August 31, 2006
Market Ideas:
TraderFeed traces the anatomy of a breakout move.
Charles Kirk's thoughtburger has it right: The markets are welcoming a soft landing slowdown, with lower oil prices and lower yields leading higher stocks.
Thanks to Trader Mike for this link re: probability of recession as forecasted by yield curve inversion.  See also his recent link re: six questions to answer in a trading journal.
Lots of good food for thought: Henry Carstens, on how chess experts and quant traders think.
James Altucher on stock symbols and stock performance.  Great!
Adam Warner shows how a vol trader thinks.
Here's gangsTA's blog post on GALP:  the energy IPO in Portugal.
Abnormal Returns, on creating synthetic hedge funds.
International ETFs:  Roger Nusbaum on Spain and Australia.  ETF Trends on China.
The life of a NYSE prop trader and why homework matters, even for those scalper dudes.
 

Market Expectations:
A few indications of waning momentum here:  The number of stocks trading above their 20-day moving average volatility envelope was 330 on Wednesday, down from 564 on Monday and down from 821 mid-month.  So far, my measure of Institutional Momentum--based on the number of stocks demonstrating positive trending over multiple time frames--peaked at +940 on the 17th.  It was +800 on Tuesday; +740 on Wednesday.  As of Wednesday, 71% of stocks were above their 20-day moving averages.  That's down from 81% midmonth.  There are signs, however, of the rally broadening.  For example, small caps show *more* upside momentum now than mid-month, with over 60% of issues trading above their 50-day moving averages for the first time this month.  New 65-day highs on Wednesday exceeded their prior August peaks.  This broadening of the rally is an important element to be watching for going forward and will likely have much to do with the rally's sustainability.  While the rally may be stalling--especially in the large caps--there is solid buying in the broad market.
Micropsychology Model:  We made a 20-day high on Wednesday.  That has happened 112 times since 2004 (N = 663 trading days) in SPY.  The next five days in SPY have averaged a loss of -.23% (50 up, 62 down), weaker than the average five-day change of .12% (364 up, 299 down) for the sample overall.  The results are weaker when momentum is low (as at present):  the next five days in SPY (N = 56) average a loss of -.28% (22 up, 34 down).
 

Market Summary:  

Wednesday's market traded in a narrow range, making new recent highs, but having trouble sustaining them.  We closed near the day's average price of ES 1306.25, continuing the short-term uptrend.  Buying and selling were balanced in the large caps, with the Institutional Composite at +46, but buying continued to hold sway in the broad market (see above), with the Adjusted TICK at +394.  Demand dipped to 80; Supply also fell to 32.  New 20 day highs rose to 1772; new 20 day lows fell to 332.  Institutional Momentum dropped to +740, with 13 issues trading in intermediate-term uptrends and 4 in downtrends.  We continue to make price highs and expand the number of stocks making fresh new highs; as long as that's the case, the bias will continue to be to the upside.

 

August 30, 2006
Market Ideas:
TraderFeed makes the case for mean reversion trading.
James Altucher, with some great links, including a strategy with a 130% return and an awesome video.
Trader Mike, on learning technical analysis.
Link to Declan Fallond's review of the recent Odds Maker program from Trade Ideas.
I pass along this post from gangsTA in Portugal, who finds an opportunity in an energy IPO there.  Perhaps worth some due diligence:
In the western border of Europe, right next to the sun and sea lies Portugal.  

But right now something is steaming things up in this laid back country.  In October the GALP IPO will take place and, for once, informed investors worldwide are taking a good look at what's about to happen here...and I think gangstas should also.  That's why this is my first post in English.

Here are some facts worth taking note, all gathered from Portuguese financial newspapers.
Galp is an energy company that has recently been evaluated by analysts to be worth around 6 billion euros.  Only 25-27% of the company capital will be sold in the IPO.
Final price has not yet been set but estimates point to shares at around 6 euros.
Small investors can apply for a maximum of 5000 shares and the general public has a limit of 15000 shares.   

Small investors will have a 5% discount over the IPO price but their stock will be locked for 3 months.

Based on these numbers, it means that Galp has the potential to rise 20% (in less than a year) because the Portuguese Amorim group already bought in December (in a deal with the government) at that price. Another candidate (Petrocer) was willing to buy at double the estimated IPO price of 6 euros.

Galp has already stroke partnerships with other several oil companies like Sonengol (Angola) and Petrobrás (Brazil) and it´s said to be in talks with Gazprom.

As always, real gangstas always do their homework because there is no such thing as easy money. Hard work makes the difference between making a killing or being shot in the markets.

Here are some useful links if you want to know more about the company:

Galp
Galp (Wiki) 

 

Market Expectations:
This is such a great chart.  I will be posting to TraderFeed about the chart Tuesday AM.  Suffice it to say that it tracks the anatomy of a breakout move in the S&P 500 Index futures.  It's the dark numbers below the bars that I want to focus on.  Those represent the cumulative five minute new highs minus new lows for a basket of institutional favorite stocks that I follow.  Thus, a reading of -3 means that, over that five minute period, 3 more stocks made five-minute lows than five-minute highs.  New high/low info was obtained in real time from the Trade Ideas program.  Volume at the bid/offer from Market Delta.  Notice how the new lows dried up prior to buying coming into the market.  More on this tomorrow. 

 

Market Summary:  

Tuesday's market started weak, but rallied after the Fed minutes came out, closing above the day's average price of ES 1301.75, sustaining the short-term uptrend.  The Power Measure closed strongly positive, reflecting late day buying.  Buying again dominated across the board: in the large caps, the Institutional Composite finished at +180; in the broad market, the Adjusted TICK ended at +371.  Demand dipped to 90; Supply rose slightly to 47.  New 20 day highs rose to 1305; new 20 day lows slid to 409.  Institutional Momentum dropped a bit to +800, with 13 stocks showing bullish intermediate-term momentum, 3 bearish, and 1 neutral.  We are at the upper end of a two-day range; continued buying pressure and expansion of 20-day highs will sustain the uptrend.

 

August 29, 2006
Market Ideas:
TraderFeed takes a look at a "stock" that has weathered considerable bearishness.
Market Delta with a major upgrade.
Victor Niederhoffer reviewing the market week:  "What you let yourself be influenced by is the key (to success)".
Charles Kirk's links cover everything from housing to tech to midcaps at a reasonable price to growth rate (PEG).  
Trader Mike links a couple of good posts on stock scanning from the Absolutely NO DooDahs blog.  Check out Mike's cloud of archives.
Abnormal Returns on earnings and market valuation.
Volatility stats are misleading, says Adam Warner.
A number of blogs are excellent for trade ideas.  Here's what the Downtowntrader blog was looking at for this week.
The Shark Report tracks the market during the day.
Variability of performance goes with the trading territory and requires the ability to stay calm and rational: Random Roger.
John Mauldin with Nouriel Roubini's bearish take on housing.
 

Market Expectations:
Recent TraderFeed posts have looked at short-term momentum and the bullish implications of upthrusts.  On Monday, we had a five-day high in the number of stocks trading above their envelopes surrounding their 20-day moving averages, with over 500 stocks qualifying.  When this has happened since 2004 (N = 663 trading days), there has been no bullish edge the next day, but a modest bullish edge three days out.  SPY has averaged a gain of .18% (N = 62; 38 up, 24 down) over the next three days, stronger than the average three-day gain of .07% (368 up, 295 down) for the sample overall.  The edge has been even more modest during 2006; it takes a larger number of stocks trading above their envelopes to trigger a significant momentum effect.  Sometimes a modest finding or none at all is valuable information also. 
 

