September 30, 2006
Market Ideas:
TraderFeed, on the most underrated trading virtue.
Divergences abound in the current equity markets.
Excellent research from Tom McClellan on returns from the first trading day of each month.
Quite a bit on Kirk's market radar, including Fed chatter about easing.
Mark Boucher likes bonds here.
Weekend reading from Portable Alpha.
Brian Shannon on the range in the S&P 500 and danger in the midcaps.
InvesLogic, with a useful cloud of blog topics.
I notice that registration for the Futures Trading Summit has been reduced.  The $349 price includes meal functions, the two-day program, and discounted hotel.  The Webcast of the event is $199.  Looks like I'll be presenting right after traders receive their performance feedback from Trader DNA and right before cocktails and hors d'oeuvres at the VooDoo Lounge.  Seems appropriate; people might need a stiff one after finding out how they trade and what it will take to turn their trading around...
Fascinating observation from the WSJ:  Although there are about 7000 hedge funds, 80% of industry assets are controlled by 125 firms.  Lots of managers in search of capital and coming up short.
 

Market Expectations:
I get lots of questions about how to conduct historical research on markets.  Many times people look for complex patterns, when some of the best relationships are quite simple.
Let's do a simple analysis by breaking the market since 2004 (N = 682 trading days) into three categories:  1) occasions in which SPY is up on the day, up on the week (five day period), and up on the month (20 day period); 2) mixed occasions in which SPY is a combination of up/down over the three periods; 3) occasions in which SPY is down on the day, down on the week, and down on the month.
When we've been up over all three time frames (N = 192), the next ten days in SPY have averaged a loss of -.20% (99 up, 93 down).  When we've been mixed over the time frames (N = 374), the next ten days in SPY have averaged a gain of .28% (223 up, 151 down).  When, however, we've been down on all three time frames, the next ten days in SPY have averaged a gain of .95% (77 up, 40 down).
So, to paraphrase Dorothy Parker, here's my advice:  Next time a market analyst/guru waxes poetic about buying the market because the trend is up, don't toss his advice aside lightly.  Hurl it with great force.
 

September 29, 2006
Market Ideas:
TraderFeed asks whether it makes sense to buy into market strength.
Quixotic post on stock buoyancy from Victor Niederhoffer.
Stock Tickr interviews Random Roger.
Jon Markman on the H-P situation.
Adam Warner on the covered call trade.
Dismally on the crumbling yield curve.
Interesting Spanish language trading forum.  Check out Babel Fish for translation.
Opportunity for a Webcast on portable alpha.    
Housing weakest where jobs weakest, notes Millionaire Now!
Market review from Ron Sen, with an eye on volatility.
Worthy links from TraderR:R.
 

Market Expectations:
We're now up to almost 83% of S&P 500 stocks trading above their 50-day moving averages.  The tendency over the past few years has been for this proportion to peak ahead of the market.  Small-cap momentum has stalled here, with 70% of the S&P 600 stocks above their 50-day averages.  New 52-week highs among S&P 500 stocks are also stalling.  We were down to 37 on Thursday, from 46 on Wednesday and 48 on Tuesday.  Price has been moving higher, but it's been selective, with small caps and mid caps lagging.  Only 17 S&P 400 midcap stocks made new 52-week highs on Thursday, well down from 38 two weeks ago.
 

Market Summary:  

Thursday's market traded in a range through most the session, unable to sustain new highs.  We closed slightly above the day's average trading price of ES 1346.75, initiating a neutral short-term trend.  The Power Measure closed solidly positive, reflecting late buying.  Buying and selling pressure were relatively evenly matched in the broad market and among large caps.  The Adjusted TICK ended at -97, and the Institutional Composite finished at +32.  Demand fell to 62; Supply was 49.  New 20 day highs dropped to 1071; new 20 day lows also dipped to 398.  Institutional Momentum continued very strong at +1280, with all 17 of the large cap issues in my basket trading in intermediate-term uptrends.  We're seeing resistance around 1350 as part of a two-day trading range.  We need to see the number of stocks expand new highs or lows on increasing volume to break from this range.

 

September 28, 2006
Market Ideas:
TraderFeed looks at the difference between trading to win and trading to not lose.
Registration for Monday's Webinar sponsored by the Chicago Mercantile Exchange and hosted by Teach Me Futures.
Very thoughtful post on hedge funds from All About Alpha.  See also this insightful post debunking some myths.  
Barry Ritholtz on the different outcomes among Dow stocks since 2000.
Setups from Trader X.
Justin Lenarcic on sentiment.
The market is frustrating bears, but the chop makes it difficult for bulls as well.  Charles Kirk with some perspective from the sidelines.
Tom Alexander adds to an earlier TraderFeed post with some excellent observations on breadth on the Minyanville site.
Abnormal Returns wonders about limited alpha and more funds chasing it with size.  See also some good bond market links.
Infectious Greed on housing.
 

Market Expectations:

Notice how spikes in the number of 20-day closing highs within the past 20 days tends to precede price peaks during intermediate-term market moves.  Notice also that we made a recent peak on Wednesday, with 8 of the last 20 sessions in SPY consisting of 20 day closing highs.  I would expect to see a pattern of lower peaks before we get an ultimate price high.  More on this in tomorrow's TraderFeed post.
 

Market Summary:  

Wednesday's market once again took us into new high territory, but ultimately closed off its highs.  We closed a bit above the day's average price of ES 1347, sustaining the short-term uptrend.  Buying dominated the broad market, with the Adjusted TICK at +305, but selling was more evident among large caps, with the Institutional Composite at -110.  Demand rose to 90; Supply also rose to 49.  New 20 day highs rose modestly to 1239--still well off the peaks of earlier this month.  New 20 day lows remain surprisingly high at 471.  Among my large caps, all 17 are trading in intermediate-term uptrends, with Institutional Momentum at +1280--the highest reading since I began calculations several months ago.  Small caps and mid caps continue to lag on a relative basis, as does the NASDAQ.  We continue to make higher highs and expand new highs, however, so that keeps us tilted toward the bulls.

 

September 27, 2006
Market Ideas:
TraderFeed inspects two pieces of market history and what they might be telling us.
Thanks to the excellent Naperville IBD Meetup Group for their warm welcome and the opportunity to talk with them about trading psychology.  It was a special treat to see Jeff "A Dash of Insight" Miller at the meeting.
Charles Kirk has some interesting questions about the rally, the energy sector, and homebuilders--as well as links galore (including a good contrary view of housing and stocks).
Brian Shannon charts a target for the S&P 500.
More on housing from The Big Picture.
Interesting application of Trade Ideas from Declan Fallond.
 

Market Expectations:
Well, we got the strength following the reversal day mentioned in the TraderFeed post, and the S&P closed at a bull market high.  How strong was the broad market, however?  1198 stocks made 20 day highs and 499 made 20 day lows.  That is weaker than we've seen in mid September, early September, and late August.  Momentum, measured by my Demand/Supply index (see below), actually declined on the day.  We had 47 new 52-week highs among S&P 500 stocks on Tuesday, down from over 60 two weeks ago.  Small caps?  We had 20 new 52-week highs among S&P 600 small cap issues, down from over 40 two weeks ago.  But we did finally hit that 80% mark that has characterized intermediate market highs since 2004: 80% of S&P 500 stocks are now trading above their 50-day moving averages.  It is common to see further price highs after that number has peaked.
 

