September 30, 2005 

Thursday's market pushed lower, but as the ES made new lows, fewer stocks were participating in downtrends, setting up a ferocious rally.  We closed well above the day's average price of ES 1225, establishing a short-term uptrend.  New short-term highs outpaced new lows among large caps throughout the afternoon.  The adjusted TICK ended with its strongest reading in almost a month at +627; the Institutional Composite finished at +65.  Demand rose to 104; Supply was 33.  New 20 and 65 day highs rose to 762 and 952; new 20 and 65 day lows were 952 and 528.  We moved well above the recent range; as long as we stay above that range with a positive Demand/Supply balance, the bias is to the upside. 

Here's some of the material I presented in the CBOT online seminar pertaining to mean reversion:
Since October, 1999 (1499 days), 363 days in the 10 year note did *not* touch their previous day's midpoint.  317 days in the Dow did not touch their midpoint, and 315 days in the S&P 500 did not return to their prior day's midpoint.  Overall, we see about 3/4 of all days reverting to their previous day's means--a bias that is important to take into account when trading futures and ETFs.  Since the beginning of 2005 (N = 184 days), we've seen an even greater tendency toward mean reversion.  Only 33 days in the S&P and 38 in the 10 year note do not touch their previous day's average.  Mean reversion is most common in low volatility and poor trending environments, such as we've had in 2005. 

You think I'm getting a bit too commercial?

September 29, 2005 

Wednesday's market was higher early in the session, but fell back into its range, closing near its day's average price of ES 1223 and continuing the neutral trending mode.  During the last six trading sessions, we've had average prices of 1220, 1217, 1219.5, 1223.5, 1220.5, and 1223.  This has generated a number of profitable mean reversion trades.  A plurality of issues traded in short-term downtrends on Wednesday.  There was little conviction in the market, with the adjusted TICK finishing at +63 and the Institutional Composite ending at -11.  Demand ended at 58; Supply was 59.  New 20 and 65 day highs rose to 605 and 379, but new 20 and 65 day lows also expanded to 1083 and 604.  We remain in the multi-day range and need to see sustained selling or buying, as measured by the adjusted TICK and Institutional Composite, to support a breakout.

Thanks to everyone who participated in the Chicago Board of Trade's webinar, especially John Conolly of Teach Me Futures and Trevor Harnett of Market Delta.  Despite a couple of audio glitches that distorted the phone link, the response of attendees was very positive.  My understanding is that the Board will be archiving the session.  Once I have a link, I'll post it here.  I'll also post some of the material from the talk at the end of the week and in a forthcoming article for Trading Markets.  One of the ideas I covered, using statistics to handicap the odds of mean reversion in the equity markets, has produced some excellent trade setups this week.  More to come... 

Interest rates have been moving opposite stocks, as we can see below.  Since early September, as it became clear that hurricane costs would greatly expand the federal deficit, we've seen rates (white) pick up, and we've seen selling in the S&P 500 (yellow).  The day to day correlations, however, have been variable, making it hard to trade off of on a short timeframe. 
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September 28, 2005 

UPDATE - CBOT PRESENTATION TODAY:  I've just added some research on mean reversion in the markets to my free online seminar sponsored by the Chicago Board of Trade at 3:30 PM Central Time (just after the NYSE close), Wednesday, September 28th.  I will also be presenting material related to market micropsychology (gauging the short-term sentiment of market participants) and perspectives on stress and coping in trading.  Registration is on the Board site; hope to see you there. 

I recently talked with John Conolly who has partnered with the Chicago Board of Trade in delivering online education.  His Teach Me Futures site looks quite promising and features some interesting presenters.   

Here's my latest article for Trade2Win, continuing the topic of trading journals. 

I just heard the Chicago Mercantile Exchange will be teaching a course entitled Electronic Trading 101.  Their education department is superb, plus I'll be doing a guest lecture!  I'll fill in details as I get them. 

An interesting webcast on avian flu, with a summary and links.

Tuesday's market remained range bound, closing near its day's average price of ES 1220.5, continuing its neutral trending mode.  A majority of issues traded in short-term downtrends, although this improved over the course of the day.  New short-term highs and lows were muted among big caps.  The adjusted TICK finished at -227; we need to see positive readings to turn this market to the upside.  The Institutional Composite, which had been strong last week, finished at -130, its second consecutive day of selling pressure.   Demand fell to 46; Supply was 59.  New 20 and 65 day highs fell to 483 and 288; new 20 and 65 day lows rose to 1039 and 588.  We continue in a multi-day range, with rising interest rates capping market strength.  