Market Summary:  

Monday's market featured strong buying through the majority of the day, moving above the recent trading range, closing near the day's average price of ES 1303.25, and starting a short-term uptrend.  The Power Measure closed in negative territory, reflecting late selling.  Buying was evident among large caps, with the Institutional Composite at +244.  We had particularly strong buying in the broad market, with the Adjusted TICK ending at +557.  Demand rose strongly to 117; Supply fell to 42.  New 20 day highs jumped to 1202--still below the levels seen earlier in the month--and new 20 day lows also rose to 442.  Institutional Momentum rose to +880, with 13 stocks trading in intermediate-term uptrends, 3 in downtrends, and 1 neutral.  We need to stay above the recent trading range and continue to expand the number of stocks making fresh new highs to sustain the uptrend.

 

August 28, 2006
Market Ideas:
TraderFeed offers two posts that track the directional edge associated with momentum bursts:  Part One and Part Two.
Thanks to Trader Mike for pointing out the Buzz Tracker site.  His blogroll is a great place to look for updates to the blogosphere, BTW.  
Trader X shares his trading approach and illustrates one of his gap trades.  I think he likes digital signs as much as I do.  Distorted minds think alike, apparently.
Trading guides from Richard Donchian passed along by The Big Picture.
Random Roger on the lending bubble.
MaoXian on ETF performance.
Weekly review of market comment from Declan Fallond.
Sunday links from Abnormal Returns, including this past one on ETFs.  Check especially the post on momentum trading from CXO Advisory.
 

Market Expectations:
A sharp reader pointed out the steep decline in the NASDAQ 100 options volatility ($VXN) on Friday.  Indeed, the drop was a bit over 13%.  Since March, 2003 (N = 870 trading days), when $VXN has been down by 7% or more in a single day (N = 27), QQQQ has been down by an average of -.26% (12 up, 15 down) three days later.  That is considerably weaker than the average three-day gain of .17% (478 up, 392 down) for the sample as a whole.  We've only had six occasions in which $VXN has been down by more than 10% in a single day since 2003.  Five of those six occasions, QQQQ was down the following day and three days out.
 

Market Summary:  

Friday's market continued in its week-long range bound mode, as we closed near the day's average price of ES 1298.  That continued our short-term neutral trending mode.  Indeed, the average trading prices the past seven sessions have varied from 1296.5 to 1302--quite a narrow range.  The Power Measure closed in positive territory, reflecting some afternoon buying.  Buying was moderately strong in the broad market, with the Adjusted TICK at +145, and among large caps, with the Institutional Composite ending at +233.  Demand rose to 62; Supply dipped to 49.  New 20 day highs rose slightly to 722; new 20 day lows dropped to 409.  In my basket of large caps, we see a bit of erosion in upside momentum, with Institutional Momentum now at +600.  Twelve issues trade in intermediate-term uptrends, four in downtrends, and one neutral.  We remain in an intermediate-term range, and I remain reluctant to play for breakouts unless we see evidence of enhanced volume, momentum, and issues participating in new highs/lows.

 

August 27, 2006
Market Ideas:
TraderFeed takes a critical eye to the topic of moving averages.
The bloglist from my recent article is also posted to the Trader Performance page.
Larry Nusbaum offers perspectives on dealing with the loss of wealth, noting that the link between financial gain and happiness is tenuous.
John Mauldin on housing and the economy and the dynamics of instability.
International Perspectives:

Paulo de Leon offers his views on the S&P--and more.  Simply go to Babel Fish, enter the blog URL for Paulo's site, and click for translation from Spanish to English.  
While you're at it with Babel Fish, check out this site recommended by Paulo.
GangsTA's site:  Translate this one with Babel Fish from Portuguese to English.    
Here's a blog devoted to the FTSE, with pivots, updates, and interesting links.
Globetrader in Munich advises to keep an open mind to opportunity.
Here's a trader forum based in South Africa.
Keep those international blog links coming!!
 

Market Expectations:
More modeling of the low volatility market we've had this past week.  I went back to 1990 (N = 4189 trading days) and examined five-day periods in which the high-low range in $SPX has been under 1.25% (N = 235).  Interestingly, there was no bullish or bearish edge for the days overall.  When we break down the sample of low range weeks based on what happened the *previous* week, however, we see a pattern.
When the narrow week was preceded by a down week (N = 59), the following five days in $SPX were up by an average of .42% (37 up, 22 down).  That is stronger than the average five-day change of .18% (2333 up, 1856 down) for the entire sample.  When, however, the narrow week was preceded by an up week, however (N = 176)--as is the case in the current market--the next five days were up by an average of only .07% (102 up, 74 down).  
Indeed, when the prior week was up by more than 2% and the recent week was narrow (N = 25)--as at present--the next five days in $SPX averaged a loss of -.15% (11 up, 14 down).  
Since 2004, we've had 48 occasions of a narrow week with a range of 1.25% or less.  Five days later, $SPX has been down by an average -.14% (23 up, 25 down).  That average loss was greater (-.31%; 17 up, 21 down) when the prior week had been up (as is the case at present).
Bottom line is that a narrow week such as we had the past week has tended to yield subnormal expectations over the following week, especially when the week prior has been strong.
 

August 26, 2006
Market Ideas:
TraderFeed examines the Rydex funds as an indicator of market psychology.
Here's the Trading Markets article on some of my favorite blog sites.
Dave Mabe of Stock Tickr posts his latest interview with Brian Shannon of Alpha Trends.  Thanks for the "hardest working guy" mention.
See also Dave's interview with Ugly, who offers a perspective on proprietary trading.
Here's that excellent interview with Laszlo Birinyi, conducted by Charles Kirk.
Gary Kaltbaum enumerates his market worries, including housing.
Larry Nusbaum has a different take on the housing market, as well as some sound financial advice.  I guess I'll have to forgive him for busting my chops on my selection of favorite blogs.
In the next week or two, I'll be using Systran software to read Websites and blogs around the world, regardless of the language they're written in, as a first step toward linking international market perspectives.  Tomorrow, I'll share some international links right here.
 

Market Expectations:
A little modeling re: the low volatility we've seen of late.  I looked at the range for the past week in SPY (1.03%) and found it was the third narrowest weekly range since 2004 (N = 136 weeks).  When the week's range has been below 1.5% (N = 22), the following week averages a loss of -.40% (8 up, 14 down).  That's quite a bit weaker than the average weekly change of .12% over that period.  Seven of the last eight narrow range weeks have closed lower the following week, going back to July, 2005.   
 

August 25, 2006
Market Ideas:
TraderFeed looks at static and dynamic thinking in the markets.  A number of traders are telling me that they find the morning updates helpful.  I appreciate the feedback.
In place of links tonight, I offer this tribute to the trading blogosphere, posted to the Trader Performance page and scheduled for Friday publication on the Trading Markets site.  Thanks to the many market bloggers who generously share their perspectives each day.
Thanks to gangsTA in Lisbon for this quant finance link.  Also see his links for academic papers and Islamic finance.  
If you are a blogger outside the U.S. and doing some creative work (or know of excellent sites outside the U.S.), do email me at the address below.  I would love to help U.S. traders gain a better perspective on international markets, and I could use the education as well!
[image: image1]
 

Market Expectations:
Thursday's noon entry warned traders that selling was drying up, an observation that proved correct.  The chart below shows what I was looking at and why it's important to market expectations.  Catching shifts in the distribution of the TICK is an excellent way of detecting changing supply and demand in the equity index markets.
[image: image2]
 

Modeling:  Perhaps a favorable indication for Friday?  We've had four straight down closes in SPY.  That has happened 20 times since 2004.  The next day we've been up 15 times, down 5, for a much above average gain of .25%.  Results are also above average when we have 3 days out of 4 to the downside (average next day change .17%; 86 up, 45 down).
 

