October 31, 2006
Market Ideas:
TraderFeed on what traders really need.
My Trading Markets article on why participation matters.
More than a few good reads from Charles Kirk, who also charts the overbought market.
A look at daytraders from Michelle B., courtesy of Trader Mike.  Here's Stock Tickr's interview with her.  Thanks, BTW, to Mike for the link to this insightful post.
Six stock picks from StockPickr.  
Very interesting site for traders interested in research-based ideas.
Worry about the carry trade and sudden Yen strength.
Climate change is front and center in Britain amidst fears of catastrophic economic consequences.
Newsletter with a variety of perspectives from Trading The Charts.  
Jonathan Hoenig asks, "Who is the enemy?"
Kevin Haggerty suspects rigged markets.
 

Market Expectations:
We have a weak 10-day reading of the Institutional Composite (measuring buying/selling activity among large caps), but a positive 10-day reading of the NYSE TICK (measuring the same activity among all NYSE issues).  This has occurred 25 times since 2004, with the market (SPY) up five days later 16 times, down 9 times for an average gain of .29%--about double the average five-day gain for the 2004-2006 period. 

Here's a great example of reading intraday new highs and lows to avoid a bad trade.  I decided to not buy into the rally early Monday AM, as the number of stocks in my basket making new highs was actually dwindling.  That disconfirmation led to a short-term reversal and an opportunity to buy at much better prices.  More on this Tuesday during the Morning With the Doc.  What's nice is that I received the minute-by-minute updates on the new highs/lows in a little corner of my screen, so I didn't have to take my eyes off the charts.  Tuesday I'll explain how.

 

Market Summary:  

Monday's market opened lower, rallied, broke lower still, and then rallied nicely before selling off late in the session.  The result was a range-bound session that had us closing near the day's average price of ES 1383 in a neutral trending mode.  The Power Measure closed negative, reflecting the late selling.  Once again, buying was stronger in the broad market, with the Adjusted TICK at +40, than in the large caps, where the Institutional Composite finished at -165, its fifth consecutive reading of net selling (and eighth in the past nine; see note above).  Demand rose to 46; Supply dipped to 81.  New 20 day highs fell to 890; new 20 day lows rose to 463--again something I'm watching carefully.  Among my large caps in the basket, 12 finished in short-term uptrends, 4 in downtrends, and 1 neutral, raising the Institutional Composite slightly to +580.  We are in a wide, several-day trading range and, if we can hold Monday lows, I would expect a test of the market highs this week.

 

October 30, 2006
Market Ideas:
TraderFeed reviews four facets of market psychology and examines a pattern with short-term participation.
New articles have been posted!
Linkfest from The Big Picture, including interesting post on how the market has become more defensive.
More excellent links from James Altucher.
Great post from Information Arbitrage on how few active managers beat the market averages.
Ticker Sense notes that we've gone longer without a 1% daily decline than any time since 1995.  Here's my related look at such periods of strength. 
Millionaire Now! on bubble-proof markets.
Adam Warner on the *overpricing* of SPY volatility!
Thanks to Random Roger for the link to Nouriel Roubini's work questioning recent growth estimates.
Lots of bearish buzz over deficits, including fears of a "demographic tsunami" and a wake-up call about demographics and possible economic disaster.
 

Market Expectations:
Here's a dramatic look at the gap in performance between value components of the S&P 500 and growth components:
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Market Summary:  

Friday's market opened lower, attempted to rally, and fell to daily lows in the afternoon.  We closed below the day's average price of ES 1387, setting up a short-term downtrend.  The Power Measure closed negative, reflecting selling through the afternoon.  Selling dominated both the large caps, with the Institutional Composite ending at -555, and the broad market, with the Adjusted TICK finishing at -591.  Demand fell to 37; Supply rose to 90.  New 20 day highs dropped to 1364; new 20 day lows rose to 358.  Institutional Momentum fell to +540, with 12 stocks in the basket trading in intermediate-term uptrends and 5 in downtrends.  We seem to be setting up a wide trading range following an extended upward move.  I would want to see an expansion in the number of stocks making new lows before committing to selling any test of Friday's lows.

 

October 29, 2006
Market Ideas:
TraderFeed takes an objective look at subjective knowledge.
When markets don't make significant corrections, what happens next?
The Trader Performance page looks at the evidence for evidence-based trading.
Diagnosing your own trading problems; my SFO Magazine article.
The Market Speculator finds froth in the speculative sentiment; so does Barry Ritholtz's take on the Onion's market piece.
Nice to see MaoXian and I fit in the same place on the political map.
Bill Cara notes dollar woes.  Here's a great example of how he helps traders track his thinking about capital markets.
Brian Shannon tracks weakness in semiconductors and puts the drop in SPY into perspective.
Trade Ideas, with a nice example of a tested trading pattern that capitalizes on traders' fears.
"Dummy" setups from the Wall St. Warrior.
 

Market Expectations:
The fine Decision Point site tracks Rydex traders.  Note how they increase allocations to money market funds at market bottoms and have relatively low balances in those funds at market tops.  Note also that these traders have been relatively slow to commit funds to the bull and sector funds.  This suggests that retail traders have, as a whole, distrusted the rally.  They're not putting available cash into long stock positions as they were since 2004.  
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October 28, 2006
Market Ideas:
TraderFeed begins a look at what traders know--and how we know it.  Some excellent comments from readers.
Tuesday AM, October 31st:  It's the Halloween Morning With the Doc.
Three core activities for all new/developing traders.
Nice to see the recognition won by The Big Picture blog.  Much deserved.
Lots of good questions and thoughts about the market from The Kirk Report.
Markman is a master at finding investment themes.  Here's his look at longevity plays.
Great behavioral finance linkfest from CASTrader.  Also check out the excellent post on data sources.  Worthwhile blog site.
All About Alpha reports on an interesting presentation and the insight that inefficiencies come from new and poorly understood markets.  
Jubak on dividend investments.
 

Market Expectations:
Let's update our look at market strength:  The market rose this week, but new highs did not keep pace.  We saw 54 new 52-week highs among S&P 500 stocks on Thursday, down from earlier in the week, and down even further from the week previous.  My 20-day new high stats show the same pattern.  We had 2052 new highs on Thursday, but 2303 last week.  Among S&P 600 small caps, we had 69 new 52-week highs, down from 72 the previous week.  Momentum continues strong, with over 80% of stocks trading above their 50-day moving averages--even after Friday's decline.  That ratio has dipped a bit to 75% among the small caps.  Bottom line?  Everyone keeps proclaiming the market overbought, but these are very healthy numbers.  It will take an expansion of stocks making new 20-day lows beyond the 460 registered on Tuesday to get my attention re: market weakness. 