Market Summary:  

Tuesday's market traded steadily, though choppily higher through much of the day, with the S&P 500 closing at bull market highs, but less relative strength among small and mid caps.  We closed above the day's average price of ES 1341.5, sustaining the short-term uptrend.  Buying moderately outweighed selling in the large caps, with the Institutional Composite at +164, and in the broad market, with the Adjusted TICK at +195.  Demand fell to 83; Supply was 42.  New 20 day highs rose to 1198; new 20 day lows were 499.  Institutional Momentum soared to +1180, as 15 stocks in my basket closed in intermediate-term uptrends, 1 in a downtrend, and 1 neutral.  We are sustaining gains above recent resistance; as long as we get fresh price highs and expanding numbers of stocks registering new highs, the trend remains up.  

 

September 26, 2006
Market Ideas:
TraderFeed looks at what it takes to become your own trading coach.
A note of thanks to John Conolly and Advantage Futures for hosting the Webinar next week (see above).  Advantage is a very popular brokerage firm among professional futures traders, with a reputation for low rates and fast, reliable executions.  No one put me up to say any of this, but I suspect John would be very helpful to any blog readers who are active traders looking for a solid platform.  Good guy.
More from Trader Mike on WallStrip.

The blog world never stands still: developments from The Big Picture.
Adam Warner and the VIX rule.
Interesting advisory service; they're counseling patience in a range bound market.
Carl Futia, with a George Lindsay-inspired market forecast.
Rate forecast and more from Terry Laundry.
Very interesting post on long/short currency ETF from Roger Nusbaum.
Gary Kaltbaum wonders about a rate cut from the Fed.
Cautionary words also from Kevin Haggerty.
John Rutledge looks at profits as a % of GDP and says it's a great time to own stocks.
More war rumblings after the recent Time feature and this unsettling article.
Here's an online trading room and educational service worth a look.  I think such sites, including those listed on the Trader Development page, can be valuable learning tools for developing traders.
 

Market Expectations:
My recent blog post dealt with the NYSE TICK as a measure of market sentiment.  It made the point that sentiment often turns ahead of price.  Here is an oscillator of the Adjusted TICK that I use that nicely shows this pattern.  Note the divergence between the oscillator readings at 9/19 (around point 1387) and the recent lows.
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Market Summary:  

Monday's market opened weaker before holding at Friday's supports and rocketing higher through much of the day.  We closed above the day's average price of ES 1330.75, initiating a short-term uptrend.  The Power Measure closed solidly positive, though off its high for the day.  Buying dominated the broad market, with the Adjusted TICK at +233, but there was selling among large caps, with the Institutional Composite finishing at -138.  Demand rose sharply to 120; Supply fell to 43.  New 20 day highs rose to 923; new 20 day lows were uncomfortably high at 1171.  Institutional Momentum bounced nicely to +700, with 12 issues trading in intermediate-term uptrends and 5 in downtrends.  We remain in a wide trading range, with strong support at the levels touched on the 19th, Friday, and Monday.  We need day over day price highs and expanding numbers of stocks making fresh new highs to sustain the short-term uptrend.

 

September 25, 2006
Market Ideas:
TraderFeed reviews patterns in the NYSE TICK, one of the topics I'll touch upon in next week's Webinar (see above).
Great linkfest at The Big Picture, including Goldilocks doubts.
A Dash of Insight provides a counterpoint to the cycle of negativity.
Further links from James Altucher, including a provocative list of the worst managed companies.
Adam Warner's volatility perspective on Beazer.
CXO Advisors reviews research on whether market timing works for mutual funds.
Ticker Sense with a trading pattern based on the Jewish High Holy Days.
 

Market Expectations:
Very nice long-term view of new 52-week highs and lows in the S&P 500 stocks shows ongoing deterioration.  One of many valuable perspectives from Decision Point.
[image: image2]
 

Market Summary:  

Friday's market continued its decline in the wake of Thursday's economic release, but stabilized in the afternoon and managed to rally.  We closed above the day's average price of ES 1324 and sustained the short-term downtrend.  The Power Measure closed positive, reflecting the afternoon rally.  Selling again dominated the large caps, with the Institutional Composite at -135, and the broad market, with the Adjusted TICK at -175.  Demand fell to 29; Supply rose to 140.  New 20 day highs fell to 494; new 20 day lows expanded to 831.  Institutional Momentum dropped sharply for the second consecutive day, finishing at +280 (10 stocks in uptrends; 6 in downtrends; 1 neutral).  As long as we see day-over-day lows, expanding numbers of stocks making new lows, and weakening momentum, the short-term trend remains down.

 

September 24, 2006
Market Ideas:
TraderFeed examines trading patterns associated with "significant" days in the market.
The Trader Performance page takes an advance look at a new book that covers auction theory and Market Profile.
I've added new links to the Trader Development page.
 

Note:  If you're an experienced market blogger and have written a particularly insightful post with original content, feel free to email me with a heads up.  I'll be happy to look over the post and link to it.  No commercial posts, please.  
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Very interesting post on the neuroscience of leadership.
Barry Ritholtz on implications of Wal-Mart's move to slash generic drug prices.
Here's a tool for screening ETF performance.
Yet another sign of changing sentiment re: Iraq.
Market context, from the Trading What I See blog.
John Mauldin on the implications of the Philadelphia Fed report.
 

Market Expectations:
Here's an update on a pattern that I found a couple of weeks ago via the Odds Maker module in Trade Ideas.  It has held up well under some shifting market conditions.  We're trading SPY and IWM and selling on a break above the market's opening hourly range.  Holding the trade for 45 minutes results in 14 winners in 21 trades, with the average win ($.56) much larger than the average loss (-$.15).  How about buying a downside breakout of the opening range and holding for 45 minutes?  That provides 12 winners in 18 trades, with the average win ($.72) again much larger than the average loss (-$.28).  Let's track this one during the TraderFeed AM updates.
 

September 23, 2006
Market Ideas:
TraderFeed finds value in examining individual stock data that haven't been picked over, and finds a bearish pattern in the new high/low data.
Trader Mike introduces WallStrip.
The Kirk Report on moving averages and SPY.
Abnormal Returns reviews the tone of the market.
The Big Picture on the market's internal strength.
Some interesting market patterns from the GlobexSession blog.
Portable alpha blog.
 

Market Expectations:
Here's a pattern worth keeping filed away:  If the market cannot break out of a range late in the day, we can get a sharp move in the other direction, as day timeframe traders bail out of positions ahead of the close.  Notice how, on Friday, the inability to make new lows led to furious late session short covering.
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September 22, 2006
Market Ideas:
TraderFeed asks the question, "Does the coaching of traders work?"
My article "Surfing the Blogosphere for Day Trading Resources" appears in the forthcoming issue of SFO Magazine.  
Not a bad "flame out" call from Trader Mike!  Thanks also to Mike for that heads up on Zecco.  Skype comes to trading...amazing.
Nice job by Brian Shannon tracking weakness in semiconductors.
Bill Cara on Amaranth.
Time to buy homebuilders; from Bill Rempel.
 

Market Expectations:
Notice that the character of Thursday's market changed dramatically with the release of the Philly Fed report.  We saw an increase in selling volume, and that selling pressure persisted as we took out Wednesday's lows.  When is an economic report real news, and when does it just create temporary gyrations?  My own benchmarks come from watching the currency and interest rate markets.  If fundamentally new information is entering the marketplace, it will create major revaluations within those markets.  We saw that Thursday with the dramatic rally in bonds (drop in interest rates) and the sharp fall of the dollar (vs. Euro).  When macro traders revalue those markets, they are more likely to revise their perceptions of equities--and that's when you get whole new groups of traders entering the futures markets.  The increased volume and the directional revaluations increase the odds of getting breakouts from prior trading ranges.  It is *very* difficult to revise your thinking--and trading plans--in the face of surprise news and sudden revaluations.  That's why it's critical to have "what-if" plans rehearsed in advance.  The majority of economic reports don't move markets in fundamental ways, but it's the surprises that can create unwanted drawdowns for the unwary.
 