September 27, 2005 

I just posted an article to the Trading Markets site for Tuesday publication.  In it, I looked at Monday's market and the retreat from the opening highs.  Interestingly, during the first half-hour of trade, we saw seven Dow TICK readings of -18 or less, but no Dow TICK readings of +18 or greater.  The Dow TICK is sensitive to program trading, as purchases and sales of baskets of stocks cause the Dow issues to uptick or downtick in unison.  An early sign that Monday's market was in trouble was the lack of participation from program traders, who--amazingly--comprise over 50% of NYSE volume, according to H. L. Camp.   

I see where the Despair site has some new posters.  Several of their masterpieces grace my office.   

Monday's market opened higher, but fell back into Friday's value range on persistent selling.  We closed below the day's average price of ES 1223, sustaining the neutral trending mode.  Although slightly more stocks traded in short-term uptrends than downtrends by the close, new short-term lows among large caps outnumbered new highs in the afternoon.  The adjusted TICK ended at -44; the Institutional Composite was very weak at -613, reflecting weakness in the large caps (see note above re: Dow TICK).  Demand was strong at 96; Supply finished at 33.  New 20 and 65 day highs rose to 630 and 393; new 20 and 65 day lows fell to 866 and 461.  We remain in a multi-day range; a break beyond Monday's highs or lows that expands the number of stocks making new highs/lows will be needed to establish a directional trend.     

September 26, 2005 

Friday's market held its ground during morning selling and then broke to new highs on strong volume (see yesterday's blog) before pulling back in the afternoon.  As a result, we closed near the day's average price of ES 1219.5, establishing a neutral trending mode.  Stocks trading in short-term downtrends vs. uptrends were relatively even, and there was a slight expansion of new short-term highs among large caps.  Most momentum measures, short-term and intermediate, have pulled back, but price losses during this time have been modest (see below) and selling pressure is failing to keep prices down.  The adjusted TICK finished at +203; the Institutional Composite was +304.  Demand rose to 67; Supply was 37.  New 20 and 65 day highs dropped to 356 and 205; new 20 and 65 day lows also dipped to 1077 and 523.  We are in a multi-day range; let's see if an attempt at a relief rally early Monday in response to better-than-feared hurricane news can sustain a break from the range.     

We are oversold, but have seen relatively little price weakness in the indices in the face of selling pressure.  (The Overbought/Oversold measure is based upon intraday price gains vs. losses within a basket of stocks that mimics the S&P 500).  This has tended to lead to rallies in recent years.  As I mentioned in my recent interview, I like to fade situations where buying cannot push prices higher and vice versa. 
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September 25, 2005 

With a nod to the WINdoTRADEr program, here is a great example of a breakout move from Friday's market.  Size entered the market at a price we hadn't seen for several prior periods, breaking above the value area from the previous day.  If you can jump on that, you can generally ride upside momentum, although the path is rarely a nice straight line.  The key is speed of decision-making, the rapidity of your execution platform, and the willingness to let a position move a few ticks against you if you're targeting a multi-point profit. 
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I'd have to say the best global economic perspective I've seen is the Dismal Economist site.  For reviewing action across futures markets, I like Barchart.  My favorite review of technical indicators and stock market sectors is at Decision Point. 

September 24, 2005 

Here is my interview with Eddie Kwong, editor of Trading Markets.  I appreciate his work on this. 

What happens when intermediate-term new lows greatly exceed new highs?  On Thursday we saw 431 new twenty-day highs against 1985 new twenty-day lows.  Since March, 2003 (N = 623), when the number of twenty-day new lows has exceeded new highs by 1000 or more (N = 45), the average price change three days later has been .55% (29 up, 16 down).  This compares to an average three day price change for the entire sample of .19% (371 up, 252 down).    

Here's an irreverent commentary on the rise in gold prices.  

This site will likely track hurricane Rita's impact on the oil and gas industry. 

Futures Magazine has just come out with a special issue that includes an interesting and insightful article on trading front ends.  It's the "Fall Special Issue 2005" entitled "How to Navigate the New Landscape of Trading". 

Looks as though I'll be doing an online seminar for Woodies CCI Club in October.  I'll post details as we get closer to the date.  Woodie does an excellent job with online teaching of trading, where you can see how the methods are traded in real time.   

I'm also scheduled for an online seminar for the Chicago Board of Trade on Wednesday, where I'll discuss ways of assessing the short-term psychology of the marketplace.  More on that at the top of the week. 

Here's links to readings on Market Profile.  I'm seeing a resurgence of interest in the Profile, and am finding it helpful in framing many of my own trades. 