Market Summary:  

Thursday's market moved lower early in the day, before bouncing in the afternoon.  We closed near the day's average price of ES 1297.25, resuming a neutral short-term trend.  The Power Measure ended solidly positive, reflecting afternoon strength.  The broad market was neutral, with the Adjusted TICK at -42, but there was buying in the large caps, with the Institutional Composite at +183.  Demand rose to 47; Supply fell to 67.  New 20 day highs/lows not available as of this writing.  Among the large caps in the basket, 13 traded in intermediate-term uptrends; 4 in downtrends.  This bumped the Institutional Momentum up to +720.  Thus far the pullback from last week's rally has been modest and on low volume and volatility.  The Friday at the end of a late August week promises more of the same.

 

August 24, 2006
Market Ideas:
TraderFeed tackles the topic of market psychology and the put/call ratio.  Thanks also for the kind feedback regarding the market updates on the blog.
There are some fine articles here from Mike Bryant, who, IMO, does some excellent and honest work with system development and portfolio management.
Trader Mike on the virtues of Netvibes and a chart review that shows us descending from overbought levels.
Nice observation from Adam Warner: A call is often a put in disguise.  I find his daily posts refreshing--a different angle.
Those of you who are members of Charles Kirk's blog site, check out his fundamental screen.  My guess is that using this as a starting point and then performing some historical analyses of the price behavior of the issues might yield interesting results.
Seeking Alpha highlights this offering from Abnormal Returns re: the popularity of ETFs.  See also this excellent piece on the broader world of asset classes from Abnormal Returns.
The Big Picture has a few insights on the weak housing market, including this analysis.
One question interviews from StockTickr.
Concise summary of the situation in Iraq, where consensus on a Plan B is hard to find.
Housing on the Fed radar.
 

Market Expectations:
This basic pattern--on rises and declines--sets up over multiple timeframes.  The bottom X-axis is the difference between the number of contracts trading at offer and the number trading at bid.  Note how selling dries up, even as we make price lows.  Then the buyers enter in force.  Training your eye to see these patterns--and learning to be alert for them across very different time frames--is a big part of developing trading expertise for the short-term trader.  Remember, large locals make their money by trapping traders who are loaded up to the long or short sides and then have to puke their positions.  Patterns such as the one below capture this trapping and are critical to short-term market expectations. 
[image: image3]
 

Micropsychology Modeler - New highs and new lows really matter when it comes to short-term price change expectations.  That's why I religiously track the number of stocks making new 20 day highs and lows across the major equity exchanges.  Wednesday we made a five day closing low in SPY with a five day peak in 20-day lows.  Since 2004 (N = 660 trading days), we've had 103 days in which five-day closing lows have also yielded a five-day peak in new 20-day lows.  Three days later, SPY was up by an average .20% (61 up, 42 down)--stronger than normal.  But wait!  When we break the sample of five-day lows in half, the level of those new 20-day lows makes quite a difference.  When new lows are relatively high, the next three days in SPY averages a gain of .35% (33 up, 19 down).  When new lows are relatively modest (as they were Wednesday), the next three days in SPY average a gain of only .04% (28 up, 23 down).  A five-day low is not a five-day low is not a five-day low...
 

Market Summary:  

Wednesday's market fell on housing news before recovering part of its losses late in the session.  We closed near the day's average price of ES 1296.75, initiating a short-term downtrend.  The Power Measure closed neutral, reflecting the late rally.  Selling was evident in the broad market, with the Adjusted TICK at -767.  We also saw net selling in the large caps, with the Institutional Composite at -228.  It is not unusual to have follow through weakness after the TICK oscillator hits a bottom extreme.  Demand fell to 31; Supply rose sharply to 133.  New 20 day highs dipped to 820; new 20 day lows expanded to 457.  Institutional Momentum fell to +640, with 12 stocks in the large cap basket trading in intermediate-term uptrends, 4 in downtrends, and 1 neutral.  We have dropped below the recent trading range and need to stay below the range, with day over day lows and an expansion of stocks registering 20-day lows to sustain the short-term downtrend.

 

 

 

August 23, 2006
Market Ideas:
TraderFeed takes a look at what we can learn from the opening minutes of trade.
Jason Goepfert of the Sentimentrader site is observing very high levels of put buying in here.  Indeed, we've barely budged on SPY for the past two trading sessions, but equity put volume has been very close to call volume.  Looks like I'll have to do a little modeling of that for Wednesday morning's TraderFeed!
Interesting example of a trade setup from Trader Mike.  Thanks also for Mike's link to the Ugly Chart blog re: trading for a proprietary trading firm.  It's a topic I know just a little bit about...  :-)   Here's an article that might be relevant.
Jubak on the Fed vote for stagflation.
Nice resource: complete list of ETFs and their performance.
CXO Advisory on media bias and risk perception.
Adam Warner on playing with fire in the options market.
The Big Picture on inflation and a missing phrase from a Fed statement.
Ticker Sense notes a lot of "buts" to the recent rally, including bloggers. 
 

Market Expectations:
Here's a good one for the Micropsychology Modeler:  For the past four sessions, we've had very low Demand *and* Supply readings.  What that means is that very few stocks are closing above or below the envelopes surrounding their short- and intermediate-term moving averages.  In other words, very few stocks are trending over a four day period.  Indeed, since 2005 (N = 409 trading days), we've only seen 18 four-day periods with lower combined readings for Demand and Supply.  I took the 50 lowest readings since 2005 and, interestingly, found a bullish edge three days out for SPY.  Specifically, the average three-day change was .14% (34 up, 16 down), notably stronger than the average three-day change of .07% for the entire sample.  What this means is that, since 2005, four-day periods of low trending among stocks have tended to resolve to the upside.  The past seven occurrences (all in 2006) have been up four days later.  Let's keep that finding in mind as we move forward and handicap the odds of a breakout from the current range.
 

Market Summary:  

Tuesday's market once again traded in a narrow range, closing near the day's average price of ES 1302.  This has marked the fourth consecutive session with a similar average trading price (see Model note above).  As the TraderFeed update noted, much of the day traded as an inside day within an inside day, with relatively modest volume.  This continues us in the neutral trending mode.  Buyers and sellers were pretty much at stalemate through the session, both in the large caps (Institutional Composite of -72) and in the broad market (Adjusted TICK of 31).  Demand was 55; Supply was 48.  New 20 day highs fell to 848; new 20 day lows also dropped to 322.  Institutional Momentum rose to +820, with 15 issues trading in intermediate-term uptrends and only 2 in downtrends.  We continue to oscillate around the ES 1301 level; moves to range extremes that do not expand new highs or lows have made for good fades.  Once again, the TraderFeed updates will track volume and large trader activity to see if this range is likely to continue.