Market Summary:  

Thursday's market ran to early highs before selling off hard following the release of the Philadelphia Fed data (see above).  We closed below the day's average price of ES 1332.75, initiating a short-term downtrend.  The Power Measure closed solidly negative, reflecting afternoon selling.  Selling was the watchword in the broad market, with the Adjusted TICK at -178, and among large caps, with the Institutional Composite at -382.  Demand fell to 39; Supply rose to 92.  New 20 day highs dropped to 1186; new 20 day lows rose to 636.  Note that we still have many fewer new lows than were seen on the 11th (1146) and fewer even than on the 19th.  Institutional Momentum has dropped to +500, with 12 stocks in intermediate-term uptrends and 5 in downtrends.  We are in a wide trading range and need to stay above the lows from the 19th to form a bottom that could sustain another attempt at new highs.  As long as we make day over day price lows and expand the number of stocks registering fresh 20-day lows, however, the short-term trend is down.

 

September 21, 2006
Market Ideas:
TraderFeed examines the structure of market transitions.
Thanks to the Chicago MTA for hosting my talk Wednesday evening.  Excellent group.
A Dash of Insight into understanding your risk.
Thanks to Zentrader for posting the link to my article on market breakouts and successful traders.  It's important to recognize what the pros are watching.  And that isn't what most the books and seminars teach.
Thanks also to the Smart Money Report for their link to my sport psychology piece and their link collection.
Charles Kirk goes elephant fishing.  Somewhat similar to relative volume screens I've found useful in Trade Ideas.
Carl Futia updates his market forecast.
Random Roger tracks the bumpy ride in emerging markets.
A couple of good posts on energy vs. tech from Adam Warner.
Investment banks with too much money on their hands via Seeking Alpha.
 

Market Expectations:
Only 36 S&P 500 stocks made new 52-week highs on Wednesday despite the average touching a new high.  That is down from 64 new highs last week, which in turn is down from the levels seen during the March-May top.  Not exactly a rousing sign of strength.  Only 35 stocks in the S&P 600 small caps made new 52-week highs on Wednesday, also down from last week.  Same pattern in the NASDAQ 100, where only 6 stocks made new annual highs.  We'll need to see a broadening of this rally, or I suspect a retracement of these gains will be in the offing.
 

Market Summary:  

Wednesday's market opened with strength, meandered ahead of the Fed announcement, and then absorbed considerable selling before moving back toward the day's highs.  We closed near the day's average price of ES 1336.25, resuming a short-term uptrend.  Buying dominated the large caps, with the Institutional Composite closing at +446.  We also saw moderate net buying in the broad market, with the Adjusted TICK at +123.  Demand rose to 109; Supply fell to 34.  New 20 day highs rose to 1498; new 20 day lows dropped to 594.  Institutional Momentum continues strong at +920, with 14 of the stocks in my basket trading in intermediate-term uptrends and 3 in downtrends.  We broke above the recent trading range highs; if we can stay in that lofty territory and expand the number of stocks registering fresh 20-day highs, the short-term trend will be owned by the bulls.

 

September 20, 2006
Market Ideas:
TraderFeed finds value in tracking the individual stocks that make up the major market averages.
Barry Ritholtz on the foibles of forecasting.
Very thoughtful post on the challenge of evaluating technical analysis from A Dash of Insight.
Dayve Johnson on his trading methods; another fine Stock Tickr interview.
Charles Kirk's screening based on cash flow (members section).
Thanks to Trader Mike for this link on risk.
Nice way to search message boards and blogs.
Larry Nusbaum's real estate exit strategy: death.
Stock market booms reviewed, from CXO Advisors.
Capital Spectator on monetary policy and a rise in M2.
 

Market Expectations:
[image: image5]
Here's a pattern I was tracking in the afternoon.  Observe the transition from selling sentiment (red) to buying (green).  As a rule, the longer it takes markets to form bottoms, the more extended the subsequent rally.  I will have a blog post on the topic tomorrow. 
 

Market Summary:  

Tuesday's market fell to multiday lows before rallying furiously in the afternoon (see above).  We closed above the day's average price of ES 1327.5, with the rally returning us to a neutral trending mode.  The Power Measure ended the day solidly positive, reflecting the strong late buying.  Overall, however, we saw net selling in the large caps, with the Institutional Composite at -378, and in the broad market, with the Adjusted TICK at -348.  New 20 day highs fell to 736; new 20 day lows rose to 704.  Institutional Momentum continues strong at +880 (14 stocks in uptrends; 3 in downtrends).  Thus far, the market is showing considerable resilience in the face of selling, suggesting that we could see higher prices ahead once the selling abates.    

 

September 19, 2006
Market Ideas:
TraderFeed returns to the subject of stops and the difference between managing risk and managing anxiety.
My Trading Markets article looks at information traders can access to read markets.
Note how signs of a range bound day were beginning to surface by 8:40 AM CT.  No crystal ball: just knowing the volume/volatility relationship.
Barry Ritholtz tracks the fall in the homebuilders index.
There is no such person as Charles Kirk, I'm convinced.  He's really a bunch of elves who tirelessly comb the Web and Blogosphere for links.  Check out Richard Russell's perspective, given market valuations.  Very similar to my own take. 
Thanks to the Galatime blog for the webcast link.
Abnormal Returns on the bifurcation in the investment management world.
CXO Advisory reports research on which stocks are best for technical analysis.
Tracking Valero vs. the oil market: Daily Options Report.
John Rutledge on competition for capital.
Kevin Haggerty takes a skeptical eye to the market and notes 6 consecutive up days in QQQQ.
John Mauldin, with a contrary take on commodities from Stephen Roach.  Excellent piece.
 

Market Expectations:
Notice on the Market Delta chart  how volume expanded to the downside, indicating increasing participation in the selling from large traders (institutions, not just locals).  This is one case where, for a long trader, a stop loss exit would have been appropriate per my article.  
[image: image6] 
Modeler Results:  We had the unusual situation of a market (SPY) making a 20-day high, but showing more stocks closing below the volatility envelopes surrounding their short and intermediate-term moving averages than closing above (i.e., Supply exceeding Demand).  Since 2003 (N = 927 trading days), we've had 48 such occasions.  Two days later, SPY has averaged a loss of -.17% (20 up, 28 down).  That is notably worse than the average two-day gain of .08% (491 up, 436 down) for the entire sample.  More on this pattern tomorrow.
 

Market Summary:  

Monday's market provided a range bound trade, closing near its average price for the day of ES 1332.75 and starting a neutral short-term trend.  The Power Measure closed modestly negative, but well off its lows.  Selling once again dominated the broad market, with the Adjusted TICK at -263, and the large caps, with the Institutional Composite at -260.  Demand fell to 52; Supply rose to 66 (see above).  New 20 day highs fell to 1042; new 20 day lows were 486.  Institutional Momentum dropped to +860, its third consecutive dip.  The 1335 region is proving stiff resistance, and we're seeing significant selling around the highs and a drop in momentum among stocks.