If there are any Spanish language traders out there, here's a site I just learned about from one of its contributors.  There must be many interesting trading articles and books written in Spanish, French, Japanese, German, Chinese, etc. that traders in English-speaking countries never have access to.  (The reverse might be the case as well).  I'm looking into the possibility of obtaining English language translation of Spanish articles to bring new sources of ideas to the intellectual marketplace.  

September 23, 2005 

Thursday's market attempted to stabilize following a several-day decline, as we closed above our day's average price of ES 1217, but maintained our short-term downtrend due to the lack of strength across our measures.  Despite the bounce, a plurality of issues traded in short-term downtrends and new highs were muted among large caps.  The adjusted TICK ended the day at -193--its ninth consecutive day of selling pressure--and the Institutional Composite finished at +134.  We're approaching an oversold point that, recently, has corresponded to intermediate-term market bottoms.  Demand ended the day at 37; Supply was 71.  New 20 and 65 day highs finished at 431 and 282; new 20 and 65 day lows continued to rise at 1985 and 953.  We continue to make new lows and display net selling on many measures; this needs to change before we can see a shift in short-term trend. 

Correlations speak volumes, as we can see from the table below.  Since August, daily price changes in the oil and energy sector have weakly correlated with changes in consumer, banking, and semiconductors stocks, as growth fears enter the marketplace.  Overall, since July, 2002 (N = 800) the energy sector has correlated quite nicely with other large cap sectors. 

 

	 
	Consumer Index
	Banking Index
	Semiconductor Index

	Oil Index Since 2002
	.52
	.57
	.39

	 
	 
	 
	 

	Oil Index Since Aug.
	.12
	.20
	-.00


September 22, 2005 

Wednesday's market continued lower on hurricane fears and firmness in energy prices.  We closed below the day's average price of ES 1220, continuing the short-term downtrend.  New lows among large caps continue to heavily outweigh new highs, and a plurality of issues continue to trade in short-term downtrends.  The adjusted TICK was -390; the Institutional Composite ended at -12 (see yesterday's note).  Demand fell to 24; Supply rose to 130.  New 20 and 65 day highs dropped to 610 and 415; new 20 and 65 day highs expanded again to 1840 and 878.  As long as we continue to make lower lows with a negative Demand/Supply balance and an expansion of new lows, the outlook is weighted to the downside.  I'm keeping an eye on the hurricane, however, as a turning of Rita away from oil and population areas would likely generate quite a relief rally. 

I see the avian flu continues on the radar for financial firms, as news in Indonesia keeps the topic on the front page. 

Just finished an interview for the Trading Markets site that will appear this weekend.  I'm also in the process of writing an article for Singapore-based Traders Journal Magazine.  The topic is coping styles and how they impact trading.  I hope to have something posted this weekend on the topic. 

Check out CQG's Chart Trader app: It integrates the Depth of Market (DOM) display with the standard barchart. Their "integrated platform" integrates charting and information display with trade execution.  Amazing to see how far creative firms are pushing the envelope to maximize what can be done in a single platform, and even a single screen.   
One definition of a trending market is one that persistently trades above or below its volume weighted average price.  Trending markets tend to persist when a sizable majority of issues display corresponding trends. 

September 21, 2005 

Disappointed by the Fed's decision to continue its inflation fight, the market responded to higher interest rates with steady afternoon selling.  This broke the market beneath recent support, initiating a short-term downtrend and finishing the day well below its average price of ES 1234.  A steady plurality of issues traded in short-term downtrends--the deterioration in this measure was a great tipoff to afternoon weakness--and new short-term lows dominated highs among large cap stocks.  The adjusted TICK closed at -313, but the Institutional Composite ended at a very strong +602 (see below).  Demand ended the day at 45; Supply was 100.  New 20 and 65 day highs dropped to 725 and 446; new 20 and 65 day lows rose once again to 1144 and 578.  We closed below our recent trading range and downside momentum, as evident in the weak Demand/Supply balance and the expanding new lows, remains intact.  

We have an interesting situation in which the 10-day adjusted TICK is quite negative, but the 10-day Institutional Composite is distinctly positive.  This means that, as a whole, traders are hitting bids in the stocks that make up the broad NYSE market, but lifting offers in the large cap stocks that dominate the Dow and S&P.  We've had three recent occasions when this has occurred: 4/04, 7/04, and 1/05.  All three yielded lower prices before the correction ran its course. 