 

October 27, 2006
Sorry for the posting delay; I was stuck out of town due to a cancelled flight.
Market Ideas:
TraderFeed shows how you can track the market without tracking the entire market by following short-term new highs and lows derived from a basket of stocks.
Here are the blogs Charles Kirk reads.
Here's the blogs Trader Mike reads.
CXO Advisory's interesting look at empirical testing of technical trading patterns.
24/7 Wall St. does a great job tracking news on individual companies and notes how Sony is lagging MSFT and XBox.
Business Pundit offers a sober view of market share assumptions via The Big Picture.
Carl Futia updates his view of the S&P 500 Index.
 

Market Summary:  

Thursday's market recovered from an early selloff to once again reach new highs among the large cap indices.  With a VIX below 11, the market is not pricing in much risk for disappointment and, thus far, it's been right: corrections have been very short lived.  We continue to see buying in the broad market with a positive NYSE TICK; as long as the Adjusted TICK stays positive, it will be difficult to sustain corrections.  Demand rose to 92; Supply fell to 38.  New 20 day highs rose once again to 2052; new 20 day lows fell to 345.  Institutional Momentum rose to +980, with 15 issues in the basket trading in intermediate-term uptrends and 2 in downtrends.  As previous entries have emphasized, as long as we continue to make daily price highs and expand the number of stocks making fresh 20-day highs, the short-term trend remains up.   

 

October 26, 2006
Market Ideas:
TraderFeed examines how the brain affects trading behavior.
Here's the Blogger's Take on earnings, courtesy of The Big Picture.
I appear to be in good company with Carl Futia regarding the significance of low volatility; see his updated ES forecast.
Barry Ritholtz cites excellent research by Mike Panzer re: the tendency for markets to have rolling corrections, as active funds shift money from sector to sector.  Very important to understand this dynamic.
The Short-Term Trading blog tracks stocks up big in the after market hours.
Alpha Trends checks out the short interest numbers.
Nice performance review from various asset classes from Chris Perruna.
Random Roger finds a blog on Russian stocks and some opportunity.
 

Market Expectations:
From 1960 to the present, the S&P 500 Index stocks have paid out an average of 50% of their earnings as dividends.  The low point for this proportion was 2000-2001, when dividends dropped to 29% of earnings.  The present time period is the second lowest since 1960, as we now stand at 33%.  The drop in the market from 2000 to 2002 corresponded to a period in which dividends went from 29% up to almost 65% of earnings.  In other words, the dividend:earnings ratio reverted to its long-term mean by earnings taking more of a tumble than dividends.  Indeed, dividends remained relatively stable from 2000-2002; it was earnings that took the hit. 

  

While we don't know the exact timing of any future reversion to this historical mean, we do know it can only happen in one of two ways: by dividends rising much faster than earnings or by earnings falling much faster than dividends.  S&P earnings have risen sharply since 2003, from $27.59 to the current $74.49.  During this period, dividends have not kept pace with the earnings rise: we've actually seen a decline in the dividend:earnings ratio.  If companies aren't going to increase the proportion of earnings they pay out as dividends when times are this good, it's hard to know what will make them raise the relative allocation. 

  

Which leaves us only falling earnings to return us to historical norms. 

 

Market Summary:  

Wednesday's market gave us some gyrations on the heels of the Fed announcement, but no fundamental change in the economic picture.  As a result, we closed above the day's average price of ES 1385.5, sustaining the short-term uptrend.  The Power Measure again closed positive on late strength.  Buying was evident for the third consecutive session in the broad market, with the Adjusted TICK ending at +262.  For the fifth session in six, however, we saw net selling among large caps, with the Institutional Composite ending at -215.  Demand rose to 82; Supply fell to 56.  New 20 day highs rose to 1624; new 20 day lows dipped to 430.  Institutional Momentum rose to +900, with 15 of the 17 stocks in the large cap basket trading in intermediate-term uptrends.  We continue to make day over day highs and expand new highs, and that's sustaining the short-term uptrend.

 

October 25, 2006
Market Ideas:
TraderFeed takes a closer historical look at what happens after low volatility periods in stocks.
Next Thursday's free Chicago Mercantile Exchange panel presentation on trading psychology and peak performance.
Junk mail as a market indicator and a bevy of links from The Kirk Report.
The Market Speculator takes reader requests and looks at their stocks.
Thanks to Downtown Trader for the nod to my hyperactive writing style; check out the pre-Fed meeting links.
Declan Fallond posts trade setups from Trade Ideas.
The Big Picture puts Mish's Global Economic Trend Analysis in the spotlight, with an interesting perspective on boxes and the economy.
 

Market Summary:  

Tuesday's market traded in range bound fashion ahead of the Fed announcement scheduled for Wednesday.  Although we ended on highs in the S&P 500 Index and Dow, the NASDAQ and Russell were weaker.  We finished above the day's average price of ES 1381, continuing the short-term uptrend.  This continues a tendency for large caps to outperform in this rally.  The Power Measure closed positive, reflecting late buying.  Buying once again dominated the broad market, with the Adjusted TICK ending at +216.  When that Adjusted TICK number is positive, the Cumulative Line is upwardly sloped and it's very tough to be short stocks other than for a scalp.  Among large caps, however, the Institutional Composite finished at -148.  Demand finished at 53; Supply was 65--once again, unimpressive upside momentum.  New 20 day highs ended at 1214; new 20 day lows expanded slightly to 460 and continue to be a concern.  The Institutional Composite dipped to +880, with 13 of the 17 large caps in the basket trading in intermediate-term uptrends.  As long as we continue to see net buying and make day over day price highs, the short-term trend remains up.