 

August 22, 2006
Market Ideas:
TraderFeed offers a framework for thinking about the market's short-term behavior.  Note that the blog has also begun intraday updates to track the buying and selling activity of large traders and the dominance of locals and institutions at various times of day.
This is just a phenomenal article: James Montier, via John Mauldin, on quant models vs. unaided human judgment.
Here's Trader Mike's index review for the day; I like to see how other, experienced traders process market action.  The best blogs model how experienced traders think about markets.
Talk about modeling thinking processes; that's one of the things I get out of outspoken bloggers such as Barry Ritholtz and Bill Cara.  Here Barry passes along musings re: whether currencies are a better gauge of inflation than bonds.   Bill tackles the complex issue of commodity prices and prospects for stagflation vs. outright deflation.
It's rare that I don't find at least one provocative link in Charles Kirk's array.  I especially like the car sales indicator for the economy. 
ETF Trends reports the debate between ETFs and mutual funds as investment vehicles.
Brian Shannon makes the case that sellers are not rushing into the NAZ.
I'm always on the hunt for new and interesting blogs.  Nice index and stock chart review from Downtowntrader.
Thanks to Abnormal Returns for the link to the article on the dangers of Forex trading for the unwary trader.
Thanks also to the TAZ Trading Blog for passing along perspective on the lead up to Labor Day.
 

Market Expectations:
I'm standing pat with yesterday's model and also the historical tendencies noted on the blog.  Keep an eye on TraderFeed tomorrow AM, however, for a historical update based on Monday's action.  
Meanwhile, below is a chart of the cumulative total of ES contracts traded at the offer minus those traded at the bid.  When the line slopes upward, we know buyers are more aggressive; when it slopes downward, sellers are dominant.  Notice in Monday's market that the afternoon never could establish a breakout, just one of several indications of a rangebound market.  (Red = ES price; green = cumulative volume at bid/offer).  Also observe how the morning spikes in ES price came at successively lower levels of the cumulative line.  I find that to be helpful when those swipes upward threaten to take me out of a good short position.  I'll be including this cumulative volume info in my mid-morning blog updates.
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Market Summary:  

Monday's market traded in a narrow range through the day, ending near the day's average price of ES 1301 and taking us into a neutral short-term trend mode.  Indeed, the average price for the past three trading sessions has been 1300.5, 1301, and 1301.  A neutral trend means that we are in a trading range and respect the edges of that range unless we see fresh buying or selling that can support a breakout move.  The Power Measure closed in moderately positive territory, reflecting late day firmness.  Note that the Power Measure is pretty good at catching relative market highs and lows when we're in a neutral trending mode.  Selling was moderate in the large caps, with the Institutional Composite at -167, and in the broad market, with the Adjusted TICK at -181.  Demand was 41; Supply rose to 71.  New 20 day highs fell to 908; new 20 day lows rose to 351.  Among my basket of large caps, 14 traded in intermediate-term uptrends; 3 in downtrends.  This dropped the Institutional Momentum to a still-strong +780.  I think it's likely we saw a momentum peak for this particular market move, but again keep in mind that momentum peaks tend to precede actual intermediate-term price peaks.  We are in a trading range defined by Friday's low and high; I will be watching for tests of the edges of this range on Tuesday for possible breakout, with an especial eye toward the downside, given the modeling results from the weekend.  Keep an eye on the updates posted to TraderFeed to track how we're trading near those extremes.    

 

August 21, 2006
Market Ideas:
TraderFeed looks at the recent five-day market rally and draws upon recent posts regarding the anti-trending behavior of the S&P 500 to describe what we might expect in the coming week.
Four new August posts to the Articles page.
Several new additions to the Trader Development links.
Thanks to Trader Mike for tracking down the Elite Trader discussion of trading breakthroughs, not to mention MaoXian's summary of ETF performance last week.  Eye-opening.
Here's Bill Cara's informative summary of recent performance.
Here's the winning entry to Fickle Trader's contest re: risk-taking and reward.
Random Roger on active decision making with ETFs.
Thanks for the kind comments of TradingVision; the major point is that a grounding in market research helps keep a trader level-headed and serves as a check of our biases.
Links from Muckdog's Learning Curve blog.  Maybe markets do have their season in the sun...
Note:  If you know of valuable, free, non-commercial sources of market research and information on the Web, do pass those along to me for future linking. 
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Market Expectations:
My recent investigations with the expectations for the next week, given a five-day rise, showed bearish results on a historical basis, both since 1990 and since 2003.  The variables in the Micropsychology Modeler, however, do not always confirm models that we obtain from more common (and picked over) technical measures.  This appears to be a good example.  Going back to July, 2003 (N = 781 trading days), we have 123 occasions in which we hit a five-day high in the most recent trading session and made a five day low five days ago.  Sure enough, after those occasions, the average price change two days later in SPY is -.09% (58 up, 65 down), weaker than the average two-day price change for the entire sample (.07%; 414 up, 367 down).  
When, however, we add the Adjusted TICK to the mix, a different picture emerges.  A five-day high with a very strong Adjusted TICK has bullish implications for the next five days, and a five-day high with a very weak Adjusted TICK has bearish implications.  As it happens, the current five-day Adjusted TICK reading is quite average for periods of five-day strength, which yields bullish results three days out (.22%; 21 up, 10 down).  Interestingly, there was not a similar bullish edge one and two days out.  To add yet another level of complexity to the mix, returns after five-day highs--high Adjusted TICK and low--have been bearish over the next 1-5 days during 2005-2006 (N = 52).  Only when the Adjusted TICK was quite elevated during the five-day rise were short-term expectations favorable.
Bottom line?  All my analyses point to subnormal returns over the next two days at the very least and quite likely over the next week.  Once again, I won't act upon that mechanically, but will be especially sensitive to sell setups in which buying dries up after large traders stop lifting offers (see Monday AM TraderFeed for more on this pattern).  Given the continuing short-term uptrend (see below), the market is going to have to show me weakness before I act aggressively on the Model.
Remember:  There will be a mid-AM update to TraderFeed to see how the market is actually trading vis a vis the historical expectations.
 

Market Summary:  

Friday's market moved steadily higher through the session, ending at day's highs above the average price of ES 1301 and sustaining the short-term uptrend.  The Power Measure closed solidly positive, reflecting late day strength.  Buying was once again evident in the large caps, with the Institutional Composite ending at +186.  We also saw good buying in the broad market, with the Adjusted TICK ending at +201.  Demand, however, dropped to 41 and Supply finished at 49.  This is unusually poor momentum for a five-day high.  Similarly, new 20 day highs dropped to 984; new 20 day lows also dropped to 259.  Among my basket of large caps, 15 traded in intermediate-term uptrends, 2 in downtrends, giving us a slightly lower Institutional Momentum reading of +900.  Friday's market, while taking us to new highs, did not see the broad participation of the past several days; given the modeling results above, I will be looking carefully to see if this pattern carries over to Monday's trade.

 

August 20, 2006
Market Ideas:
TraderFeed finds further evidence of anti-trending behavior in the S&P 500 Index.  This applies to intraday trading and longer day time frames, but also keep this post in mind.
Keep an eye out for new articles to be posted on Sunday.
Great massive link dump from Trader Mike.
Tulip mania in China?  I'm surprised by the lack of trader attention to the recent volatility in the Yuan.
Weekend links and baseball commentary from Adam Warner.
Future expectations don't match current economic conditions, Barry Ritholtz notes.
Tom Lydon of ETF Trends passes along some principles for ETF trading.  Eventually, the modeling I'm doing on TraderFeed will extend on this site to the full universe of ETFs.  I look forward to the day--coming soon--when each trader can readily be his or her own hedge fund.
 