Here are more details on the Futures Industry Association (FIA) Expo program on trader development.  It will be held Wednesday, November 8th at 10:45 AM in Chicago.  I'll be the moderator and a participant; other panelists will be Gavin Gobby, a London-based performance coach for Refco Trading Services, and Tom Rice, Director of Trader Development for Goldenberg, Hehmeyer & Co., a proprietary trading firm in Chicago.  We will cover state of the art developments in cultivating optimal trader performance.   

September 20, 2005 

Monday's market traded lower in the wake of higher oil prices and renewed hurricane fears.  We closed near the day's average price of ES 1237.5, returning us to a neutral trending mode.  A plurality of issues traded in short-term downtrends through the day and, among large caps, new short-term lows decisively led new highs.  The adjusted TICK, which has been weak of late, closed at a weak -687.  The Institutional Composite ended at -220.  Demand was 40; Supply rose to 96.  New 20 and 65 day highs ended at 1066 and 718; new 20 and 65 day lows expanded significantly to 964 and 477, the latter exceeding its August levels.  We are in a several-day trading range and, barring dramatic news, should continue in that range ahead of the Fed decision.  While I have been looking for a move to the upside (see the parabolic rise note below), the expansion of new lows is not something normally associated with strengthening markets. 

Are we in the midst of a parabolic rise in the markets?  A few charts and thoughts before the Fed decision. 

Knowing the market regimes is *so* important.  Hurricane news lifted oil early and equities just couldn't catch a bid in the early trade.  This is why it is important to weight the most recent market information most heavily.  Friday's strength, contributing to a short-term uptrend reading, was history once it became clear that refineries could be hit once again.  Here is an annotated chart that tells the story of the morning trade. 
Maybe you're just too good a person to succeed at trading. 

September 19, 2005 

Here are a few interesting charts: 
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	The "Efficiency" of the adjusted NYSE TICK reflects the capacity of buying or selling (high or low TICK readings) to move the market.  Note how, recently, efficiency shifts have preceded intermediate market moves.

	[image: image5.png]



	A classic breakout move above the Volume Weighted Average Price, switching us to buying dips.
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	Short-term new lows dry up at market bottoms and new highs expand with breakout moves.
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	On an intermediate-term basis, new highs vs. lows are pretty sickly.  I'm watching new highs in the large caps with particular interest, given their recent buying interest.


I'm starting work on an interesting system idea that only trades the last 90 minutes of the session in ES.  Hope to have more to report this week. 

Friday's market opened higher, consolidated, then pushed higher through the day, closing above its day's average price of ES 1240 and initiating a short-term uptrend.  A majority of issues traded in short-term uptrends, but this plurality was tepid in the afternoon.  New short-term highs outnumbered new lows among large caps, which saw particular buying interest.  The adjusted TICK was only -5, but the Institutional Composite was a strong +597, continuing the shift toward large cap buying.  Demand rose to 106; Supply was 52, as we continue to see net favorable Demand/Supply balances.  20 and 65 day highs rose to 945 and 534; new 20 and 65 day lows were 789 and 367.  We broke convincingly above the previous day's parameters; trade may be cautious ahead of the anticipated Fed announcement.

September 18, 2005 

This week's articles tackle the topic of how discretionary traders can utilize quantitative trading signals as an independent and confirming source of edge.  Friday's market was a nice example: as the blog from the 16th indicated, we had a bias to the long side, allowing us to focus on intraday buying setups.

Here's yet another resource regarding avian flu.  Also check out the FluWiki for comprehensive background and the Recombinomics site for regularly updated news.  Cases continue to be reported in Southeast Asia and, on the heels of the hurricane disaster, our government is not wanting to be even further behind the curve on an even greater potential hazard.  See Senate Majority Leader Frist's comments from August.  No one can predict the timing or severity of such an outbreak, but if the relatively brief SARS event from 2003 is any indication, even a moderate outbreak could significantly disrupt international travel and economic activity in affected areas.  It is shocking to see how the U.S. lags England and Australia in their contingency planning, including the stockpiling of vaccine. 

September 17, 2005 

Here's Friday's market from the WINdoTRADEr program showing 30-minute bars in an exploded Market Profile that shows how moves below the value area could not be sustained, leading to nice mean reversion trades.  The program has features that allow you to track volume relative to value, so that you can catch such mean reversion trades quite nicely.  When you move outside the value area and volume dries up, the odds of a mean reversion are quite good. 
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I notice Schwab has an interesting article out comparing the current period to the mid 1990s and suggesting a favorable outlook for stocks if the Fed discontinues rate hikes.

Here's an extremely sobering article from Foreign Affairs on avian flu and its threat.  The parallels to the known risks to the New Orleans levees and the lack of preventive response are stark.  Further info on avian flu and a potential pandemic is here.