 

October 24, 2006
Market Ideas:
TraderFeed looks at what happens the day after a low VIX reading.
Halloween Morning With the Doc is on tap!
Excellent null hypotheses from Victor Niederhoffer.
Defensive sectors starting to outperform, according to Justin Lenarcic.
Michelle B., via Trader Mike, offers a perspective on traders' gremlins.
I'm noticing, in this low volatility environment, that I'm trading less often and taking more out of each trade.  Apparently, looking at Charles Kirk's portfolio performance, I'm not alone.
Adam Warner's GOOG strategy.
Barry Ritholtz doubts the soft landing thesis.
A look at what housing futures are telling us from Ticker Sense.
 

Market Expectations:
What in the world was that market spike all about on Sunday eve?  If you weren't around to appreciate it, we saw a sudden burst of buying in the S&P emini futures at 17:26 CT.  Volume per minute moved from less than 50 contracts to well over 4000 for a couple of minutes, and then tailing off in the hundreds.  The index moved from 1375.75 to 1398 in two minutes.  My guess is that an algorithmic trading app was blowing out stops above the market.  In any event, it's got to make traders wonder about leaving orders in the book overnight.  Short-term, it may lead traders to exit the market at session end, creating an interesting pattern of late day movement and opening gap reversal of that movement.  Worth keeping an eye on.
 

Market Summary:  

Monday's market started lower, rallied hard in the morning before selling off moderately and ending the day higher, especially among large caps.  We closed near the day's average price of ES 1380, initiating a short-term uptrend.  The Power Measure closed neutral, reflecting some late retracement of afternoon gains.  Buying moderately led the way among large caps, with the Institutional Composite at +122, and in the broad market, where the Adjusted TICK ended at +135.  Demand fell short of Supply by 50 to 64--very unimpressive momentum for a day making a bull swing high.  New 20-day highs rose only slightly to 1264; new 20-day lows rose to 431.  The increase in new lows, especially among small caps and mid caps, is worth watching.  Institutional Momentum rose to +1000, with 14 large cap issues in the basket trading in intermediate-term uptrends and 3 in downtrends.  We have made new price highs above the recent trading range.  As long as we stay above that range and expand new highs, the short-term trend will remain up.

 

October 23, 2006
Market Ideas:
TraderFeed examines relative new lows and short-term trading patterns.
My heartfelt advice for new traders.
Really impressive linkfest from The Big Picture, including interesting take on inflation from former Fed chief Volker.
Check out Trader Mike live Monday noon (ET) on the Daytrade Team site.
Nice to see Brian Shannon getting good feedback for his video education.
ETFs covering Europe are outperforming.
Sunday links from Abnormal Returns, including interesting GOOG, YHOO pair trade.
Tony Crescenzi optimistic on rates and stocks.
Interesting performance view from the Short Term Trading blog.
Ticker Sense, with best and worst performing stocks.
Thanks to Paul Kedrosky for this link re: American weakness, Asian strength.
 

Market Expectations:
My research suggests that VIX levels are pretty good predictors of future volatility.  More on this shortly on the TraderFeed blog.  Since 2004, when VIX has ended the week above 14 (N = 64), the next week's high-low range in SPY has averaged 2.48%.  When the VIX has ended the week below 14 (N = 81), the next week's high-low range in SPY has averaged 1.93%.  When the week's VIX has closed below 11 (N = 6), as it did this past week, the next week's high-low range has averaged only 1.47%--about 1/3 less than the average 2004-2006 range overall.
 

Market Summary:  

Friday's option expiration market continued its range-bound trade.  We closed slightly above the day's average price of ES 1372.5, sustaining the neutral trending mode.  The Power Measure closed positive on late strength, but so far we're not seeing expansion of new highs or new lows.  The Adjusted TICK finished at -61; the Institutional Composite ended at -38; both readings show buying and selling in relative balance.  Demand fell to 36; Supply rose to 76.  Institutional Momentum, however, rose to +800, with 12 stocks trading in short-term uptrends and 5 in downtrends.  We continue in the multi-day range.  Fading the edges of the range when new highs/lows do not expand has been a solid strategy thus far.  

 

October 22, 2006
Market Ideas:
TraderFeed takes a different look at new highs and finds a trading pattern when those sharply expand or contract relative to recent norms.
The Trader Performance page looks at a different dimension of the trader discipline issue: how skills and talents line up with trading activities.
Excellent blog roll and links at SnapSheet.
Crystal Ball Forum, with trader discussion and newsletter compilation.  Interesting.
Larry Nusbaum tracks Bay Area housing.
MaoXian tracks new highs and finds many ETFs near their highs.
Thanks to Dave Johnson for the heads up on Market Filters.
 

Market Expectations:
We're seeing 79% of S&P 500 stocks trading above their 50-day moving averages, down from 88% earlier in the week.  As noted earlier, this reading tends to top out ahead of price.  We're seeing very similar readings in the S&P 600 small caps, which had lagged earlier in the rally.  The reading is 90% among Dow Industrial stocks and 77% (down from 90%) among NASDAQ 100 issues.  Clearly this was a broad-based rally and, even if we've seen a momentum peak, recent history has suggested higher prices typically follow before any major intermediate-term decline.
 

October 21, 2006
Market Ideas:
TraderFeed looks at lapses in trader discipline as a symptom of a larger problem.
My Trading Markets article finds evidence of a regime shift.
James Altucher's always worthy blog watch, including a look at the Dow Dogs.  His Stock Pickr service not only shows the stocks, but which professional money managers are putting funds to work on those issues.  If you know which money managers are hot and do solid research, this allows you to construct portfolios of all-star picks.  Sweet...
Adam Warner notes complacency about complacency.
Abnormal Returns on hedge fund legitimacy--and lots of excellent Friday links, including this insightful look at overnight and next-day returns from CXO Advisory.
Thanks to Trader Mike for the link re: Quantcast.
Bill Cara posts on credit default swap risk, with considerable reader discussion and links.
Doug MacIntyre, with a cautionary note on GOOG.  Carl Futia offers a rosier take.
Jeff Miller clarifies statistical significance.
Dow in a bear market?  Barry Ritholtz posts the chart.
Mark Boucher looks at software vs. semis and finds a pattern in this economy.
 