Market Context:
In the last 10 days, crude oil has dropped about 9%.  In the last five days, 30-year bond yields have fallen from about 5.2% to 4.97%.  The dollar index is at 85.09, hovering above multi-month lows just below 84.5.  Gold is down from 650 to about 612 in the past two weeks, and the S&P 500 Index has risen over 30 points in the last week.  In the last ten days, the CRB (commodity) Index has dropped about 20 points, or 6%.  The markets seem to be suggesting restrained inflation, and so far that's trumping concerns over economic slowing.  Meanwhile, the housing sector index ($HGX) is at 204, not far off recent lows just below 190, given the drop from 280 early in 2006.  
 

August 19, 2006
Market Ideas:
TraderFeed takes a look at Alexa as a research tool.
More on losing money in the markets and how easy it is.
Thanks to Trader Mike for passing along the link to the Trading Floor Blog.
Carl Swenlin on strength in the NASDAQ.  Great quote: "Technical analysis is a windsock, not a crystal ball."  His Decision Point site is one of my favorites for overall market perspective.
CXO Advisory points out blogs that have linked to their excellent research site; it makes for a pretty good reading list.
Abnormal Returns on the value of quantitative finance.
 

Market Context:
Here's a different application of Alexa for research purposes:  Note the common charts of Web reach among four discount online brokers: E-Trade, Ameritrade, Schwab, and Scottrade.  There's a clear dropoff in Web traffic during 2006 for all four.  To the extent that users must access the site to place trades and manage their money, that seems like relevant information.
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August 18, 2006
Market Ideas:
TraderFeed addresses the issue of why it is so easy to lose money in the markets.
Insightful post from Trader Mike on monitoring stocks and selecting timeframes.
One of the best market interviews I've come across in a long time: The Kirk Report talks with Laszlo Birinyi (members only).  The analogy between the trader and chef by itself is priceless.
Roger Nusbaum on the attractiveness of nuclear, given the oil situation. 
Several fine ETF links--and more--from Abnormal Returns.
The Big Picture, on suspect volume during this rise.
It is inspiring--and exciting--to see so much original and valuable content on market blogs.  It is the free market at work, providing incentives for traders to be their own publishers.  The links I include here daily are a small way of saying thanks to those who share ideas so freely.
 

Market Context:
A great chart resource is the Bloomberg site, which tracks all major world equity indices.  I like to flip among the European, Asian, and other markets and view each as a sector within one large world marketplace.  What seems clear from this review is that the recent market rise is not nearly as robust as the decline that began in May.  Hong Kong, pretty much alone among the major indices, is at new high territory.  Many of the world bourses remain well below their recent peaks.  
Meanwhile, the correlation of the daily euro/dollar and S&P 500 Index charts from June to the present continues to impress.
 

Market Summary:  

Thursday's market moved steadily higher through the day before pulling back in the afternoon.  We closed near the day's average price of ES 1300.5, sustaining the short-term uptrend.  The Power Measure ended in negative territory, reflecting the afternoon sell off.  Buying dominated for the third consecutive session, with the Adjusted TICK ending at +182 and the Institutional Composite finishing at +238.  In general, we've seen greater buying interest among large caps than in the broad market--a dynamic that normally does not characterize long-lasting rallies.  Demand dropped to 62; Supply rose to 48.  New 20 day highs expanded to 1643; new 20 day lows also rose to 349.  The Institutional Momentum continued very strong at +940, with 15 issues in intermediate-term uptrends, 1 in a downtrend, and 1 neutral.  My research with the Cumulative Demand/Supply Index suggests a likelihood that Thursday marked an intermediate-term momentum peak for the market.  If so, a pullback over the next week is likely, although--as noted yesterday--momentum peaks do tend to precede actual price highs.  In any event, our trend measures have served us well and they say to lean to the bull side as long as we get day-over-day price highs and an expanding cohort of stocks registering fresh 20-day highs.

 

August 17, 2006
Market Ideas:
I guess the topic has been timely: TraderFeed looks at opening gaps in the S&P 500 and finds that large relative gaps have bullish implications.  Note that I now have an RSS link on the TraderFeed page for easy addition of the blog to your aggregator or browser.
Jason Goepfert of the SentimenTrader site notes that this is only the third occasion in which QQQQ has not traded in negative territory for three consecutive days.  Talk about trapping the bears...Tomorrow AM I'll post some data on TraderFeed re: expectations after consecutive up days.
Random Roger, with a very thoughtful post on ETFs in one's trading strategy.
There's research on the value of cognitive flexibility, both with respect to creativity and decision making.  That's why, as The Kirk Report notes, it pays to think like a lawyer.
Abnormal Returns, with more good links, including Mark Hulbert's look at the put/call ratio.
Barry Ritholtz observes a low level of mutual fund cash.
Adam Warner passes along some stats of what happens after big up gap days.
Another interesting interview from Stock Tickr, this time with Howard Lindzon, who recommends the worthy blog from Jeff Matthews.
Happy Birthday, Devon.
 

Market Context:
From a low point in June, when less than 20% of S&P 500 stocks were trading above their 50-day moving averages, we now have 69% trading above that benchmark.  This figure tends to top out ahead of price, and, since 2004, we've generally seen intermediate-term tops after the figure exceeds 80%.  Interestingly, we see only 54% of S&P energy sector stocks above their moving averages--down from almost 90% earlier in August.  S&P financial stocks, on the other hand, responding to the drop in rates on low inflation news, are stronger, with 78% above their moving averages.  S&P technology stocks, which had been weak in July with only 9% trading above their moving averages, now are stronger, with 58% above their 50-day MAs.  
Betting on less inflation? Funds invested in Rydex precious metals fund peaked in May at 325 million, plunged to about 170 million in June, and still are only at 199 million.  Total assets in Rydex energy peaked in January, 2006.  Assets in the financial fund are near their bull peak, however.
 

Market Summary:  

Wednesday's market once again opened sharply higher and continued its strength through the day, breaking the early August highs.  We closed well above the day's average price of ES 1295.5, continuing the short-term uptrend.  The Power Measure was solidly positive all session, reflecting sustained buying.  That buying was evident in the broad market, with the Adjusted TICK at +343, and it extended for the sixth consecutive session to the large caps, with the Institutional Composite at +116.  Quite simply that means that buyers are willing to lift offers among the institutional favorite issues, and as long as that's the case, it's tough for the bears to control the S&P 500.  Demand continues quite strong at 116; Supply was 24.  New 20 day highs soared to 1605; new 20 day lows dipped to 331.  Institutional Momentum hit a very strong +940, suggesting we're nearing a momentum peak (which can precede a price peak by quite a few days).  Altogether, we have 15 stocks trading in intermediate-term uptrends and 2 in downtrends.  This measure very nicely caught the recent surge in strength.  We continue to make new price highs and expand the number of stocks making new highs, and that keeps the short-term bull alive.

 

August 16, 2006
Market Ideas:
TraderFeed takes a look at opening gaps and what happens after large ones to the upside.
A thoughtful post on position sizing and portfolio management.
Proto Software, which offers visual information tools applicable to trading, including some free, downloadable modules.
Interesting site re: mind fitness.
Is the blogger poll turning out to be a contrary indicator?
Markman's stocks to buy for a soft landing/no recession scenario.
Jubak is bullish on metals; his dividend portfolio is doing well.
 