 

September 18, 2006
Market Ideas:
TraderFeed looks at what yields can tell us about equities.
The Trader Performance page reviews a trade from Friday and the integration of tested setups and discretionary reading of order flow.
Adding to a recent TraderFeed post, Barry Ritholtz asks, "What have you done to qualify or test your trading or investing strategy?"  He also explains, "The best investors aren't looking for a big miracle. Instead, they seek small ways to improve their performance."  But you can't make those small, steady improvements in performance if you don't know how you're performing.
I'm happy to have discovered this site, which isn't afraid to ask tough questions.  Jeffrey Miller says, "I am suspicious of research that begins with data instead of with theory."  Bravo: it's easy to find the one pattern in twenty that meets statistical criteria of significance at the .05 alpha level.  The goal of science is to construct, test, and refine our explanations of the world we observe.
There's an excellent observation in Charles Kirk's Q&A re: traders' shifting from strategy to strategy before any single strategy can work out.  (Site members only; easily worth the effort of membership, IMO).  
Bill Rempel compiles his favorite market and non-market links.
Chris Perruna tracks sectors and questions the lack of new highs.
Trader Mike tracks MOT.  
MaoXian tracks recent ETF performance.  
GOOG as an investment fund.
 

Market Expectations:
I've often mentioned that market expectations are relative to *who* is participating in the marketplace.  One nice screen for the "who" variable is the "relative volume" screen in Trade Ideas.  It alerts you to short-term situations in which your stock/index is trading abnormally high volume: a tip-off of likely institutional involvement.  Another application of the screen would be to track a universe of stocks, identify occasions in which large volume has entered the market, and then track order flow to see if you can ride a developing move.  Interestingly, with SPY and IWM, if you had bought and held for 3 hours after a period of elevated relative volume during the past three weeks, you'd have had 17 winning trades in 25 opportunities, with the average win size ($.37) exceeding the average loss (-$.25).  I'll talk more about that tomorrow in my market update.
 

Market Summary:  

Friday's market traded in a choppy range during the expiration session, closing the day near its average price of ES 1332.75 and sustaining a short-term uptrend.  The Power Measure closed off its highs on some afternoon selling.  We saw selling pressure in both the large caps, with the Institutional Composite at -340, and in the broad market, with the Adjusted TICK at -220.  Demand rose to 59; Supply fell to 49.  New 20 day highs rose to 1622; new 20 day lows also rose to 641.  A rise in 20-day highs above the 1802 registered on the 6th would be a plus for the bulls.  I'm keeping my eye on those expanding new lows.  Institutional Momentum remains strong at +920, with 14 stocks trading in intermediate-term uptrends, 3 in downtrends.  We see continued price highs and strength in the number of issues making new 20 day highs; this is keeping the short-term bull alive.

 

September 17, 2006
Market Ideas:
TraderFeed questions the value of traditional stop loss points in trading.
Weekend links on topics ranging from the economy and investing to housing, energy, and more from Barry Ritholtz.
More on QQQQ and pinning, from Trader Mike.
Great post on chasing success from Trader X.
Alpha Trends on when to sell.
Jon Markman on the innovator's dilemma and Ford.
Interesting site on microcap investing.
John Mauldin on the 6/50 rule and the prospect for lower rates.
Roger Nusbaum on the BRIC ETF.
 

Market Expectations:
Let's check in with some measures of market strength:
New 52-week highs in S&P 500 stocks were 51 on Friday, down from 68 earlier in the week.  That is also down from 80+ levels during the March-May highs.  Earlier in the week, we saw a bit over 40 new 52-week highs among S&P 600 small cap issues; Friday's level was 31.  That's down from a peak around 100 during those March-May highs.
About 68% of S&P 500 issues are above their 50-day moving averages as of Friday, down from over 70% earlier in the week.  Recent intermediate-term bull moves have peaked after 80+% of issues have been above that benchmark.  About 70% of small cap issues are above their 50-day moving averages.  Let's see if the rally expands, or if this represents a momentum peak for the recent bull move.  Recall that price peaks tend to come after momentum peaks.
 

September 16, 2006
Market Ideas:
TraderFeed looks at the value added by the best market blogs.
A Dash of Insight adds perceptive observations to the above post.
Thanks for the continued positive comments re: the morning market updates.
Nice addition to my sport psychology post from The Market Speculator.  Any market blog that posts music links is OK in my book.  This one is my personal favorite.
Thanks to James Altucher for the link re: China's bloggers.
Brian Shannon anticipates some "slow going" the next couple of weeks.  Nice to see he's getting good feedback on the classes he teaches; he seems like a real educator.
Nice heads up on hedge funds going public from Abnormal Returns.
Adam Warner on expiration day pinning.
Macro perspective from Mark Boucher.
Boogster, of all traders, recognizes how important it is to figure out who is at the table.  Many good analogies between poker and trading.  Maybe he and I will collaborate on a post some time...
 

Market Expectations:
Yesterday's post looked at Odds Maker and market regimes.  Here's a market regime that we can call "catch the breakout trader".  The pattern looks at the range of the first 30 minutes of trade in SPY and sells upside breakouts of the range and buys downside breakouts.  So the pattern is definitely fading breakout/trend traders.  No stops; hold time for buys is 60 min; hold time for sells is 20 min.
For buy setups, 7/10 signals are profitable; avg. win = $.35; avg. loss = -$.04.  For sell setups, 9/13 signals are profitable; avg. win = $.35; avg. loss = -$.16.  
Will this regime hold forever?  Of course not.  But, as mentioned yesterday, that's not the function of Odds Maker.  It is telling us the *current* regime, and the current regime is reversing breakout moves.  It seems to me that, if we get a breakout move and then order flow in the direction of the move dries up, we have a great signal that the regime is continuing and we can take the trade.  Worth keeping an eye on for next week.
 

September 15, 2006
Market Ideas:
TraderFeed asks the question, "What is the most common mistake traders make?"
Trader Mike, with links to topics ranging from neural networks to the Sharpe ratio.
A perceptive post on backtesting from Abnormal Returns.
Much deserved: The Kirk Report on the Kiplinger's list of top blogs.  It's a good list.
Adam Warner explains VIX options.
I really like Barry Ritholtz's three goals for market analysis: well stated.
Roger Nusbaum on continued ETF expansion.
Very interesting KRY perspective from Bill Cara.
More good research: Ticker Sense tracking the stock analysts.
DayTrade Team mines the blogs each day.  
Jason Goepfert of the Sentimentrader service notes that expiration Fridays tend to be rangebound days.  See his excellent research on credit default swaps and the equity market.
Brian Shannon tracks the QQQQ at crucial levels.
 