Market Expectations:
A look at my Adjusted NYSE TICK oscillator from 2004 - present.  Note that oscillator peaks (blue line) tend to precede price peaks (red line) for intermediate-term moves.  Note also that we seem to be peaking.
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October 20, 2006
Market Ideas:
TraderFeed uses new highs to track stock market momentum and reflects on some musical insight.
I'm pleased to report that I received the first copies of my new book Enhancing Trader Performance hot off the press.  Reviewer copies go out this week and the book should be ready for delivery by month's end.  More to come...
The Kirk Report's market barometer links, including very interesting tracking of retail traders during this rally.
If markets trade differently as a function of day-of-week, how about traders?  An interesting look from Stock Tickr.
The diversity of trading strategies is amazing.  Here's a post on support/resistance and Fibs from Trading What I See; here's setups from Trader-X.
Barry Ritholtz cuts to the chase re: housing.
Very interesting data on purchases of U.S. securities by foreigners from Ticker Sense.
Thursday links from Abnormal Returns, including this interesting one on ETFs and a new private equity ETF.
Lagging returns in tech, from Portable Alpha Daily.
Pros and cons of bonds in your portfolio, from Random Roger.
Carl Futia on the Merc stock; interesting use of multiples to identify support and resistance.
 

Market Expectations:
Interesting observation:  Since 2005, every intermediate-term market peak has been preceded by one or more days with 80-100 new 52-week highs among the S&P 500 stocks.  Wednesday, we hit 85 new highs, the highest level during this recent bull move.  Price peaks have tended to follow peaks in new highs; let's see if the rally broadens and gives us our first 100+ reading since 2005 or whether the recent readings represent a momentum peak for stocks on this move.  Interestingly, we only saw 59 new highs among S&P 600 small cap stocks and 46 among S&P 400 midcaps--both below levels from Monday.
 

Market Summary:  

Thursday's market once again traded in a range ahead of options expiration Friday.  We closed near the day's average price of ES 1372, continuing the neutral trending mode.  The Power Measure once again closed positive on afternoon buying, but the buying was mixed.  Among large caps, the Institutional Composite closed at a quite weak -366: the second consecutive day of weakness.  In the broad market, however, the Adjusted TICK finished at +240.  Demand dropped to 52; Supply ended at 53--about as indecisive a momentum situation as you can get.  Institutional Momentum dipped to +620, with 13 issues trading in intermediate-term uptrends and 4 in downtrends.  We remain in a multi-day trading range and need to see tests of the range accompanied by solid volume and broad participation to generate a directional trending mode.

 

October 19, 2006
Market Ideas:
TraderFeed looks at returns after a large percentage of stocks make new highs--and finds a contrary pattern.  Thanks for the many generous comments about the Morning With The Doc segment.  Lets do it again in early November.
Thanks also to Dylan Ratigan and the folks at CNBC for arranging the evening appearance re: the Dow's recent record close.  Here's a positive piece on Dow 12,000 and a cautionary one.
Trader X continues to share his very interesting trading methods; here's his post on 5 MA.
Brian Shannon tracks the weakness in the semiconductors.  His site has been posting often on a variety of stocks and sectors; I also see he's teaching a 3 hour course for MarketWise this Friday.
The Big Picture, with bloggers' takes on inflation.  See chart below.
Very interesting post from Trader Mike on the referral sources to his site.  His data show how important Google has become as a repository of information: many people come to blogs looking for information on particular topics.  His link list, BTW, makes a great blogroll in itself.
Great post on ten trading commandments from The Kirk Report. 
Howard Lindzon's doing some interesting stuff.  Check out The Blogging Times.
Perceptive, contrary view of employment stats from A Dash of Insight.  Also check out Jeff Miller's thought-provoking piece on risk and reward.
Downtown trader illustrates market lessons learned; great use of blog-as-journal.
Interesting idea from Trade Ideas re: making their custom screening tool portable, so that it can be embedded in any website.  How about putting the screen on the Stock Tickr site and giving a social dimension to screens? 
Jubak on an oil rise--and Russia's potential role.
 

Market Expectations:
In the midst of the celebration re: Dow 12,000, here's a chart of the inflation-adjusted Dow.  Whoops, it's not at a record high.  It's just barely retraced half of the prior bear market's decline.  We saw a similar pattern of nominal Dow highs but lower real Dow peaks from 1966 through 1972 prior to the big market drop.
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Market Summary:  

Wednesday's market opened strong, sending major averages to new bull swing highs before retracing much of the gain and then rallying later in the day.  We closed near the day's average price of ES 1373.5, continuing the neutral trending mode.  The Power Measure closed positive, reflecting afternoon buying.  Selling, however, dominated the session, with the Adjusted TICK ending at -257 and the Institutional Composite at -271.  Demand rose to 58; Supply fell to 57.  New 20 day highs rose to 1738--below levels seen Friday and Monday--and new 20 day lows dipped to 307.  Institutional Momentum rose to +640, with 13 issues trading in intermediate term uptrends, 3 in downtrends, and one neutral.  We're in a wide trading range digesting recent gains.  Interestingly, selling the last couple of days has met with decent buying, as dips are viewed as opportunities to enter the rally.  Still, I am skeptical of buying highs unless we see the various sectors and indices in gear to the upside.

 

October 18, 2006
Market Ideas:
Wed AM before the open:  A Morning With the Doc
TraderFeed adds to a list of observations on life and markets.
Discounted registration for the Futures Trading Summit ends on Oct. 20th; make sure you let me know if you're attending and would like to get together.
Barry Ritholtz questions the "bounce" in housing and sees potential in IBM.  Thanks also to Barry for his spotlight on this blog.
Thought-provoking post on hedge fund performance pressures from Abnormal Returns.
Michelle B. via Trader Mike on discipline.  Thanks also to Mike for this link to discipline rules from TraderGav and Doug Hirschhorn.
Charles Kirk shows a revealing ETF heatmap and offers more links, including an excellent one on the business cycle.
Paolo Pezzutti with an interesting short-term trading setup on GOOG.
Interesting observation from Adam Warner and Minyanville: it's been quite a while since we've had a 1% selloff.  That's worth investigating...
John Hussman via John Mauldin re: permanent and temporary market returns.
 

Market Expectations:
On Monday, we saw 1480 stocks on the NYSE, NASDAQ, and Amex make fresh 65-day highs.  Since 2004, we've only had 12 occasions of 1400 or more 65-day highs.  There has been a distinctive trajectory of results going forward.  Four days after the spike in new highs, SPY has been down by an average of -.12% (4 up, 8 down)--much weaker than the average four-day gain of .10% (371 up, 304 down) for the entire sample.  
When we look 20 days out, however, it's a different story.  The average gain in SPY is .96% (11 up, 1 down)--quite an impressive bullish edge, compared to the average 20-day gain of .49% (415 up, 260 down).  In short, it has paid to buy weakness that follows a burst of 65-day highs.
 

