading range.  Breakouts above or below this range accompanied by an expansion in the number of stocks making fresh new highs or lows will turn the trend directional; otherwise, it is prudent to fade moves to range extremes that fail to take the majority of stocks with them.  If we cannot make new highs on buying interest early in the day Friday, I would not be surprised to see increased selling come into this market. 

August 26, 2004 

An early move toward Tuesday's lows could not expand the number of stocks registering fresh new lows and, on the heels of a drop in oil prices, the market rallied above its previous day's highs on strong buying.  Wednesday's TWAP rose to ES 1100, and the adjusted TICK finished the day at a strong +865.  Demand rose to 75; Supply ended at 34.  Large traders were bullish on the day, with the Institutional Composite at +544.  Stocks making 20 and 65 day highs were 1237 and 588, respectively; stocks making 20 and 65 day lows were 297 and 180.  Note that the 20 day highs remain below the levels reached on Monday; Money Flow for my basket of stocks also remains below Monday's levels.  As long as Demand exceeds Supply and new highs in the market are accompanied by an expanding number of stocks making fresh highs, the short-term trend will remain bullish and buying dips that remain above the TWAP will be the order of the day.  A return to the trading range of early this week, accompanied by increased new lows, would invalidate the bullish scenario. 

August 25, 2004 

Yesterday's blog noted to fade moves to new highs that failed to expand the number of stocks making fresh 20 day highs.  Early strength in the market indeed failed to lift those new highs, and we sold off below Monday's range before stabilizing in the afternoon.  New 20 day highs fell to 966, and new 20 day lows rose to 344.  Similarly, new 65 day highs fell to 453, and new 65 day lows rose to 210.  The adjusted TICK finished at -179; Demand ended the day at 48, while Supply was 60.  Action among large market participants was neutral, as the Institutional Composite ended at -12.  The late rise kept the short-term trend neutral, which means that we are range bound.  I would look to fade moves to either yesterday's highs or lows if the number of stocks making fresh new highs or lows does not expand.  So far we've had two days of net selling in the TICK and the TWAP has moved from ES 1095 on Friday to 1098 on Monday and 1096 on Tuesday.  The continued ability of the market to hold in this TWAP range during selling suggests that we are likely to see further upside once the selling abates. 

August 24, 2004 

Monday saw trading in a very narrow range, as the market failed to sustain new highs, but kept above the previous day's lows.  There was meaningful selling on the day, with the adjusted TICK at -440, but the TWAP remained above Friday's level, finishing at ES 1098.  Large market participants were also sellers, with the Institutional Composite at -442.  Demand finished the day at 50; Supply ended at 67.  Despite this selling, new 20 day highs rose to 1262, while 20 day lows fell to 233.  The short-term trend remains weakly bullish, putting us in a position to buy dips that remain above ES 1094, but I would be fading moves to new highs that fail to expand the number of stocks registering fresh 20 day highs.  Moves below ES 1094 that expand the number of new 20 day lows would likely turn the short-term trend bearish.  While we've had considerable buying over the past six trading sessions, the Intermediate Power Measure is far from levels normally associated with intermediate-term market peaks. 

August 22, 2004 

Thursday's neutral trend set us up with a breakout range, and Friday's market responded by breaking to the upside.  The day's TWAP rose for the fifth consecutive session, finishing at ES 1095.  The adjusted NYSE TICK was a very strong +1042, and Demand swamped Supply by 99 to 25.  New 20 day highs rose to 1252--the highest level since late June--and new 20 day lows dropped to 245.  The Institutional Composite, tracking the behavior of the market's largest participants, was also quite strong at +546. 

A look at the charts shows that we are seeing continued buying in the NYSE TICK and by the large traders.  New highs continue to dominate new lows in the broad market, though we are seeing a stalling out of new highs within my basket of large cap stocks.  Similarly, Money Flow among the large caps has been surprisingly tepid for this move.  We are starting to reach a level in the Cumulative Demand/Supply Index that has marked momentum peaks in the market.  As long as new highs continue to expand along with the TWAP, however, the short-term trend remains bullish. 

August 21, 2004 

This week's article turns philosophical and asks the question, "Why do we trade?" 

August 20, 2004 

Thursday's market experienced moderate selling, turning the short-term trend neutral.  Although the TWAP rose to ES 1090, the number of stocks making fresh 20 day highs declined to 942, while the new lows also dropped to 295.  Demand finished the day at 49; Supply at 53.  The Institutional Composite finished at a modestly lower -54, and the adjusted TICK ended at -185.  The neutral trend means that we have a rangebound market with breakout market conditions.  A break above Thursday's highs accompanied by an expansion in the number of stocks registering new 20 day highs would turn the short-term trend bullish; a break below Thursday's lows accompanied by an expansion of stocks making new 20 day lows would turn the short-term trend bearish.  Moves toward either side of yesterday's range that are not accompanied by expanding new highs/lows and momentum are candidates for fading.   