Market Expectations:
I've been researching the uses of the Odds Maker program from Trade Ideas.  Their blog describes several uses of the program and how the program's findings can be robust.  The latter concern was in response to a skeptical reviewer who questioned the program's 15-day lookback period as a basis for testing trade ideas.  To use the language of my recent TraderFeed post, the Odds Maker program provides descriptive statistics about market patterns, not inferential ones.  Odds Maker tells you how much money you would have made trading a pattern over the past fifteen days.  It does not compare that fifteen-day period to other fifteen-day periods; nor does it make any pretense toward discovering universal market patterns that apply equally well to all fifteen-day windows.
The term that traders sometimes use is "regime".  A market regime describes a pattern that persists for a while, then shifts.  Bond movements leading stocks might be a regime; small caps outperforming large caps is a regime.  We can think of trending markets and bracketing ones as regimes also.  In some ways, Odds Maker might be better named "Regime Finder".  By looking over the past three weeks, the program can identify what has been working and what hasn't.  Moreover, by re-running the performance statistics at the end of each day, we can observe the rise and fall of regimes.
Regimes can be framed as market hypotheses.  I watch for volume, volatility, reactions to news events, and price change early in a market session and evaluate whether today's market is behaving similarly to the markets of the past fifteen days.  If so, I entertain the hypothesis that the regime of the last three weeks will continue to be in force during today's session.  That gives me the green light to trade the Odds Maker setups that have worked well during that lookback period. 
One of my projects simply defines trend following and mean reversion regimes and tests these each day in Odds Maker with a basket of stocks that mimic the S&P 500 Index.  In my recent tests, for instance, buying a two-day low and exiting at the close resulted in 137 trades.  81 were profitable over the past three weeks, and the average winning trade was larger than the average loser ($.38 vs. -$.27).  Buying a two-day high provided 141 trades; 80 were profitable, and the average win exceeded the average loss ($.41 vs. -$.31).  Quite simply, Odds Maker is telling us--with vivid descriptive stats--that we're in a bull regime.  (Note: I did not try to optimize the above setups.  My goal was simply to create a straightforward way to assess a trending regime). 
Now, if I sit out the first minutes of trade, see that volume patterns are similar to recently (meaning that the mix of locals and paper has not changed), and see similar tendencies of large market participants to lift offers rather than hit bids, I conclude that today is following the regime and I target buying the two-day lows and the two-day highs.  If news comes out and market volatility and participation change radically, I might be more likely to stand aside and see if a new regime is forming.  Can such an integration of system and discretionary trading succeed?  Only by tracking real-time performance results can we know for sure.          
 

Market Summary:  

Thursday's market traded in a narrow range ahead of expiration Friday.  We closed near the day's average price of ES 1327, sustaining the short-term uptrend.  The Power Measure closed neutral, reflecting the mixed market action.  Selling dominated the broad market, with the Adjusted TICK finishing at -376.  There was relatively more buying among large caps, with the Institutional Composite at +131.  Demand fell to 38; Supply rose to 60.  New 20 day highs dropped to 1002; new 20-day lows rose to 552.  The Institutional Momentum score dropped to a still-strong +980, with 14 stocks trading in intermediate-term uptrends and 3 in downtrends.  We saw an inside day on Thursday; we need to make new price highs and expand the number of stocks making fresh 20-day highs to sustain the short-term uptrend.

 

September 14, 2006
Market Ideas:
TraderFeed examines sport psychology research and the implications for trading.
For those interested, here's the link for the Trading Summit in Las Vegas sponsored by the major futures exchanges.  My understanding is that registration is discounted if done in advance.
A Dash of Insight recognizes that evaluating the success of a trader and evaluating the success of a trading system are closely related undertakings.  Only with quantification can we determine if results are due to luck/chance or to market mastery.  More on this topic in tomorrow's TraderFeed entry.  See Dayve Johnson's post on backtesting, also.
Jason Goepfert really does fine research with his Sentimentrader service.  He notes that we're at a 30-day VIX low--not exactly a bullish intermediate-term indication.
Thanks to Trader Mike for digging up this past post on the mental side of trading.  Here's also his link to Linda Raschke's perspectives on trading's mental component.
I like the culling out of quality links from Abnormal Returns, including a couple of good ones on hedge funds.
Here's one way to keep up with blog postings:  the MustFeed aggregator.  See also the blogroll at Instant Bull.
Interesting site on volume and trading.
I'm just very impressed with 10Q Detective's digging into details.  Ditto this site from Footnoted.  I'm not at all convinced that we can count on mainstream financial journalists to do this kind of research.
The trend of earnings from CXO Advisory.
NYSE Trader looks at hybrid trading.
If only all car commercials were like this.
 

Market Expectations:
Checking the Modeler:  What happens when we make a 20-day price high *and* a 20-day VIX low?  We've had 49 such occasions since 2004 (N = 660 trading days).  Interestingly, there's no positive edge going two days out, with SPY down by an average -.01% (24 up, 25 down).  That's weaker than the average two-day gain of .05% (345 up, 315 down).  When we look fifteen days out, however, the results are quite bullish.  The average gain in SPY is .84% (38 up, 11 down), much stronger than the average 15-day gain of .34% (376 up, 284 down).  An intermediate-term trader might look to buy near-term weakness.
 

Market Summary:  

Wednesday's market picked up where the previous day left off, with buying pressure in the broad market leading prices higher.  We closed above the day's average price of ES 1327, sustaining the short-term uptrend.  The Power Measure was positive through the day once again, attesting to the persistent demand.  Buying dominated the large caps, with the Institutional Composite ending at +180, and also dominated the broad market, with the Adjusted TICK at +180.  Demand finished at 87; Supply was 39.  New 20 day highs rose to 1614; new 20 day lows dropped to 469.  Institutional Momentum was very strong at +1160, with 15 stocks in uptrends, 2 in intermediate-term downtrends.  Once again, as long as we continue to make price highs and expand the number of issues registering fresh 20 day highs, the short-term trend remains up.

 

September 13, 2006
Market Ideas:
TraderFeed finds a positive stock index bias during periods when oil and gold are falling. 
Perceptive post on trading distractions from Abnormal Returns.
Tracking the housing bubble.  Thanks to Trader Mike for this housing link.  And thanks to Charles Kirk for this perspective from Bill Fleckenstein.  If housing in the hot markets is like tech stocks in 2000, what real estate market is like small caps were back then: poised to make new highs on the next run?
Great post on wage growth from Capital Spectator.
Excellent, excellent stock research at this site; see the nice piece of financial journalism on News Corp.
Stock research from Footnoted, with more fine financial journalism.
A value portfolio from Larry Nusbaum.
24/7 Wall St. on AAPL.
Daily Options report on BHI.
 

Market Expectations:
Checking the Modeler:  Strong momentum, strong buying - Tuesday showed very strong momentum on the Demand/Supply measure, with strong upside stocks outnumbering strong downside ones by about 7:1.  Buying pressure was outstanding, with the Adjusted TICK at 684.  Going back to July, 2003 (N = 795), I found 20 days in which we had similar strong momentum and strong buying interest.  SPY three days later was up by an average of .53% (16 up, 4 down), much stronger than the average three-day change of .11% (454 up, 341 down).  I note that average gains for the pattern, however, have moderated somewhat over the course of the data sample.  
 

Market Summary:  

Tuesday's market broke above the recent trading range and traded higher through most the day, following a trending pattern noted in the day's TraderFeed update.  We closed above the day's average price of ES 1319.5, resuming a short-term uptrend.  The Power Measure stayed positive through the day, reflecting consistent buying momentum.  Buying was heavy in both the broad market (Adjusted TICK = +684; see above) and among large caps (Institutional Composite = +544).  Demand soared to 177; Supply fell to 26.  New 20 day highs rose sharply to 1483; new 20 day lows were 726.  Institutional Momentum was very strong at +1060, with 15 stocks trading in intermediate-term uptrends and 2 in downtrends.  As long as we see day over day price highs and an expanding number of stocks making 20 day highs, the short-term trend will remain up.

 

September 12, 2006
Market Ideas:
TraderFeed looks at the outperformance of defense stocks and what that might portend.
The SharpBrains site builds on one of my earlier articles; check out the blogroll on the site for cognitive neuroscience resources.
Adam Warner on the volatility of the volatility index.
CXO Advisory examines if bloggers truly predict market moves.
I continue to search for international blogs.  Here's the Nexttrade site from Kuala Lumpur, with trade ideas.
Many blogs in one spot plus discussion forums: the NewsNosh site.
Critical Bits of wisdom: don't trade ultra slow markets.
Trader Mike finds a pattern in the NAZ.
Charles Kirk traces the commodities breakdown.
Random Roger on evolving markets.
StockTickr tracks the evolution of a trader.
Hurting housing from The Big Picture.
 