Market Summary:  

Tuesday's market was knocked backward by a stronger than expected core reading of inflation, but recovered in afternoon trade.  We closed above the day's average price of ES 1369, placing us in a neutral trending mode.  The Power Measure closed positive, reflecting the late buying.  Buying and selling were relatively even on the day, with the Adjusted TICK at -85 and the Institutional Composite at +33.  Demand fell to 26; Supply rose to 82.  New 20 day highs fell to 1134; new 20 day lows were only slightly higher at 323.  Institutional Momentum dropped to +560, with 12 issues trading in uptrends and 5 in intermediate-term downtrends.  We have created a range out of Monday's highs and Tuesday's lows; with plenty of economic news on the horizon, I expect a test of those extremes.

 

October 17, 2006
Market Ideas:
TraderFeed looks at short-term market moves and trajectories and finds a pattern that runs against normal expectations.
Here's an excellent resource: The Trade Ideas folks are making a free screener available for traders. This allows you to see at a glance what's been strong, weak, consolidating, etc.  The "Custom Scan" option, for example, allows you to sort stocks by three user-defined criteria.  Here are some example custom scans and their results.  The Odds Maker module shows the profitability of the screening criteria for the stocks selected over the past several weeks.  
GangsTA on small caps in the last quarter of the year.
Trader Mike announces Wall Strip.  Very cool.
Minyanville's interesting buzz during the trading day, includes a great post on housing and Krispy Kremes.
The Kirk Report on mob effects in the market.
Wily Trader on best times to trade currencies.
Downtown Trader on how he uses charts for setups.
Thanks to Nick Fenton for the interesting links; check out the one on earnings estimates and valuation.
Many good Monday links from Abnormal Returns.
The Big Picture wonders about earnings and dividends.
 

Market Expectations:
What we've been seeing is a broadening of the rally.  New 52 week highs among S&P 500 stocks were 66 on Monday--no expansion from last week (or the week previous).  But, among the S&P 600 small caps, new highs rose to 73, the highest for this recent upswing.  We now have about 88% of S&P 500 stocks above their 50-day moving averages.  As I've stressed for a while now, this number tends to peak *prior* to price peaks--and it hasn't peaked yet.
 

Market Summary:  

Monday's market opened in a narrow range, but ground higher through much of the day.  We closed above the day's average price of 1375, sustaining the short-term uptrend.  The Power Measure was positive through the day, reflecting ongoing strength.  Buying was strong once again in the broad market, with the Adjusted TICK finishing at +356.  The large caps saw less buying interest, with the Institutional Composite ending at -57.  Demand dropped to 57; Supply was 35.  New 20 day highs again soared to 2303; new 20 day lows dipped to 310.  Among large caps in the basket, 13 are trading in intermediate-term uptrends, 4 in downtrends, for an Institutional Momentum of +780.  We continue to make fresh highs and expand the number of stocks making new highs.  As long as this holds, the trend measure will continue to keep us on the right side of this market.

 

October 16, 2006
Market Ideas:
TraderFeed finds the trajectory of market moves to be as important as the trends.
New articles posted to the Articles page; a listing appears in chronological order.
Excellent insights and links from Michael Panzer.  I particularly like the post on the bubble in credit default swaps.  Here's a Seeking Alpha post that builds on Mike's work; here's a nice primer on credit default swaps.  The risk in these derivatives is outlined in this Fed talk from earlier in the year.
More war rumblings, with signs of military preparation and saber-rattling.  Will diplomacy win the day ahead of elections, or will elections provide the incentive for stirring the geopolitical pot amidst perceptions of U.S. vulnerability?
Thanks to Trader Mike for the Globetrader link re: Woodie's CCI Club.  Woody has been in the forefront of what I see as a quiet revolution in trader education.  I'll offer more on that topic very shortly via TraderFeed.
Juicy links from Larry Nusbaum.
Excellent weekly review from Declan Fallond.
Thanks to The Big Picture for the weekend links, and especially for the China posts.
Thanks also to Abnormal Returns for the links, including the post on neuroeconomics.
Worthwhile Elite Trader thread on Market Delta strategies.
 

Market Expectations:
If the market has been trading above its 500 day moving average for a number of consecutive days, is it overbought and ripe for decline?  A large historical look says not necessarily.  Notice that we have seen many lengthy strings of days in which the Dow has traded above its 500 day MA.  The current string is not unusually extended from this perspective.  One interesting indicator of buying opportunities: the amount of time the Dow has spent *without* breaking above its 500 day MA.
	Date
	Dow
	String

	20061013
	10793.34
	242

	20050419
	10031.92
	428

	20000306
	9805.41
	355

	19980828
	7649.87
	1943

	19900919
	2543.22
	432

	19871016
	1994.64
	714

	19840523
	1108.52
	436

	19810821
	909.13
	316

	19770330
	920.18
	497

	19730321
	930.54
	567

	19690610
	906.65
	272

	19660506
	899.84
	835

	19620427
	667.66
	326

	19600721
	611.31
	524

	19570204
	472.42
	830

	19530527
	271.55
	1048

	19460830
	180.52
	1137

	19400511
	144.68
	278

	19370904
	169.85
	1277


 

Market Summary:  

Friday's market traded in a narrow range, but extended the recent rally on continued buying pressure.  We closed modestly above the day's average price of ES 1371, sustaining the short-term uptrend.  The Power Measure closed neutral, reflecting the rangebound trade.  Buying dominated in the broad market, with the Adjusted TICK finishing at +166, and also led the large caps, with the Institutional Composite ending at +266.  Demand continued strong at 79; Supply was 39.  New 20 day highs soared to 2074; new 20 day lows were 328.  Institutional Momentum dipped a bit to +820, with 14 large cap stocks in the basket ending in intermediate-term uptrends, 2 in downtrends, and 1 neutral.  We continue to make new highs and expand the number of issues registering fresh new highs.  As long as that's the case, the short-term trend remains up.