August 19, 2004 

We saw renewed heavy buying Wednesday, as the short-term trend following strategy of buying dips above ES 1080 paid off nicely.  Wednesday's TWAP of ES 1088 was well ahead of Tuesday's level, marking the third straight day of solidly rising prices.  The adjusted TICK finished at a strong +495.  Demand finished the day at 131; Supply ended at 29.  This indicates lopsided momentum to the upside.  New 20 day highs expanded to 1040; new 20 day lows dropped to 349.  The Institutional Composite, tracking the behavior of large market participants, finished at a very solid +401.  Bottom line: As long as Demand exceeds Supply, new 20 highs are expanding, TWAP levels are rising, and large traders are leaning to the buy side, it is premature to short this market on anything other than a scalping basis.  The operative strategy remains to buy dips that remain above ES 1085, and especially that remain above the TWAP.

Note the strength in the Cumulative Demand/Supply Index, the cumulative Institutional Composite, the short-term NYSE TICK oscillator, and the Intraday Hi/Lo Index.  Particularly observe how selling dried up on the TICK measure and the Institutional Composite prior to the bullish readings on the DSI and the short-term new highs/lows.  It's a nice illustration of a bottoming process. 

August 18, 2004 

Tuesday's market brought follow-through to the heavy buying strength on Monday, but the upside became much more labored by the afternoon.  Overall, the buying subsided, with the adjusted TICK finishing at a relatively neutral -10.  The TWAP of ES 1082 was well ahead of Monday's level, but large traders registered only at -72 on the Institutional Composite.  Demand finished the day at 100; Supply at 29.  New 20 day highs expanded to 732; new 20 day lows contracted to 491.  Given these stronger readings, the short-term trend remains bullish, and buying dips that remain above ES 1080 is the operative strategy. 

August 17, 2004 

Monday's market broke to the upside, turning our short-term trend bullish.  Buying was very strong, with the adjusted NYSE TICK finishing at 850 on the day.  That is the highest reading in over two months.  Demand soared to 147; Supply shrank to 17.  New 20 day highs rose to 587; fresh 20 day lows decreased to 639.  Institutional participants were particularly strong buyers, with the Composite ending the day at +789, also the highest reading in over two months.  The TWAP of ES 1076 was a seven day high.  It would not be surprising to get some consolidation after such a buying spree; we are overbought on the Volume Intensity Index, which has tended to register short-term market peaks when over .100.  Still, the trend remains bullish as long as we remain above the TWAP, and we generally can look forward to some upside follow-through after such strong Demand/Supply readings. 

August 15, 2004 

This week's article is a self-evaluation checklist for traders.  Previous weeks' articles are archived here. 

August 14, 2004 

Once again we are seeing buying pressure, but an inability of the buying to move prices meaningfully higher.  Friday's TWAP of ES 1064 could not exceed Thursday's level, despite net buying reflected in the adjusted NYSE TICK (+201) and a neutral reading from the large institutions (+63).  Demand rose to 45 and Supply dropped to 31, but new 20 day highs (388) continue to lag new lows (1143).  A rise in new 20 day highs beyond the 749 registered on 8/2 would be quite bullish; a drop in new 20 day lows beyond the 1344 achieved on Thursday would be bearish. 

We are close to a region on the Intermediate Power Measure that has marked recent market bottoms.  Oddly, however, such measures as the short-term NYSE TICK and the Efficiency Index are closer to overbought readings than oversold.  This is also true of the Institutional Composite, which tracks the large market players.  A close look at this indicator reveals that Selling during the recent market decline has been much lighter than that seen during previous, recent drops.  As a result, we are making fewer new lows among stocks on this decline than previously.   

All told, the trend is neutral and I'm in breakout mode.  We will get bullish readings if we can break above Friday's highs with an expansion in the number of stocks making fresh new highs.  Conversely, a break below Friday's lows that expands new lows will return us to the bearish side.   

August 13, 2004 

Wednesday's inability to move prices higher on buying (see the previous entry) gave way to selling yesterday, with the TWAP dropping to ES 1067 and a closing price well below that level.  Large market participants were active sellers, with the Institutional Composite closing at -517.  Interestingly, the short-term moving average of the Institutional Composite has been a useful timing measure, and it is at levels normally associated with short-term market lows.  Demand finished the day at 25; Supply was 68.  The adjusted NYSE TICK also reflected selling at -364.  New 20 day highs dropped to 309; new 20 day lows expanded to 1344.  Money Flow fell to a recent low.  All of these indicators reflect a bearish short-term trend. 