Market Expectations:
Market patterns show up on multiple time frames.  A big part of trading success is keeping an open eye--and mind--to time frames above and below your accustomed ones.  '
For example, we made multiday lows in the S&P 500 Index early on Monday.  Much of this, however, was due to the weakness in the energy sector (XLE).  Did financials (XLF) make a multiday low?  Nope.  How about consumer staples (XLP)?  No.  Technology (XLK)?  No way,  due to semis.  Healthcare (XLV)?  No lows there either.  
When multiple sectors don't follow the broad average, the market's telling you something.  Tracking the behavior of the sectors when we're around highs and lows of ranges will tell you much about the market's potential for breakout vs. reversal.
 

Market Summary:  

Monday's market began the day weak, made marginal new lows (see above), and then rallied to the top end of the recent range.  We closed above the day's average price of ES 1308.5, placing us in a neutral trending mode.  The Power Measure closed negative, reflecting some late selling.  Selling dominated the broad market, with the Adjusted TICK finishing at -178, but buying was evident among large caps for the second consecutive day, with the Institutional Composite finishing at +241.  Demand finished at 68; Supply rose to 90.  The weak momentum readings are a bit surprising, given the market's rally and reflect the lagging of the small and mid caps.  New 20 day highs rose to 769, but new 20 day lows also rose to 1146.  Institutional Momentum jumped to +720, again reflecting the strength in the large caps: 13 stocks traded in intermediate-term uptrends, 4 in downtrends.  We are in a trading range defined by last week's highs and Monday's lows; the average price has hovered between 1308 and 1309 for three straight days.

 

September 11, 2006
Market Ideas:
TraderFeed takes a look at how the markets have changed since May.
New articles have been posted to the Articles page.
Carl Futia tracks the recent correction in ES.
Sunday links from Abnormal Returns.
Tech perspectives from Asif Suria; check out stocks that almost made the cut and his free newsletter.
James Altucher's weekend links, including a provocative one on water as more valuable than oil and a stark view of a China bubble.
 

Market Expectations:
Here's a chart of the S&P 500 Index, corrected for changes in the value of the U.S. dollar.  Note the bull market since 2003 has only retraced a fraction of the previous bear decline.  We had a stealth market crash from 1965-1982 when you factor inflation/drop of the dollar into the market's decline.  Could the same happen now?
[image: image7]
 

Market Summary:  

Friday's market traded in a narrow range, closing slightly above the day's average price of ES 1309.25 and sustaining the short-term downtrend.  The Power Measure closed in positive territory, reflecting some late buying.  The Adjusted TICK was relatively neutral at +42; the Institutional Composite displayed greater buying interest in large caps at +249.  Demand rose to 70; Supply fell to 53.  New 20 day highs rose to 651; new 20 day lows dipped to 650.  The market has been able to hold around the 1304/5 level (Dec. contract) on recent weakness; this is important support.  1312-1314 represents important resistance.  We need to break those lower levels with an expansion of stocks making new lows to sustain the short-term downtrend.

 

September 10, 2006
Market Ideas:
TraderFeed examines the integration of system and discretionary trading.  
The Trader Performance page outlines the Odds Maker setups that TraderFeed will track this coming week.
Very thoughtful post on the woeful state of market research from A Dash of Insight.
Provocative discussion on the Ugly Chart blog re: tracking performance results.
Market research on expiration week--very interesting site.
Interesting blog from Singapore from DanielXX.
George Friedman of Stratfor on the Iraq/Iran situation.
John Mauldin tracks a weak money supply in the U.S., increasing inflation by a new gauge, and reduced liquidity in Japan.
Very interesting summaries of financial newsletters, with stock picking guidance.
 

Market Expectations:
Here's a trading setup from Odds Maker during Friday's market that did not make money.  Notice that it started out profitable before reversing late in the 30-minute holding period.  The big question is whether a reading of order flow prior to or early in the reversal would have make this trade a winner or scratch.  Can discretionary, order-flow reading add value to a tested trading setup?  That's what I hope to find out.
[image: image8]
 

September 9, 2006
Market Ideas:
TraderFeed finds three ways to analyze volume; see also the Trading Markets article.
Some rules for investing in real estate from Larry Nusbaum.
Great post from Globetrader on the dilemma of stick with what works vs. tweaking for more.
Tom Downing with an excellent posting on the Fed model on the Niederhoffer/Kenner site.  Much wisdom on the site elsewhere, as well.
The Trade King blog on Niederhoffer.
Trade Ideas, on using the Odds Maker.  My TraderFeed entry tomorrow will touch on this.
Ticker Sense, with a contrary view on oil.
Jubak on housing.
Markman opines on a comeback from television.
 

Market Expectations:
[image: image9]
Here's a screen shot from my trade station (the new Market Delta program) during Friday AM trade.  You can see the bottom area around 1306, where the market update noted waning selling pressure, and you can see how buyers began lifting offers in the 10 AM bar.  Notice, however, that we were trading right in the fat value area defined by the histogram on the chart's left side.  That histogram incorporated the previous day's volume distribution as well as the current day's, allowing us to see where the market had established value and where we could get breakout trades.  The inability of traders to break below the value range early in the AM nicely set up the test of the opposite side of the value range.
See the yellow figures on the right?  That's the order book: the number of contracts offered and bid.  It moves very fast, but if you look for patterns in large shifts, you can discern some of the "games" of the large locals.  You can also get a feel for when market moves are sparked by automated trading systems (rapid, jerky taking out of multiple levels, often on surprisingly modest volume) and when institutions are entering the market (multiple large trades taking out levels in a steady, persistent manner).
 

September 8, 2006
Market Ideas:
TraderFeed on the difficulty of changing time frames in trading.
I greatly appreciate the email feedback re: the AM updates.  
A dying soldier contemplates his sacrifice: Violin, dance, voice, image--just perfect.  Artistry keeps me going during the trading day.
The Kirk Report tracks housing and much more, including a link to an excellent piece by Todd Harrison (and the provocative view that commodities are the fuse that will ignite volatility among equities).
Great discussion of "R" levels from Trader Mike.
Alpha Trends reviews support, resistance, and the major averages: nice teaching lesson.
Here's a stock-based market wrap, from 24/7 Wall St.
Call/put ratio is low, says Daily Options Report.
Strength in international ETFs, from ETF Trends.
Barry Ritholtz decries housing nonsense.
 

Market Expectations:
 

[image: image10]
Here's a pattern I call the "brick wall", picked up nicely on the new version of Market Delta.  We broke to new daily highs on very solid buying (12:50 CT bar) and then, in the next bar, we see persistent selling by large players, with over 3000 contracts hitting the bid at three separate levels during that time.  That persistent selling carries over to the next ten minutes as well.  Clearly, large traders are not perceiving that 1313-1313.75 region as value, and they absorb whatever buying is carried over.  We see the brick wall when longer time frame participants enter a market at price extremes to capitalize on a deviation from what they perceive as value.  The brick wall told us that there is major resistance at that level and that should put major questions in the mind of any short-term bull.  Remember: who is in the market affects the market's course.
 