 

October 15, 2006
Market Ideas:
Losing your money begins with losing your focus: TraderFeed.
The Trader Performance page reviews my trading routines and the role of structure in trading.
Weekend links from James Altucher; check out his fascinating site for tracking hedge fund holdings.
The research tools available for traders are incredible.  The above linked Stock Pickr tells you which professionals are in the stock.  The Instant Bull site provides access to blogs, bulletin boards, and portal info about the company.  You can track who else is trading the stock with Stock Tickr, and you can screen for profitable trading patterns with the stock using Odds Maker.  Unreal.
Great Raymond Chandler portrayal of a daytrading mishap, via Michelle B. and Trader Mike.
Someone wrote to me recently congratulating my "accountability" for scheduling the Morning With the Doc sessions.  If you want to see consistent accountability, however, check out Charles Kirk's ongoing monitoring of his portfolio results and his specific stock positions on his members only site (along with his trading notes).  One of the Web's great bargains, IMO.
OK, now that I'm on the topic of bargains, I'll pound the table again for Carl Swenlin's Decision Point service.  I know of no other site that offers such complete monitoring and charting of the market's technical condition, including measures found nowhere else (such as sector-specific advance-decline line stats).
Other services I have made great use of are on the Trader Development page.  None of these mentions have been solicited, and I am not commercially affiliated with any of the services or sites.
 

Market Expectations:
If housing is so weak and accounts for so much of consumer activity, why is the consumer sector so strong?
[image: image5]
And why is real estate overall on fire?  And why is no one talking about that?
[image: image6]
 

October 14, 2006
Market Ideas:
TraderFeed examines when rising markets are due to fall.
This coming Wednesday, spend A Morning With the Doc.
Kirk's on a roll:  weekly winners/losers; heavy volume movers; and, of course, those prolific links.  Check out the post on liquidity and short covering and the very interesting article on mutual funds adopting hedge fund strategies.
Stocks with good trading ranges for daytraders, from Ticker Sense.
Blog resources, from The Big Picture.
Brian Shannon tracks some good trades in the recent upswing.
John Mauldin shares an insightful piece on U.S. military strategy changes from George Friedman of Stratfor.
 

Market Expectations:
On Thursday, we saw advances trounce declines among NYSE stocks by better than 3:1.  This has happened 36 times since 2004.  Four days later, SPY has been up by an average of .23% (24 up, 12 down), stronger than the average four day gain of .12% (388 up, 309 down).  Another example of broad upside momentum following through in the short run.
 

 

October 13, 2006
Market Ideas:
TraderFeed finds a bullish pattern in the NYSE TICK, and the market kindly obliges.
Big thanks to Trader Mike for his post on blog site security and his link to this very relevant post.  I recently came across an incident in which a well-known blogger's entire lengthy post was copied word for word on someone else's site, with no link, no credit.  Unreal.
Gotta give Carl Futia credit for his recent forecasts.  His work on boxes is quite interesting.
Bill Cara on the country that poses the greatest credit risk.
Some promising Dow dogs from Jon Markman.
Charles Kirk shares a promising candidate from his watchlist.
Adam Warner finds a freebie trade.
Stock Tickr interviews Bill Rempel.
Steven Smith on using options to protect the downside.
Excellent resource:  Archive of free online education events for traders, courtesy of Teach Me Futures.
 

Market Expectations:
The market rally continues to expand upside momentum: we're now seeing 84% of S&P 500 stocks above their 50-day moving averages--a high for this upswing.  Since 2004, this momentum measure has tended to peak ahead of prices.  Interestingly, new 52-week highs in the NYSE, Dow, and S&P 500 Index did not expand from last week, with 70 S&P stocks registering new highs on Thursday.  NASDAQ and small caps did show an expansion of new highs over last week, however.  All the 52-week readings for the indices are below levels recorded in March through May.   
 

Market Summary:  

Thursday's market opened higher and climbed through the day, breaking decisively above the recent trading range.  We closed well above the day's average price of ES 1366.25, initiating a short-term uptrend.  The Power Measure was positive through the day, reflecting consistent buying.  In the broad market, the Adjusted TICK was a strong +639.  Buying was muted among large caps, with the Institutional Composite finishing at +47.  Demand soared to 135; Supply fell to 28.  New 20 day highs rose to 1762; new 20 day lows fell to 332.  Institutional Momentum rose to +860, with 14 stocks trading in intermediate-term uptrends, two in downtrends, and one neutral.  We have broken a multi-day range; as long as we see day-over-day price highs and an expansion in the number of stocks making fresh 20-day highs, the short-term trend remains up.

 

October 12, 2006
Market Ideas:
TraderFeed puts the recent market on the couch.
More links from Kirk; check out the interesting sentiment quote.
Scott Rothbort, on the mistakes market strategists make.
Falling volatility in the Russell 2000, from Adam Warner.
Wednesday links from Abnormal Returns, including a fascinating piece on William Sharpe rethinking his model.
The Big Picture offers an interesting blog spotlight from Capital Chronicle re: the Baltic Dry Index and the effects of China's economic activity.
24/7 Wall St. notes that free trading is roiling the industry.
"...at the moment the only reality is that the bullish tendency continues being very strong and it is not necessary to look for ceilings, but to let it run, to follow it, and to take advantage of it" - Cárpatos, with an excellent European market summary (Spanish language, via Babel Fish).
Andy Swan has his doubts about free trading.  So does Bill Cara.
The excellent SentimenTrader service notes that the past five days have been historic in the tightness of their range.
 

Market Expectations:
The recent TraderFeed post noted the relationship between rising interest rates, strong dollar, and weakening stocks.  The trader alert to those relationships was able to profit from the Fed minutes release, which emphasized inflation fighting.  Rates climbed, the dollar firmed vs. the Euro, and stocks sold off.  Knowing those relationships, especially on economic release days, is key to catching the moves.
Interesting perspective from Decision Point:  Rydex investors, who tend to be pretty good contrary indicators, haven't been buying this rally at all.  Very little in the way of cash has been flowing into the bull and sector funds:
[image: image7]
Note that Wednesday's equity put/call ratio was over 1.0--a level more commonly seen near short-term bottoms than tops.
 