On a lighter note, I liked this assessment from Steven Todd:

We want to say something about gold. It is ripping to the upside. Some say it is predicting inflation. Certainly that's what Greenspan thinks, but this is just one of the many things he's wrong about. The wedding season is fast approaching in India and this creates demand for the yellow metal.
No doubt newlyweds in India have been selling U.S. debt to finance their ring purchases.
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September 16, 2005 

We continued to ratchet lower on Thursday, closing near the day's average price of ES 1234 and sustaining the short-term downtrend.  A majority of issues traded in short-term downtrends through the day and new short-term lows among large caps continued to dominate new highs.  The adjusted TICK was weak for the third consecutive day at -284 (see note below), and the Institutional Composite ended at -41.  Demand was 41; Supply was 86.  New 20 and 65 day highs were 647 and 378; new 20 and 65 day lows once again expanded to 820 and 363.  We continue to make lower lows with weak momentum and expanding new lows; selling bounces below the day's average price has been a profitable strategy to this point. 

We've had three consecutive days of negative adjusted NYSE TICK readings, with the sum exceeding -1400.  When we've had three day readings weaker than -1100 (N = 76) since July, 2003 (N = 547), the next week's change in SPY has been +.71% (53 up, 23 down), compared with .12% for the remainder of the sample (266 up, 175 down).  Interestingly, the best near-term forecasts for SPY occur when the adjusted TICK is very weak and when it's very strong.  That is *such* an important dynamic to the market: very strong markets tend to persist in the near-term; very weak markets tend to reverse.
Sitting at a trade station all day, day after day, can be murder on the back.  High quality office furniture is essential.  I've been using the Premier air massage chair at home and have been very happy with the results.  Of the many units I've tested, this one gives the most vigorous and varied massage, with a nice legrest unit that works the legs and feet.  Not cheap, but, hey, you have to find some way to spend those trading profits... :-)
As always when I mention a product or service, it is without any proprietary interest or compensation on my end; I only mention products or services that I personally use and am happy with.  
I'm happy with my blind cat Mali.  
Today I'll get the WINdoTRADEr program installed and run it through its paces.  If you register on the site, there are links to some excellent Market Profile resources.  More to come as I integrate this with the other programs I use.  
September 15, 2005 

Wednesday's market traded in a narrow range in the morning and midday, failing to pierce its volume-weighted average price and eventually rolling over in the afternoon.  This continued the bearish short-term trend, as we closed below the day's average price of ES 1237.  A plurality of issues once again traded in short-term downtrends and new short-term lows outpaced new highs among large caps.  The adjusted TICK was a weak -674; the Institutional Composite was relatively stronger for the third consecutive day at +92.  We can see that momentum is stronger among large caps than in the broad market--a change from recent history.  Demand was 33; Supply was 120, meaning that we have nearly four times as many stocks with negative momentum as positive momentum.  New 20 and 65 day highs dropped to 653 and 347; new 20 and 65 day lows expanded to 657 and 307.  We are making lower lows, with weakening momentum and an expansion of new lows--that needs to change to reverse the short-term downtrend. 

Well, we didn't get the long side setup on Wednesday to accompany the signal from Henry's system.  As the chart below indicates, the green line (cumulative running total of contracts traded at the offer minus those traded at the bid) was in a downtrend all day, suggesting that there was greater volume hitting bids than lifting offers.  Even when the ES (red line) was range bound midday, more volume was transacted at the bid.  That meant that the odds of the long trade, which looked good at the previous day's close, got worse as the day progressed. 
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September 14, 2005 

In today's article for the Trading Markets site, system developer Henry Carstens and I develop the idea of utilizing rigorously tested trading system signals as decision support for discretionary traders.  Henry's work produced a "green light" bullish signal extending from today through Wednesday afternoon next week.  You'll notice that we're at the lower end of a five-day range on the ES; I'll want to see that range hold on selling today in order to act on Henry's signal.  More in the next blog entry. 

Tuesday's market opened lower, attempted to rally in the afternoon, and then finished near its day's lows.  This was below its daily average price of ES 1241 and placed us in a short-term downtrend.  A majority of issues traded in short-term downtrends, although this plurality did not expand through the afternoon.  New short-term lows dominated highs among the large caps.  The adjusted TICK was weak at -452; the Institutional Composite showed less selling interest among large caps at -13.   Demand dropped to 28; Supply rose to 110.  New 20 and 65 day highs fell to 835 and 400; new 20 and 65 day lows rose to 594 and 275.  The latter are the largest numbers of new lows for September.  We are at the lower end of a multi-day trading range and need to hold those lows to return to the average price for the range.  A break below the range that expands new lows will sustain the short-term downtrend.   