Market Summary:  

Thursday's market started the day lower, extending Wednesday's decline and taking out lows from last week before rallying midday and then falling back late in the session.  We closed slightly below the day's average price of ES 1308.25 (Dec. contract), continuing the short-term downtrend.  The Power Measure closed in negative territory, reflecting late selling.  Selling dominated both the broad market, with the Adjusted TICK at -221, and the large caps, with the Institutional Composite at -276.  Demand rose to 30; Supply was a continued high 169.  New 20 day highs fell to 544; new 20 day lows rose to 764--a considerable deterioration.  A similar deterioration was evident in the Institutional Momentum, which fell to +160, with 10 stocks in intermediate-term uptrends, six in downtrends, and 1 unchanged.  We continue to make new price lows and expand the number of stocks making new lows, and that is sustaining the short-term downtrend.

 

September 7, 2006
Market Ideas:
TraderFeed takes a look at participation in the marketplace and the difference it makes.
Great post from CXO Advisory: Hedge funds make their money from stock picking, not market timing.
Nice data display from Ticker Sense, showing how the strongest sectors underperformed on Wednesday.
Trader Mike's market recap, with key levels and a shift of short-term trend.
Losing stocks that might get dumped at the end of the quarter, from The Kirk Report.
The Stocktrading guy site is now The Market Speculator blog.  Excellent post on the perils of micromanaging trades.
Larry Nusbaum wonders: If one's current wealth isn't bringing happiness, will more wealth suffice?  
Calling the market with options; the ISEE data.
 

Market Expectations:
Here's the link for Dan's trading system that he developed with the Trade Ideas Odds Maker.  He screens for stocks likely to gap open the next AM and found 21 winners in 25 trades.  The setup I'm working on involves stocks that have had a thrust up or down.  You then wait for the stock to retrace a portion of the thrust and enter in the direction of the initial thrust.  I seem to remember Linda Raschke describing a similar entry.  My exit is based solely on time: 30 min and you're out; no stop.  (Although a simple stop at the point at which the *entire* thrust is retraced would be logical).  Interestingly, the setup gave over 60% winners for both long and short trades, and the average size of winners exceeded losers.  I expected the setups to get crushed in Wednesday's market, but what happened instead was that few signals were generated.  The market didn't retrace thrusts sufficiently, given that it was pretty much a trend day down.  During the recent choppy, rangebound market, however, the setups made consistent money. 
Now here's an interesting question:  Would the setup for the SPY, QQQQ, and IWM work better if you also had a threshold percentage of S&P, NAZ 100, or Russell stocks also showing the pattern?  Lots of room for good research here.
 

Market Summary:  

Wednesday's market opened lower on the heels of higher interest rates and continued lower through most of the day.  We closed below the day's average price of ES 1305 and, breaking below the lows of late last week, began a short-term downtrend.  The Power Measure closed solidly negative, reflecting afternoon selling.  Selling was evident in the broad market, with the Adjusted TICK at -630.  Selling was more muted among large caps, with the Institutional Composite ending at -9.  Demand dropped to 18; Supply soared to 182.  That means we had ten times as many stocks with significant downside momentum as ones with strong upside momentum.  New 20 day highs dropped to 757; new 20 day lows expanded to 466.  Institutional Momentum dropped to +660, with 15 stocks trading in intermediate-term uptrends and 2 in downtrends.  We made multiday lows on Wednesday; as long as we see day-over-day price lows and an expansion in the number of issues registering fresh 20-day lows, the short-term trend will remain down.

 

September 6, 2006
Market Ideas:
TraderFeed explores the tendency of the human mind to perceive patterns--even when they're not there.
Here is the article on the 20 best financial blogs from 24/7 Wall St.  Many of the selections are ones not familiar to me; I will definitely check out and link some of those here.  BTW, here's what Barron's had to say about the 24/7 Wall St. site.  It's an excellent source of stock info. 
Several good articles in the most recent issue of The Trader's Journal, including Jim Wyckoff's treatise on measuring trading progress and success.  My contribution to the issue, on when to stop trading, can also be found on the Articles page, along with parts two and three of the series.  
Excellent posts from MaoXian on credit derivative indexes and bearish sentiment among option players.
Trader Mike tracks the upward path of the NASDAQ and S&P.
Charles Kirk tracks the overbought market.  See my comments below; see also the stocks that The Kirk Report is following and, of course, his prodigious links.
Great example of a trade idea and execution from Trader X.  Really a very practical site that models a way of looking at stock trading.
Thanks to Abnormal Returns for fine links on the economy, including Caroline Baum's perspectives on the yield curve.
Simple investing wisdom from Random Roger.
Bullish and bearish factors influencing the market, according to The Big Picture.
Neutral sentiment among bloggers, according to Ticker Sense.
 

Market Expectations:
I'll eventually post this project to my Trader Performance page, but for now a simple note will suffice.  As mentioned in my market update, I've been test-driving the Odds Maker program from the Trade Ideas folks.  The gist of the product is that it not only scans stocks for trading patterns, but actually evaluates the profitability of those patterns over the past 15 trading sessions.  Here is a post from their blog re: building strategies with Odds Maker.  My greatest concern is that, using the product, I don't conduct 20 separate analyses and then find the one that proves profitable by chance.  My recent post on finding patterns in randomness is quite relevant here.  So what I'm trying to do is come up with a pattern that is well-grounded conceptually and then fine-tune it and test it over a number of 15-day segments.  In other words, I'm more inclined to trade 1 solid pattern across many trading instruments than to trade lots of patterns that may or may not be durable.  My hope is that, if I find a good pattern to stick with, I can use the market updates on the TraderFeed site to post actual trade ideas.     
Apropos of The Kirk Report posting linked above, I'm finding waning momentum during this market decline.  Recall that I look at momentum as the number of stocks trading above their volatility envelopes surrounding their moving averages minus the number of stocks trading below those envelopes.  (I use short-term and intermediate-term moving averages for the calculations and combine into a single index that I call Demand and Supply; posted here daily).  Interestingly, about as many stocks are below their envelopes after Tuesday's rise as above!  We're also seeing 22 new 52-week highs among S&P 500 stocks, lower than every day last week.  Rises on weak momentum are less likely to persist in the near term than rises with strong momentum.  This is something I'm watching carefully.  
A different take: About 77% of S&P 500 stocks are trading above their 50-day moving averages--a figure that has been rising of late.  The 80-90% region has marked short-term market highs over the past couple of years.  Meanwhile, new short-term highs in the market *are* expanding (see below).  That will need to change before we see any meaningful movement to the downside.
 

Market Summary:  

Tuesday's market traded in a rangebound fashion on volume that started firm and then slowed during the day.  We closed slightly above the day's average price of ES 1313.25, sustaining the short-term uptrend.  The Power Measure closed positive, but off its day's highs, reflecting difficulty sustaining upside trendiness.  Selling was moderate among large caps, with the Institutional Composite ending at -102; it was also modestly negative in the broad market, with the Adjusted TICK finishing at -121.  Demand remained relatively steady at 59; Supply rose to 52.  New 20 day highs expanded to 1802, the highest level in several months.  New 20 day lows also rose to 263.  Institutional Momentum dipped a bit to a still-strong +940, with 15 stocks in the basket trading in intermediate-term uptrends, 1 in a downtrend, and 1 neutral.  We continue to make day-over-day highs with an expansion of the number of issues registering 20-day highs.  As long as that's the case, the short-term trend remains up, despite the softening momentum.

 

September 5, 2006
Market Ideas:
There are so many creative people out there doing phenomenal work.  Dr. Brett takes a holiday blog break and raves about a few favorites.
Talk about creative work: TraderFeed finds several innovative market analysts outside the industry limelight.
Insightful post from Globetrader in Munich re: the fear of failure.
A no-nonsense perspective on housing from Larry Nusbaum.
Bill Rempel, with a new blog site and a thoughtful post on technical and fundamental analysis.
John Mauldin passes along Bill Gross' insights re: demographics and their importance.
Rydex traders don't trust the rally, Carl Swenlin reports.
Weekend links, markets, and baseball from Adam Warner, who notes the brutally cheap vol in here.
The consumer is tired, Barry Ritholtz notes.
Options insights from Sigma Options.
 