Market Summary:  

Wednesday's market opened weak, climbed in the morning, and then sold off in the wake of the Fed minutes before steadying late in the day.  We closed slightly above the day's average price of ES 1357.5, sustaining the neutral short-term trend.  The Power Measure closed in negative territory, reflecting the afternoon weakness.  Buying modestly led selling in the large caps, with the Institutional Composite finishing at +126, but not in the broad market, where the Adjusted TICK ended at -102.  Demand fell to 41; Supply rose to 97.  New 20 day highs dropped to 1039; new 20 day lows rose to 464.  Among the stocks in the large cap basket, 13 traded in intermediate-term uptrends, 4 in downtrends, giving us a small bounce in the Institutional Composite to +700.  We are in a very narrow 5-day range, oscillating around the 1357 level.  We need to see a meaningful expansion of new highs/lows on any move outside this range to sustain a directional trend.  

 

October 11, 2006
Market Ideas:
TraderFeed looks at exercising due diligence in finding a money manager.
Tuesday links from Abnormal Returns; check out several good ETF-related posts.
Making money from volatility forecasts; excellent post from CXO Advisory.
Analysis of hedge fund returns from All About Alpha.
Brian Shannon makes a spirited defense of market blogs.
Declan Fallond finds some Odds Maker patterns.
The Big Picture questions equity valuations.
Justin Lenarcic finds superior returns in small caps.
 

Market Expectations:
Tuesday found 62 new 52-week highs among the S&P 500 stocks, but that's down from over 70 last week.  There were 26 new highs among the S&P 600 small cap stocks, down from 35 last week.  As mentioned earlier, both are below levels recorded during the March-May period.  We're seeing higher prices and record highs in the Dow, but the number of stocks participating by making new highs is not impressive.  Even in the Dow, we saw a record close, but only 5 of the 30 issues made new highs for the year.
 

Market Summary:  

Tuesday's market once again traded in a narrow range, near recent highs.  We closed above the day's average price of ES 1359.75, continuing the neutral trending mode.  The Power Measure closed in positive territory, owing to late buying.  Selling narrowly led buying: the Adjusted TICK closed at -195; the Institutional Composite finished at -45.  Demand fell to 60; Supply ended at 52.  New 20 day highs rose to 1419; new 20 day lows also rose to 366.  Among large caps in the basket, Institutional Momentum dropped to +660, with 12 trading in intermediate-term uptrends and 5 in downtrends.  We are near the top of a four-day range bound market; fading the range extremes has been successful and should continue to be so as long as we cannot generate significant momentum and expansion of new highs/lows.

 

October 10, 2006
Market Ideas:
TraderFeed tracks the large trader.
Charles Kirk passes along interesting bull market research.
Filtering the signal from the market's noise.
Victor Niederhoffer speaks briefly of option expiration week patterns.  Also check out his post on sequential statistics.
The Kirk Report's pulse of Wall St. links; great quote and perspective from James Stack.
Still more fine links from Abnormal Returns; check out the posts on the employment numbers.
Bill Cara on a metals supercycle.
Carl Swenlin notes bearish Rydex sentiment.
Millionaire Now! with a contrary view on California real estate.
Stock Tickr interviews Adam Warner.
Trailing stops and taking partial profits from Trader Mike.
Recession red alert from Kevin Haggerty.
 

Market Expectations:
Just ran a quick analysis of what happens when we have an elevated five-day reading in both the Institutional Composite and the Adjusted TICK.  Since 2004, we've had 43 such occasions.  The market (SPY) four days later has been up 21 times, down 22, for an average gain of only .01%.  This is well below the average four-day gain of .11% (381 up, 309 down) for the entire sample.  Not an outright bearish edge, but not a bullish one either.
 

Market Summary:  

Monday's market traded in a range during the national holiday.  We closed near the day's average price of ES 1358.5, placing us in a neutral trending mode.  The Power Measure closed moderately negative, reflecting afternoon selling.  Buying was strong in the broad market, with the Adjusted TICK at +320, but neutral among large caps, with the Institutional Composite at -70.  Demand rose to 65; Supply dropped to 50.  New 20 day highs rose to 1230; new 20 day lows stayed even at 321.  Among large caps, Institutional Momentum fell to +700, with 12 issues trading in intermediate-term uptrends and 5 in downtrends.  We are in a three-day trading range and need to see price extremes accompanied by expansion of stocks making new highs/lows to achieve a directional trend.

 

October 9, 2006
Market Ideas:
Who controls the markets?  TraderFeed makes an inquiry.
An insightful (and generous) post from Michelle on self-mentorship; great addition to Trader Mike's blog.  See also her post detailing one of her trades.
Phenomenal weekly review from Bill Cara.  Great stuff.
The importance of looking beyond the headlines, from A Dash of Insight.
Excellent post on researching foreign stocks from Controlled Greed.
The Kirk Report notes modest money flow into this market.
Barry Ritholtz tracks the betting markets on upcoming elections.
The Trade Ideas folks make their case for an alternative to traditional automated trading.
Worthwhile resources from Yaser Anwar.  Do check out Stock Pickr--a way of investigating the recommendations of institutional traders.
MaoXian on what's hot, what's not.
 

Market Expectations:
Here's an interesting chart that builds on the recent TraderFeed post regarding who controls the markets.  In this Market Delta display, we're tracking the number of large trades in ES at every price, using 15-minute bars.  Moreover, the display shows us whether those large trades are occurring dominantly at the offer (green) or at the bid (red).  This is a very effective way of tracking what large traders are doing.  Notice how demand from large traders dried up after the runup at the 10:00 bar; notice also how the distribution of large trades shifted from the offer to the bid.  Within each bar, you can see the number of large trades either expand or dry up.  That expansion would have kept you short through the 11:00-11:45 bars.   
[image: image8]
 

Market Summary:  

Friday's market traded in a narrow range following an early selloff.  We closed a bit above the day's average price of ES 1356, sustaining the short-term uptrend.  The Power Measure closed positive on afternoon buying.  We also saw net buying among large caps, with the Institutional Composite ending the day at +198, but the Adjusted TICK closed mixed at -97.  Demand fell to 41; Supply rose to 71.  New 20 day highs dropped to 1018; new 20 day highs also dipped to 321.  Among large caps in the basket, Institutional Momentum dropped to +900, with 13 stocks trading in intermediate-term uptrends, 2 in downtrends, and 2 neutral.  We need to see day-over-day price highs and an expansion of stocks making fresh 20-day highs to sustain the uptrend.