Here is an interesting chart from Monday's slow market.  We're looking at the cumulative number of trades for SPY on Monday vs. the normal number of trades (25 day average).  Note that we started with subnormal trade volume and increasingly lagged normal volume as the session progressed.  Tracking current vs. normal volume in real time is very helpful in sorting out whether you're likely to have a volatile vs. flat market.  Monday's range of under five points for the day session was nicely signaled by slowing relative volume. 
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September 13, 2005 

Monday's market traded in a narrow range on low volume, closing below the day's average price of ES 1247.5 and re-establishing a neutral short-term trending mode.  The proportion of stocks trading in short-term uptrends vs. downtrends was relatively even and new short-term highs narrowly outnumbered new lows among large caps.  The adjusted TICK ended at -100; the Institutional Composite was a strong +502.  Demand finished the day at 65; Supply was 58.  New 20 and 65 day highs were 1530 and 724; new 20 and 65 day lows were 395 and 191.  We've entered a narrow price zone; I'll be monitoring the strength of breakout attempts on Tuesday.

I notice that Richard Rhodes makes the interesting point that the huge issuance of debt by local, state, and federal governments in the wake of Katrina will place significant price pressure on fixed income instruments and exert an inflationary impact upon the economy.  Rising rates would certainly not help the housing market and, together with high energy prices, would create quite a drag on the economy.  Accordingly, on the longer-term basis, I'm watching the fixed income arena even more carefully than usual.  So far, it looks as though rates have been rising on the heels of the disaster and the dollar has been strengthening, as dollar holders are attracted to an enhanced return (See below).
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September 12, 2005 

Friday's market broke higher in the morning and trended upward through the day on solid buying, closing above its day's average price of ES 1246.  A plurality of stocks traded in short-term uptrends from the outset of the session and new short-term highs dominated lows among large caps.  The adjusted TICK ended at +540; the Institutional Composite finished at +471.  Demand was 73; Supply was 34.  New 20 and 65 day highs rose to 1468 and 771; new 20 and 65 day lows fell to 375 and 178.  Momentum has been solidly positive among the large caps--an important relatively new development.

On a longer-term basis, we're setting up for considerable divergences here.  Notice the weakness in the new high/new low stats relative to early August.  While we've made new highs recently in the NYSE Composite, we're off those highs in the small caps, the NASDAQ, and many market sectors.  Intermediate term momentum is at a relative peak and short-term momentum is good in the broad market and among the large caps.  While we have to go with the short-term uptrend, I'm watching the larger picture carefully.  If the hurricane does not impact the economy as negatively as feared, we may see a resumption of the rise in interest rates--something that has weighed on stock prices.  

Here is yet another look at a classic breakout move on Friday.  Notice the rising VWAP line, showing that the market is establishing value at progressively higher levels--a precondition of an uptrend.  Then observe the breakout move above the VWAP line and the ability to hold above the line during periods of selling.
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 In future blog entries I will be emphasizing the issue of value and where the market is trading relative to value criteria.  This is perhaps the greatest consideration in determining whether to fade a market move (mean reversion trade) or trade it (trend trade).  The Market Profile is the classic instrument for depicting market movement and volume relative to value.  A particularly effective tool for capturing Market Profile and conducting volume analyses--for very serious traders only--is WINdoTRADEr.  I plan to incorporate some of its graphics into the blog in the near future. 

September 11, 2005 

Here is an interesting view of Friday's trading.  We're looking at the number of block trades in the ETFs (> 50,000 shares) on a 15 minute basis.  Note how we can track the participation of large market players as a function of price change and see how they are moving the market.  We can also track daily changes in block trading volume and 15 minute spikes in the number of block trades for clues as to the participation of institutions.  As yet another new article demonstrates, it's a striking demonstration that who is in the market determines how the market will move. 
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September 10, 2005 

TRADER DEVELOPMENT: It looks as though I'll be moderating and participating in a session for the Futures Industry Association conference on November 8, 2005.  The theme will be trader development and the mentoring of successful traders.  

For a long time I've been interested in the information processing aspect of trading: how to help traders assimilate better data more effectively.  This week's article looks at Friday's market and two programs recently mentioned, Market Delta and Trade Ideas, to illustrate how we can process information in different ways.

August's Weblog entries are now archived above.