Market Context:
At 30 new 52-week highs against 1 new low, the S&P 500 has been showing strength in the past week.  We had 44 new highs on August 4th and over 70 new highs prior to the decline that began in May.  Interestingly, even after Tuesday's rally, the S&P 600 small cap stocks only registered 12 new 52-week highs against 10 lows.  Only 4 new highs in the NASDAQ 100.  Once again, we see that this is a very selective market.
 

Market Summary:  

Tuesday's market opened sharply higher, pulled back in the morning, and then broke to fresh highs through much of the afternoon.  We closed well above the day's average price of ES 1285.5, establishing a short-term uptrend.  The Power Measure was positive through much of the day, reflecting ongoing strength.  Buying was strong both among large caps, with the Institutional Composite ending at +413, and in the broad market, where the Adjusted TICK finished at +484.  Demand was very strong at 144; Supply fell to 21.  New 20 day highs rose to 1068; new 20 day lows dropped to 455.  Among large caps, we continue to see an expansion of momentum to the upside.  Institutional Momentum finished at +720, with 13 stocks in intermediate-term uptrends, 3 in downtrends, and 1 neutral.  We are making multiday highs with expanding new highs.  As long as that's the case, the short-term trend remains up.

 

August 15, 2006
Market Ideas:
TraderFeed describes the life lessons that the market teaches us.
The Taz Trading Blog presents its favorite market blogs, and I'm grateful for the kind mention.  See also the interesting post on the Traders Action Zone.
The NAZ downtrend, charted by Trader Mike.  Small caps and tech--the usual growth engines--are just not getting it done so far.
Abnormal Returns on the quant fund surge.  Equally important is the transition we've seen among large locals in the equity indices toward automated, quant trade.
Barry Ritholtz nicely documents the shift from small to large cap S&P issues.
Kudos to Jason Goepfert at the SentimenTrader site, who caught the pattern of reversals following Monday AM gaps.  
Great post from Humble Money on Amazon as an inflation measure.
 

Market Context:
Yesterday I described the situation with 65-day highs and lows among the NYSE, NASDAQ, and Amex stocks.  The chart below shows the challenge we are seeing in the current market.  New highs are drying up, but so are new lows.  Note that we're well off the June/July lows, but still see more new 65-day lows than highs, thanks to weakness in the broad market (small and midcaps).
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Market Summary:  

Monday's market opened solidly higher, spurted higher still after waffling in early AM trade, and then retraced most its gains in the afternoon.  We closed below the day's average price of ES 1277, sustaining the neutral trending mode.  The Power Measure closed quite negative, reflecting the late day selling.  For the second consecutive day, much weaker than average selling pushed the Institutional Composite to a close of +221.  This is significant, because the Composite is very sensitive to program trading activity, and the weaker than normal selling suggests that we're not seeing a high degree of program selling.  It is difficult to sustain a downtrend when that's the case.  For the sixth day out of the last seven, the Adjusted TICK ended negative at -174.  Clearly we're seeing more selling pressure in the broad market than among large caps.  Demand rose to 93; Supply fell to 52.  New 20 day highs rose to 719; new 20 day lows dipped to 616.  The Institutional Momentum reading from my basket of large caps hit +460, with 13 stocks trading in intermediate-term uptrends and only 4 in downtrends.  This once again points to the relative strength among large caps.  We tried to return to the thick of the intermediate-term trading range, but could not sustain the move.  As mentioned yesterday, we need to sustain day over day price highs and an expansion of stocks making new highs to establish a bullish short-term trend.

 

August 14, 2006
Market Ideas:
TraderFeed, on what contributes to trader performance and profitability.
The Big Picture on the blogosphere.
Very nice compendium of links on market cycles and related matters, with an excellent list of trader resources from the MktTiming blog.
Trader Mike on top stocks to daytrade.
Charles Kirk passes along to subscribers a sector specific view of performance based on the endings of Fed rate hikes.
Bill Gross on the end of the bond bear market and housing; a thoughtful analysis.
John Mauldin on the yield curve and housing.
Seymour Hersh on the overlap between U.S. and Israeli interests.
Doubts about the U.N. resolution and the surreal nature of the Middle East situation from Victor Davis Hanson.
"There's been a lot of talk about this next song."
 

Market Context:
I show 36 of the last 50 trading sessions--that's going back to early June--have had a daily closing TRIN (Arms Index) reading above 1.0.  That indicates that the average volume of declining stocks has been greater than for advancers.  All in all, it's been the most sustained period of selling pressure in the past several years, with considerable declines in technology, housing, and growth issues (relative to value).  
If we look at the number of NYSE, NASDAQ, and Amex stocks making new 65-day lows, however, a pattern emerges.  We had 2303 new lows on June 13th, 1184 new lows on July 14th, and 688 new lows on August 10th.  What's more, we saw the highest level of new 65-day highs on August 4th since early May.  In short, while volume is concentrated among weak issues, new lows have been drying up and new highs have quietly expanded.  This is worth keeping an eye on.
 

Market Summary:  

Friday's market traded steadily lower, but held above its previous day's low before rebounding late in the session.  We closed slightly above the day's average price of ES 1270, setting up a neutral trending mode.  The Power Measure closed solidly positive, reflecting late strength.  The Institutional Composite ended at +228 on much lighter than normal selling among large caps, but selling dominated the broad market, with the Adjusted TICK ending at -415.  Demand fell to 25; Supply was 74.  New 20 day highs fell to 447; new 20 day lows also dipped to 710.  Among my basket of large caps, Institutional Momentum fell to +100, with 9 issues trading in intermediate-term uptrends, 8 in downtrends.  We remain at the low end of an intermediate-term range and need to see day over day price highs and an expansion of stocks making new highs to return to a short-term uptrend.

 

August 13, 2006
Market Ideas:
TraderFeed continues its examination of trading with the NYSE TICK, illustrating how daily values affect future price change in both weak and strong markets.
The Trader Performance page spells out further detail on the coming Micropsychology Modeler, which will provide daily historical market tendencies for the major equity indices.
A linkfest from Barry Ritholtz, with perspectives on the significance of the Fed's recent actions.
James Altucher and brands on the Web. 
It is, indeed, a topsy-turvy market, as Victor Niederhoffer notes.
Thanks to Trader Mike for digging up a bond blog and for pointing out this educational post from Humble Money.
ETF Trends on the popularity of large caps and ways of playing microcaps.
MaoXian on differences among ETFs.
Great post on exposure of U.S. companies to the Middle East, via Stock Blogs.
 

Market Context:
Disparities among sectors continue:  53% of S&P 500 large cap stocks are trading above their 50-day moving averages, but only 34% of S&P 600 small cap issues and 35% of S&P 400 mid caps.  Over 62% of energy stocks from the S&P 500 are above their moving averages and 59% of consumer staples stocks.  But S&P 500 Industrial stocks?  Only 15% are above their moving averages.  Large cap, non-cyclical seems to be the name of the game, in a continued climate of risk aversion.
 

August 12, 2006
Market Ideas:
TraderFeed starts a three part series on trading with the NYSE TICK.  This article takes a look at a common setup with the TICK; this article illustrates a unique application of the TICK as a trend measure.
I was interested to see that Trader Mike's trading method makes use of the same time frame that I'm finding promising in my Micropsychology Modeler.
Random Roger on Alexa as a forecasting tool.  Thanks also to Roger for pointing out Nouriel Roubini's blog.
Abnormal Returns links to a few sources re: the limitations of quantification.
Ticker Sense nicely illustrates how sectors within the S&P 500 have been marching to their own drummers.
 