That having been said, we are right at last week's lows but the number of stocks registering fresh lows, both for the market overall and for my basket of stocks, has not expanded.  Similarly, the Demand/Supply Index is nowhere near the levels seen at the end of last week.  If we cannot push to new lows and expand the number of stocks making fresh new lows, I would be on the lookout for evidence of bottoming. 

August 12, 2004 

Once again we saw net buying in yesterday's market, with the adjusted TICK finishing at +301, the Money Flow moving modestly higher, and the Institutional Composite ending the day at +309.  In spite of this, prices moved little, with the TWAP closing the day at ES 1071.  Worse still, Demand fell to 44 and Supply finished at 63.  New 20 day highs fell to 333 and new 20 day lows rose to 1293.  What this suggests is two things: 1) the broad market is weaker than the large cap indices; and 2) buying pressure thus far cannot move this market higher.  If we cannot see a reversal of these elements and a return to expanding new highs and a positive Demand/Supply balance, I expect a retest of the recent lows at minimum. 

August 11, 2004 

The market trended higher yesterday, raising the TWAP to ES 1072.  The Institutional Composite was moderately positive at +272, with neutral Buying (-4) and lighter than normal Selling (+401).  Demand finished the day at a strong 104; Supply finished at 15, suggesting broad participation in the rally.  The breadth of participation was also reflected in the adjusted TICK, which finished the day at +724.  New 20 day highs rose to 445; new lows fell to 825.  Money Flow was modestly positive.  As long as we can hold above the afternoon lows on pullbacks, the short-term trend is up. 

August 10, 2004 

Note:  July's entries are archived; other months are linked above. 

Yesterday's TWAP dropped to ES 1066, but several of the indicators suggested that buying came into the market on the heels of the recent decline.  The Institutional Composite was moderately positive at +263, indicating net buying by large market participants.  New 20 day highs dropped to 417, but new 20 day lows also declined to 1610.  For the Demand/Supply Index, Demand rose to 31; Supply improved to 34.  Overall, however, the adjusted NYSE TICK finished the day at -257 and Money Flow was negative.  Until we can see higher highs day over day in the market with an expansion in the number of stocks registering fresh new 20 day highs, the short-term trend remains down. 

August 9, 2004 

Since the last entry, the short-term trend measures have worked quite well, pointing to sustained weakness.  The TWAP dropped to 1089 on Thursday; then 1069 on Friday.  The Adjusted Cumulative NYSE TICK on Thursday was -788; on Friday was -319.  Money Flow was negative both days, as was the Institutional Composite.  New 20 day lows rose to 1094 on Thursday; 2149 on Friday.  This was against 483 and 631 new highs, respectively.  Demand was 30 on Thursday; 25 on Friday; Supply was 98 on Thursday; 110 on Friday.  In the recent past, we've seen intermediate-term lows after 75+% of stocks in my basket hit new 20 day lows; after the Cumulative Demand/Supply Index has reached -15 or less; and after we've seen 2000+ new 20 day lows.  All of these conditions have been met.  If we see further price weakness that is unable to expand the number of stocks registering new lows--a pattern that can be seen among my basket of stocks--the conditions will be ripe for a potential turnaround.  Until then, the short-term trend remains down. 

August 5, 2004 

Note:  I'll be on the road through the weekend; the next entry will be posted Sunday night.
The market broke the recent range, with the TWAP finishing at 1096.  Demand ended the day at 45; Supply at 85.  New 20 day highs dropped to 598; new 20 day lows rose to 982.  Despite this weakness, yesterday's Institutional Composite was +487; Money Flow for the basket of stocks was positive; and the adjusted NYSE TICK finished at +266.  What this means is that there is buying pressure in the marketplace, but that the buying is unable to move prices higher.  This usually occurs near the end of upward market trends.  Until we can see Demand exceed Supply and an expansion of new 20 day highs, the trend remains downward. 

August 4, 2004 

We're stuck in a range; the TWAP for the past four days has been 1099, 1099, 1102, 1102.  Demand finished the day at 51; Supply was 76.  New 20 day highs fell to 715; new 20 day lows also fell to 600.  The Institutional Composite was -90; the adjusted TICK was 4.  These are relatively neutral readings; a move below yesterday's lows that expands the number of stocks registering fresh 20 day lows will likely turn the short-term trend lower. 

August 3, 2004 

Demand finished the day at 78; Supply at 58.  New 20 day highs expanded from 697 to 749; new 20 day lows also expanded from 444 to 623.  The Institutional Composite was +408, and the TWAP expanded from 1099 to 1102.  Money Flow for my basket of stocks, which bottomed ahead of the market recently, also rose on the day.  The adjusted NYSE TICK on the day was +465.  As long as these indicators continue to show strength, the short-term trend is up. 

August 1, 2004 

This week's article looks at the anatomy of a swing market bottom and how multiple short-term indicators can assist with timing such transitions.