September 9, 2005 

The last couple of days I've been checking out a software program that comes with extensive educational support.  It's probably the most comprehensive training service for traders that I've yet encountered.  I will be playing with the software in the coming days and will report my experience on these pages.   
Another program that I am testing out is from Trade Ideas.  It is a screening tool that is highly customizable and that allows you to screen stocks and futures for very short-term criteria, all the way down to changes in bids and offers.  Definitely worth test driving, IMHO.  I'll also report on my experiences in the blog.
Meanwhile, it looks like my web seminar for the CME will be on September 28th.  Details will come next week.  It will be free of charge and will feature as co-presenter the developer of the Market Delta program I mentioned earlier.  
Thursday's market drifted lower, as we closed below the day's average price of ES 1239 and entered a neutral trending mode.  A plurality of issues traded in short-term downtrends during the day, but this proportion did not expand over the afternoon.  Similarly, we saw a decrease of short-term new highs among large caps, but no significant expansion of new lows.  The adjusted TICK was -216; the Institutional Composite was -180.  This was the first net selling day in the broad market and among large caps in over a week.  Demand was 40; Supply was 78.  New 20 and 65 day highs dropped to 1084 and 559; new 20 and 65 day lows rose to 408 and 202.  Once again, we appear to be getting selling as bonds fall (interest rates rise); this relationship is worth keeping an eye on. 

September 7, 2005 

Here is a chart from a program I very heartily recommend called Market Delta.  I do not have a proprietary interest in the firm and I receive no compensation for mentioning them on my site.  I'm simply a subscriber who believes they have an innovative tool for trading.  Within the price bars you can see two numbers at each price level: the number of contracts traded at the bid price x the number of contracts traded at the offer.  As the volume traded at the bid becomes larger than the volume traded at the offer, the bars turn red.  As the volume transacted at the offer exceeds the volume traded at bid, the bars become blue.  Notice how, yesterday, volume dried up at ES 1223 between 8:30 AM ET and 9:30 AM ET.  Also notice how major volume began lifting offers starting at 1224.25 in the 9:30 AM period, kicking off a sizable rally.  Volume traded at bid vs. offer is the shortest term measure of market sentiment available, and seeing the shifts in the distribution of volume helps you catch market turning points.  If you decide to check out the free trial of Market Delta, email Trevor Harnett (the program's developer) at the contact address on the site, mention my name, and ask him to get you connected with their archives and listserv. 
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Tuesday's market opened higher on strong buying and never looked back.  This returned us to a bullish short-term trend, as we closed above the day's average price of ES 1230.  A strong majority of issues traded in short-term uptrends, and new short-term highs dominated lows among large caps.  The adjusted TICK ended at +497, and the Institutional Composite gave its best showing in over a month as buying extended to the large caps.  Demand soared to 122; Supply dropped to 33.  New 20 and 65 day highs rose sharply to 1460 and 667; new 20 and 65 day lows fell to 396 and 185.  We broke above the recent highs at 1228.75; as long as we stay above that level, buying dips is the operative strategy. 

September 6, 2005 

Note:  We're looking to open higher this AM on the heels of strength in the Euro markets.  I looked at upward gap opens in SPY from 11/02 - present (N = 698).  We've had 58 upside gap opens > .50%.  These gaps were filled during the day on 10 of the 58 occasions, but the average price change from the open to the close was -.15% (23 up, 37 down).  So, interestingly, there is no edge buying the open and holding to close after a upward gap open.  What you do see is a correlation (.45) between the size of the opening gap and the size of the day's range from high to low.  Large opening gaps tend to produce high volatility days.
September 5, 2005 

The market traded in a narrow range on Friday, closing slightly below its day's average price of ES 1221.5 and shifting to a neutral short-term trend.  All in all, I think you have to say that there have been a preponderance of potential negatives for the market--including sky high oil prices and the hurricane disaster--but equities have taken these in stride.  So far, the market has responded bullishly to a weakening dollar, falling long-term interest rates, and a steepening yield curve.  Let's see if those dynamics carry forward this week. 

On Friday we saw a plurality of issues trade in short-term downtrends and a pullback in the number of short-term highs among large caps.  The adjusted TICK ended at -19; the Institutional Composite finished at +15.  We can see positive momentum in the broad market, but buying has been much more restrained in the large caps.  Demand fell to 42; Supply was 54.  New 20 and 65 day highs dipped to 917 and 488; new 20 and 65 day lows were 513 and 261.  We have paused from a rally off recent lows; I expect a test of the rally highs very early in the week if we can hold above Friday's level of 20 and 65 day lows. 