Market Context:
What the chart tells us is that the NYSE TICK does not possess a zero mean.  The mean is over +200.  By tracking the mean TICK value during the current market day, we gain a sense for whether traders are more bullish (lifting offers across the universe of NYSE stocks) or more bearish (hitting bids across the stocks) than normal.  Friday AM, for example, the early TICK readings were well under the norm for the first hour of trading.  This was a key piece of information in anticipating the weakness during the trading session.
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August 11, 2006
Market Ideas:
TraderFeed examines outside days and what typically comes next.
Here is my Trading Markets article looking at how research and psychology fit together in generating solid trading ideas.
Research counts: excellent observations from Abnormal Returns.
Great post on the NYSE TICK from Chris Perruna.  It's one of several core indicators I follow minute by minute during the day.
Thanks to Nick Radge, who emailed me with a nice observations that several patterns came together on Thursday to bolster the case of the bulls.  Those patterns included the outside days, as well as multiple consecutive down days.  Some of the best trade ideas come from the confluence of multiple trading patterns.
More fine links from Trader Mike, including an excellent one on successful trader mentality.
Check out the book reviews from CXO Advisory, which has organized its content by topic.  Very nice.
Gary Kaltbaum finds a case for the bear.
George Friedman, via John Mauldin, on the Middle East equation and what has gone wrong in Iraq.
 

Market Context:
Another picture that tells a thousand words.  Here's how a failed downside breakout and drying up of selling preceded a nice market move up.  The chart gives an idea of the kind of thinking that goes into a good trade idea.
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Market Summary:  

Thursday's market opened lower on the news of an attempted terrorist incident, but selling dried up (see above) and we ratcheted higher through the day.  We closed above the day's average price of ES 1271, but the short-term trend remains down.  The Power Measure closed solidly positive, reflecting buying through much of the afternoon.  Indeed, buying was strong both among large caps (Institutional Composite at +203) and in the broad market (Adjusted TICK at +299).  Demand was 56; Supply was 77.  New 20 day highs fell to 560; new 20 day lows rose to 989, the highest level since 7/21.  Among my basket of large caps, Institutional Momentum rose to +340, with 10 stocks trading in intermediate-term uptrends, 6 in downtrends, and 1 neutral.  We bounced back to the lower end of the recent intermediate-term trading range, but will need day-over-day highs and an expansion of new highs to start a short-term uptrend.

 

August 10, 2006
Market Ideas:
TraderFeed takes a look at the U.S. and EAFE indices and what happens when they move in lock step, and when they move their own ways.
The Trader Performance page outlines a new development with the Micropsychology Modeler I developed a while back.  See this article for more background.
International ETFs and timing, from Abnormal Returns.
Great post from CXO Advisory on the turn of the month effect.
The Kirk Report, with links on the Fed, sectors, and more.
Thanks to Barry Ritholtz for passing along this caveat re: Fed pausing.
Seasonality and microcaps: interesting post.
 

Market Context:
Pictures tell a thousand words.  Here's the S&P 500 futures since May:
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Now here's the Euro currency futures:
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Periods of dollar strength have not been good for stocks of late.
 

Market Summary:  

Wednesday's market opened higher, but lost ground after midmorning and saw gains turn to losses late in the afternoon.  We closed well below the day's average price of ES 1280, sustaining the short-term downtrend.  The Power Measure closed in very negative territory, reflecting the late selling pressure.  The Institutional Composite finished at a neutral +39, but selling was more pronounced in the broad market, with the Adjusted TICK at -338.  Demand dipped to 44; Supply was 96.  For the second consecutive day, 20 day highs were up, but so were 20 day lows.  New highs were 841; new lows were 784.  Among the large cap stocks in my basket, Institutional Momentum dipped to -60, with 8 issues trading in intermediate-term uptrends, 8 in downtrends, and 1 neutral.  We have dipped below the recent intermediate-term trading range and are seeing expanded new lows.  Once again, as long as we see new daily lows and an expansion of new lows with a negative Demand/Supply balance, the short-term trend remains down.

 

August 9, 2006
Market Ideas:
Trader Feed finds quite a bearish edge when the cumulative line for Demand and Supply reaches +50.
John Mauldin on why $100/barrel oil is the answer, not the problem.  See also his summary of GaveKal's analysis of who has the profits and who has the jobs in the world economy.
A variety of trading articles, including ones on psychology, at the Traders Log site.
Boogster, on poker and trading, with a recent trade idea.
Victor Niederhoffer breaks down the Dow by profit margin.
Roger Nusbaum on ETF weighting in the S&P.
Fickle Trader Jon Tait finds some longer-term bottoming patterns.
Kevin Haggerty stays on the bear side.
Playing real estate in a weak market.
 

Market Context:
As noted in Trader Feed, the cumulative Demand/Supply Line has generally marked intermediate-term highs when it reaches 50 or greater, with bearish implications 10 days out.
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Market Summary:  

Tuesday's session started slowly in advance of Fed news, attempted to rally, and then sold off hard before bouncing late in the session.  We closed below the day's average price of ES 1280, setting up a short-term downtrend.  The Power Measure closed solidly negative, reflecting selling through much of the afternoon.  We had moderate selling on balance in both the broad market, where the Adjusted TICK ended at -116, and among large caps, with the Institutional Composite finishing at -135.  Demand rose to 45; Supply also rose to 93.  New 20 day highs rose to 782; new 20 day lows also expanded to 608.  Within my basket of large caps, 9 stocks finished in intermediate-term uptrends, 8 in downtrends, reducing the Institutional Momentum to -40.  We continue in an intermediate-term trading range, but as long as we get lower prices day-over-day and an expansion of new lows, the short-term trend will remain down.

 

August 8, 2006
Market Ideas:
Trader Feed takes a look at the positive side of losses of discipline and then proposes the best psychological test of all for traders.
Here's my Trading Markets article on trading with an empty mind.
Abnormal Returns, with a thoughtful review of the Fed and where we're headed and a cornucopia of Monday links.
More links from Trader Mike, including a good one on pivot points.
Adam Warner teaches a lesson on the proper buying of call options.
Barry Ritholtz on the odds of recession.
Another fine trader interview from Dave Mabe of Stock Tickr.
CXO Advisory reports that mutual funds steer customers to hot sectors, high risk, and high fees.  I'm finding that tracking flows in and out of sector funds (and value vs. growth funds) is quite informative.
 

Market Context:
Over the past 20 sessions, we are up less than 1%.  But out of those 20 sessions, we've had Arms Index (TRIN) readings above 1.0 on 16 of those days!  The VIX is also up more than 1% over that period.  Blogger sentiment is bearish, and yet just Friday we had the highest level of twenty-day new highs that we've seen in months.  I've learned to be careful in situations in which concentrated selling cannot push prices lower.  I'll have a historical analysis on the topic Tuesday AM in the TraderFeed blog.
 

Market Summary:  

Monday's session opened lower and traded in a narrow range ahead of the Fed news on Tuesday.  We closed slightly above the day's average price of ES 1280.5, continuing a neutral trending mode.  The Power Measure closed in negative territory, reflecting weakness through much of the day.  The Adjusted TICK ended at -281, reflecting selling in the broad market, and the Institutional Composite displayed similar selling among large caps at -304.  Demand fell to a very low 25; Supply rose to 80.  New 20 day highs fell considerably to 670; new 20 day lows remain stubbornly high, expanding to 507.  Among the stocks in my basket, 10 are trading in intermediate-term uptrends; 7 in downtrends, for an Institutional Momentum reading that has softened to +160.  We are in an intermediate-term trading range and need to see expanded new highs and fresh price highs to return to a short-term uptrend.