Market Expectations:
Maybe a coincidence, maybe not:  I looked at past periods in which we had extended low volatility in the stock market, with 1994 and 1989 standing out as two recent periods.  Interestingly, both of those periods--like the current one--were times in which M2 money growth was restrained.  Recent money growth has been around 4.8% annually; in 1994, it was 1.45%; in 1989 it was 3.46%.  By contrast, we had a 10% growth rate coming out of the 9/11 event in 2001 and an 8.2% rate in 2003 prior to the takeoff of the recent bull market.  During the tech stock runup to 2000, M2 grew by 7-8%.  Does monetary restraint correlate with lowered market volatility?  Does an expansion of the money supply feed equity volatility?  It's a topic worthy of some exploration; research in Australia would seem to support the notion.
 

Market Summary:  

Friday's market moved steadily higher through much of the day, closing above its daily average price of ES 1310.54 and resuming a short-term uptrend.  The Power Measure closed in negative territory, reflecting some late selling.  Buying was evident in the broad market for the sixth consecutive session, with the Adjusted TICK at +231.  Among large caps, buying was more restrained, with the Institutional Composite ending at +92.  Demand was 61; Supply dropped to 32.  New 20 day highs dipped slightly to 1630; new 20 day lows also fell to 215.  Institutional Momentum hit a new high for the recent rally at +1000, with 15 issues from the large cap basket trading in intermediate-term uptrends and only 2 in downtrends.  We continue to make day-over-day price highs, with strength among new highs and a positive demand-supply balance.  As long as that continues, the short-term trend remains bullish.

 

September 4, 2006
Market Ideas:
TraderFeed looks at how traders can become their own therapists by blending cognitive and behavioral methods.
Abnormal Returns, with Sunday links, including an interesting perspective on growth stocks.
Carl Futia applies the work of George Lindsay to the current market.
Tom Henderson on market control zones.
Thanks to the Especulacion site for the kind mention.   Their post on the break in the trend line in commodities is excellent.  The page can be translated in Babel Fish.
Large number of alternative energy blogs tracked by invesLogic.
 

Market Expectations:
Update of some earlier research.  Looking at the August ES market, we find 23 trading days.  18 of those days, ES made its daily high or its daily low during the first 75 minutes of trading.  ES made its daily high or low during the last 75 minutes of trading on 17 of the 23 occasions.  By definition, a strong market should make its low price early in the day and its high price late (and vice versa).  By tracking early strength and watching for top and bottom formations early in the day, some worthwhile trade ideas might emerge from this market tendency.  Overall, I find that close to 3/4 of all market days make their high or their low early in the market day.
 

September 3, 2006
Market Ideas:
TraderFeed identifies a single psychological skill and exercise that can benefit traders. 
The Trader Performance blog begins a description of a personal project I'm undertaking to tackle trading across longer time frames and multiple instruments.
This is an unusually nicely organized aggregator of financial blog posts.  I particularly like the effort that the folks at invesLogic are making to separate blog wheat from chaff and filter posts and sites for their quality.  Tags allow for search across a variety of categories.
Trader Mike on position sizing.
Here's a study relevant to the current market: negative expectations following slow, narrow days. 
Interesting perspectives on Chinese cars coming to the U.S. market from NO DooDahs.
John Mauldin on the economy, interest rates, and housing:  "To be a bull today, you have to think that this time it is different. You must believe that the inverted yield curve, which has yet to be wrong about a future recession, is giving us a false positive."
 

Market Expectations:
A tip of the hat to reader Brian Crouthamel, who noticed a pattern of NASDAQ weakness following two-day periods of price strength that were accompanied by a diminishing number of stocks making new highs.  I went back to 2004 (N = 670 trading days) and found 90 occasions in which $NDX was up over the past two days, but the number of NASDAQ stocks making fresh 52 week highs declined during that period.  NDX was down over the next two days by an average of -.23% (30 up, 60 down), much weaker than the average two-day gain of .03% (331 up, 339 down) for the sample overall.  It does, indeed, appear that price strength with lesser participation of new highs is bearish for the NAZ in the short run. 
 

September 2, 2006
Market Ideas:
TraderFeed looks at market opportunity as a function of option volatility.
Here's my post on the trading summit being sponsored by the major futures exchanges. 
Brian Shannon tracks the short squeeze in RNWK.
Looks like StockTickr is expanding and developing a pro version.  The basic concept of sharing watchlists, tracking performance, and figuring out who's hot is an excellent one.
This is an interesting site that aggregates postings to trading bulletin boards and scours research sites for any stocks you choose.
Seeking Alpha allows you to gather research from across the Web when you enter ticker symbols in the search box.
Some good stock screens for strong issues from Move the Markets.
Yaser Anwar on the dollar and China.  Here's his take on energy.
What job pays the best out of school?  Yup, trading.
 

Market Expectations:
Here's a followup to the data on option volatility and market opportunity:
	VIX Level
	Median Daily Range
	Median Daily Change
	Median Weekly Range
	Median Weekly Change

	30+
	2.28%
	1.21%
	6.53%
	2.95%

	25-29.99
	1.75%
	.95%
	5.07%
	1.99%

	20-24.99
	1.32%
	.67%
	3.95%
	1.66%

	15-19.99
	.97%
	.49%
	2.70%
	1.18%

	12.5 - 14.99
	.74%
	.34%
	2.13%
	.89%

	9-12.5
	.63%
	.31%
	1.76%
	.81%


 If it seems as though daytrading opportunity has been limited since we dipped to the lowest VIX level, that's exactly what's happened.  By tracking volume relative to average volume and knowing average movement for a given VIX level, it is possible to very closely approximate the amount of movement likely in a day's trade.
 

September 1, 2006
Market Ideas:
TraderFeed examines emotional disruptions to trading.
Trader Mike with a link dump that includes many excellent trading pieces, including how he structures his trading journal.
Adam Warner's free look.
Barry Ritholtz questions the bond rally.
Commodity ETFs on the way.
Here's Terry Laundry's site; he's bullish to year's end.  I find his cyclical work intriguing.
Excellent post: CXO Advisory summarizes performance research on the components of value portfolios.  Also check out their fine compilation on value investing.
 

Market Expectations:
How much opportunity is there in a 40-day trading period?  I went back to March, 1990 (N = 4118 trading days) and examined the median size of market moves (the absolute value of all 40-day changes in SPX).  It would seem that, when traders perceive less opportunity in a low VIX market, they are responding to something quite real.  More on this topic in Friday's TraderFeed post.  
	VIX
	Median 40-Day Move Size for SPX

	30+
	6.75%

	20-29.99
	4.47%

	15-19.99
	3.27%

	9-14.99
	2.27%


 

Market Summary:  

Thursday's market continued its narrow range in slow pre-holiday trade.  We closed near the day's average price of ES 1305.75, placing us in a neutral trending mode.  The Power Measure closed positive, though off its afternoon highs after late selling.  An absence of institutional buyers drove the Institutional Composite into negative territory at -417, but the Adjusted TICK registered its fifth consecutive day of buying in the broad market at +193.  Demand fell to 62; Supply rose to 41.  We are at the top end of a several day range; if we cannot sustain an upside breakout move on the Friday jobs news, we're likely to see a retracement to at least the midpoint of that range.