September 4, 2005 

I'm pursuing the possibility of doing an online seminar (Webinar) for the Chicago Mercantile Exchange on September 14th at 3:30 PM CT.  If it pans out, I'll post the details here on the Weblog.  My proposed topic is "The Structure of Emotions and Markets" and will introduce a new way of looking at data to get a sense of marketplace psychology.  Among the things I hope to touch upon is the interesting work of Fred Goodman, a veteran technical analyst, and two little-known software programs that are excellent trading tools. 

Here's an article that I recently wrote for the Investing Online Newsletter in Australia as part of my Q&A column.  It deals with ways of overcoming panic in the heat of trading, with a special emphasis on solution-focused techniques.  For those *really* interested in the solution-focused topic, my book The Art and Science of Brief Psychotherapies contains a chapter devoted to the approach.  An introductory article that originally appeared in SFO Magazine can be downloaded from the Articles page. 

September 3, 2005 

The third article in the series "When to Stop Trading" is posted to the Articles page.  It deals with practical steps traders can take to regain their focus during periods of emotional trading. 

How do you know when an event (a news report, an economic statistic) is of fundamental importance to the stock market (and can lead to a lasting price move) vs. a temporary influence that will not affect market valuations over time?  One way is by examining the impact of the event on the fixed income and currency markets.  If the event changes how those markets trade, the odds are good that traders are factoring the event into their assessment of the world economy.  As you can see below, the hurricane has led to significant revaluations of the dollar.  It has also reversed the flattening of the yield curve, reducing expectations of Fed tightening. 
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September 2, 2005 

Here's the link to the South Park version of the joke in The Aristocrats, which inspired this posting to the Spec List.  

Here's something less scatological.  Since July, 2003 (N = 873), we have had 205 days in which the adjusted TICK has averaged +200 or greater.  We have had 184 days where the adjusted TICK has averaged -200 or less.  Over the entire period, we've had 300 days up, 242 down.  When the TICK has been > +200, we've had 185 up days and only 20 down.  When the TICK has been < -200, we've had 28 up days, 156 down.  Monitoring the uptick/downtick action among NYSE stocks during the day helps update one's expectations re: the market, as the correlation between the adjusted TICK and daily price change is a sizable +.74. 

The market consolidated its gains on Thursday, closing near its day's average price of ES 1222.5 and continuing the short-term uptrend.  A modest plurality of issues traded in short-term uptrends, and new short-term highs outnumbered lows among large caps.  The adjusted TICK finished at +237; the Institutional Composite continued to lag at -21.  Demand was 118; Supply was 35.  New 20 and 65 day highs expanded to 1318 and 722; new 20 and 65 day lows dropped to 537 and 244.  We've seen a spurt of momentum in the broad market, putting us near the bull market highs and fueled by the drop in interest rates.  Such momentum bursts tend to continue in the short run before they make sizable retracements. 

September 1, 2005 

Interestingly, on Wednesday we had 9 times as many stocks above their 20 day moving average envelope as below it.  Since September, 2002, we have only had six occasions with such an extreme reading.  On all six of those occasions, we were higher after five trading sessions by an average of 1.32%.  This is far above the average five-day price change for the sample of .27%.  My Modeler shows a tendency for above-average two-day price changes following days in which stocks above their 20 day envelope exceed stocks below their envelope by a ratio of 6:1 or greater. 

A few interesting stats: Two-day price changes in crude oil futures have correlated -.17 with two-day changes in SP futures from January, 2003 to the present (N = 665).  Not surprisingly, this means that stocks have tended to rise when oil prices dip and vice versa.  When the current two-day price change in oil is positive, the next five days in the S&P futures average a gain of .07% (200 up, 177 down).  But when the two-day price change in oil is negative, the next five days in SP average .42% (180 up, 108 down).  Meanwhile, failure of oil to hold the $70/barrel level and a late drop in oil prices below $69 sparked quite a rally among stocks.  The intermarket themes have been fascinating this week.
Wednesday's market rallied late on lower oil prices, returning us to a short-term uptrend on strong buying that left us well above the day's average price of ES 1211.5.  A plurality of issues traded in short-term uptrends and new short-term highs dominated among the large caps.  Buying was very strong in the broad market, with the adjusted TICK finishing at +873.  The large caps lagged on a relative basis, with the Institutional Composite ending at +69.  Demand soared to 185; Supply was 27.  New 20 and 65 day highs rose sharply to 900 and 545, the highest levels since early August.  New 20 and 65 day lows dipped to 765 and 296.  We have rallied above several-day resistance with good momentum in the large caps and in the broad market.  Buying dips that remain above the day's average price is the presumptive strategy.