 

 

 

August 3, 2006
Market Ideas:
Trader Feed finds yet more that every short-term trader should know.
Trader Mike takes a look at Google and Apple and links to a fine article on preparation by Price Headley.
Great article from Michael Brush on how to play for a move to $100/barrel oil.
Markman, whose analyses I always take seriously, is cautious on defense stocks.
Gregg Greenberg on fundamental indexing and its ETF.
Charles Kirk on screening for ETF performance intraday.  I like to see how many are making new highs or lows when the ES makes new price highs/lows.  Helps me decide whether to trade or fade the ES move.
Very interesting post from Barry Ritholtz on how Julys affect the rest of the quarter.
No sign of inflation despite commodity prices, according to Ticker Sense.  
Abnormal Returns, on who is trading the ETFs.
 

Market Context:
What's in favor and out:  From 7/25 to 8/1, the Rydex energy fund (RYEIX) has gained over 18 million in assets.  The precious metal fund (RYPMX) has gained almost 33 million.  Energy services gained 15 million.  These are far and away the largest single-sector funds, and investors/traders continue to pour money into them.  The technology and internet sector funds have less than a tenth the capital of these other sector funds.
Meanwhile, value funds continue to attract money and growth continues to experience outflows, according to the very useful figures published by Decision Point.
 

Market Summary:  

Wednesday's session moved sharply higher and fell precipitously in the afternoon before recovering part way.  That left us near the day's average price of ES 1283.25, returning us to a short-term uptrend.  The Power Measure closed solidly negative, reflecting the afternoon weakness.  Buying dominated among large caps and in the broad market, with the Institutional Composite ending at +192 and the Adjusted TICK finishing at +267 (and continuing to make new highs in its cumulative line).  Demand rose to 101; Supply fell to 34, off the levels from earlier in the market's bounce.  New 20 day highs soared to 1434; new 20 day lows dropped to 482.  Among the large caps in my basket, the Institutional Momentum measure dipped to +240, with 10 stocks trading in intermediate-term uptrends and 7 in downtrends.  Buying strength remains solid despite waning upside momentum.  We fell back into the intermediate-term range in the afternoon, but as long as we see higher highs and an expansion of 20 day highs, the short-term trend remains up.

 

August 2, 2006
Market Ideas:
Trader Feed looks at historical periods like the market we're now in and finds a bullish long-term bias.  Also check out the China news post.
Thanks to Abnormal Returns for pointing out the FundAlarm.com site among its links.  Check out the post on how mutual fund investors pulled  money out of the market during June.
Thanks also to James Altucher for pointing out the ThinkEquity ThinkBlog site and its insightful post on digital advertising.
Insightful post on bias in trading from Globetrader, which is why I always rehearse alternate what-if scenarios prior to the market open.
Excellent research summarized by CXO Advisory re: market message boards and sentiment.
Ticker Sense, with some Jesse Livermore quotes, including wisdom about unloading positions in a moving market.
Teresa Lo, with observations re: position sizing.
 

Market Context:
The underperformance of the small caps is quite a contrast from earlier in the bull market.  This leadership switch from growth stocks/small stocks/tech stocks to large cap Dow stocks was also a feature of the late phases of the bull market prior to the steep 2001-2003 decline.  At present, we're seeing about 36% of S&P 600 Small Cap stocks trading above their 50-day moving averages, but 57% of Dow stocks.  Only 23% of NASDAQ 100 stocks are above their moving averages, but among S&P 100 (OEX) stocks, the proportion is 53%.  The advance-decline line specific to the S&P 600 small cap stocks has been in a steady downtrend since May.  The Dow advance-decline line is very near its March and May peaks.
 

Market Summary:  

Tuesday's session started weaker, but rallied in the afternoon when Friday's bottom held the decline.  We closed above the day's average price of ES 1273.25, placing us in a neutral trending mode.  The Power Measure closed positive, reflecting the late rally.  Selling modestly overcame buying among large caps, with the Institutional Composite finishing at -146.  Similarly, in the broad market, the Adjusted TICK ended at -98.  Demand fell to 34; Supply rose to 115.  New 20 day highs fell to 719; new 20 day lows expanded to 667.  This expansion of new lows bears watching.  Among the basket of large caps, Institutional Momentum dropped to +280, with 10 stocks trading in intermediate-term uptrends and 7 in downtrends.  We are in a trading range defined by Friday's highs and Tuesday's lows; we need to see an expansion of new highs/lows to validate price movements outside this range.

 

August 1, 2006
Market Ideas:
Trader Feed looks at the last hour of trading and then finds a bias to end of month trading.
Here's the Trading Markets article that elaborates how trading in the last hour has changed over the course of the bull market.
Excellent links from Trader Mike, including a study of loss aversion among monkeys.
How does Charles Kirk find all these links?  The report on August performance from the Stock Trader's Almanac is particularly eye-opening.
Barry Ritholtz finds cognitive bias in the financial media.

Ticker Sense finds great returns on the first of the month.
Not enough links?  Abnormal Returns' linkfest finds quite a few, including a thoughtful piece by John Hussman on the market's changing story line.
Nice example of the thinking of an options trader.
This is a fine description of the relative performance of bonds, commodities, and equities at various points in the business cycle, passed along by John Mauldin and written by Absolute Return Partners Niels Jensen and Jan Vilhelmsen.  Truly, a cogent analysis.
 

Market Context:
I was in a perfectly fine mood and then someone sent me an email connected to a retail Forex outfit similar to the ones I recently wrote about.  Here's a direct quote from their site:
2001 historical data reflects that a basket of major currencies has far outpaced the returns of the Dow Jones Industrial Average as well as 30-Year Bond Futures. In contrast to the world's stock markets, the foreign exchange market is not subject to the danger of corporate greed, accounting fraud and insider trading. The FOREX market is open 24 hours a day, 5 days a week.
Folks, I'm not creative enough to make this shit up.  This kind of material is on actual websites that solicit business from actual traders.  Yes, they use 2001 data to show how an undefined "basket of major currencies" outpaced (a bear market in) equities.  No, they don't mention currency vs. equity performance from 2003-2006.  Whoops.  But at least they save dessert for last: the currency market, they assure us, is not subject to corporate greed, fraud, or insider trading.  No, the banks that dominate the spot platforms would never tilt the odds against individual traders and the world's central banks would never manipulate their own currencies.  Someday, dear readers, over a cold one, I'll tell you some real life stories from professional trading firms and their experiences in the currency markets that would make an insider trading perp blush... 
 

Market Summary:  

Monday's session brought back memories (nightmares) of the kind of low volatility trading we had in the ES market last year.  We traded in a narrow range all day, ending near the day's average price of ES 1281.5 and continuing the short-term uptrend.  The Power Measure ended solidly positive, reflecting late day firmness.  Selling dominated the large caps, with the Institutional Composite finishing at a weak -369.  It was a more neutral picture in the broad market, with the Adjusted TICK ending at +52.  Demand fell to 69; Supply rose to 41.  New 20 day highs dipped to 1028; new 20 day lows also fell to 406.  Among the basket of large caps, 12 traded in short-term uptrends, 4 in downtrends, and 1 neutral, for an Institutional Momentum score of +660.  We continue to hover at the upper end of the recent trading range, but need to see higher price highs and an expansion of stocks making fresh 20-day highs to sustain the short-term uptrend.

 