 

October 8, 2006
Market Ideas:
TraderFeed takes a look at cognitive complexity and trading; see also the follow up on the Trader Performance page.
Trading education available in Madrid.  I predict, with the globalization of economies, we will see increasing globalization of trading and trading education for active, independent traders.  Note recent talk of a link between Deutsche Borse and the Chicago Mercantile Exchange.  
From Italy, a wise observation that even a "bambino" could figure out that it's worth holding stocks for their risk premium, even as we trade intraday.  Translation via Babel Fish.
Thanks to Downtown trader for pointing out video resources via Trade the Markets.
Adam Warner, on quirks in the VIX.
Interesting survey on housing from The Big Picture, but equally interesting is the amount of comments it has generated.  
Worthwhile observations on the Odds Maker program from Trade Ideas.
 

Market Expectations:
We hit 71 new 52-week highs among S&P 500 stocks on Thursday--a high for the recent upmove, but still below levels registered in the March-May period.  We saw 35 new highs among the S&P 600 small cap stocks, which actually is not a high for the recent bull move.  We had over 40 new highs three weeks ago.  Among the S&P 400 mid caps, we had 44 new highs--also a high for this bull move, but below those March-May levels.  We saw 83% of S&P 500 stocks trading above their 50-day moving averages on Thursday--a level that has typified momentum peaks over the past several years.  
 

October 7, 2006
Market Ideas:
TraderFeed asks the question, "When is the best time to buy stocks?"
Here is the archived presentation on "Assessing Market Psychology" that I did for the Chicago Mercantile Exchange.  Thanks to Advantage Futures and Teach Me Futures for hosting this event.  My next event will be the Futures Trading Summit (see above; also note the newly discounted registration fees and hotel discounts).
Half of what you see on the screen isn't real.
Very nice feature in Instant Bull allows readers to enter a stock name and check out all relevant posts from a variety of message boards.  With the "info" tab at the left, you can look up fundamental information from various sites/portals.  Quite a research tool.
Insightful post from 24/7 Wall St. on Zecco and commission-free trading.
Excellent graphic of international market returns from Ticker Sense.
Here's a service that broadcasts trade by trade action, including when size is entering the market, from the pits and from the screen.  Nice way to get a heads-up on institutional trade affecting the market.
Friday links from Abnormal Returns; check out the posts on neuroeconomics.
I consistently discover new blogs from the StockBlogs site.
Carl Futia's S&P forecast.
 

Market Expectations:
I'm currently working on creating an indicator/index that removes program trading effects from the minute-to-minute ES price changes.  It's not an easy project, as the key is arriving at an algorithm that sifts out activity that is likely to be due to program trading/arb vs. directional buying/selling.  I have a couple of leads worth pursuing and will report as I make progress.  My initial research is finding that the recent market rally featured a very high proportion of large participant trades that were *not* arb related.  It may well be that the best indicator will be one that simply filters out directional from non-directional trade and focuses on what large traders are doing when their trades are not arb-related.  More tomorrow...
 

October 6, 2006
Market Ideas:
TraderFeed examines TIKI and program trading and finds an interesting pattern.
I want to thank Cárpatos for his post on the Bolsamania board, reflecting on the impact of program trading on the daytrader.  See below for a rough translation of Carpatos' post for 10/5/06.
Another blog spotlight from The Big Picture, with a focus on housing lending practices and the economy.
Great post from Bill Rempel on solvency, earnings quality, and giving management a scorecard.
Here's an older article from Mike Bryant that nonetheless captures important patterns for the intraday index trader.
Interesting perspective on real estate in downtowns from Larry Nusbaum.
Reading list of blogs from Instant Bull.
 

Market Expectations:
In my flawed translation, Cárpatos writes:
...due to these programs that move sometimes to very short term, no longer intraday, in intrasecond, the sessions in average have become an arbitrage aid, where any movement is flattened immediately because very strong hands enter to take advantage of the move and return it to its beginning. The sessions on average have become an anything of anything and where it is ended up winning the money is in the nocturnal jumps where the market is free until that first change of the day.
Cárpatos is referring to the directional nature of the trade from close to open, compared to the relatively flat performance from open to close.  This is likely due to arbitrage trade, as I mentioned in my recent article.  Cárpatos' point is that very strong hands in the market--large institutional traders--are able to take volatility out of the market by fading moves any time a liquid index gets out of line with its underlying cash index or with other sectors.  As I noted recently, the TIKI (Dow TICK) is one way of tracking the behavior of those "very strong hands".  
 

Market Summary:  

Thursday's market was largely rangebound, but finished higher on continued buying pressure.  We closed above the day's average price of ES 1359.25, sustaining the short-term uptrend.  The Power Measure closed strongly positive, reflecting afternoon buying.  Buying was strong among large caps, with the Institutional Composite ending at +275, and also in the broad market, with the Adjusted TICK at +344.  Demand continued very strong at 115; Supply was 27.  New 20 day highs soared to 1704 and new 20 day lows fell to 328.  Institutional Momentum continued quite strong at +1140 (14 stocks trading in intermediate uptrends, 1 in a downtrend, 2 neutral).  We continue to make new price highs and expand the number of stocks registering fresh highs.  As long as that's the case, the short-term trend remains up.

 

October 5, 2006
Market Ideas:
TraderFeed finds a bullish edge in a moving correlation between sectors.
The Trader's Journal, with a special issue on The Psychology of Trading.
Some really excellent postings at the CXO Advisory blog; check out the role of accounting data in predicting market returns.
Barry Ritholtz on a promising venture by James Altucher: stockpickr.com.  
Great set of links at Abnormal Returns; check out the ones re: megacaps.
Portable Alpha Daily questions the technicals behind the rally.  See below for my discussion of their Alpha Advisor newsletter.
Thoughts on the new market highs from Adam Warner.
Several excellent links from Trader Mike, esp. related to dwindling participation in the market strength.
A Dash of Insight tracking payroll gains.
Kirk with more fine links, including interesting ones on indexing and the 2007 economy.
Alpha Trends tracks the bull move across indices.
Growing forum and commentary on the Traderslog site.
Nice toolbox from Crowder.
Stratfor on weapons of mass disruption.
War alarms sounded.
 

Market Expectations:
The TraderFeed post looking at sector relationships is the first in a series that I will be doing to highlight potential sources of "alpha", or market outperformance.  Much of my research has a timing component: I am looking for historical patterns with defined holding periods.  The reality, however, is that most sophisticated investors, such as hedge funds, achieve alpha more by being in the right stocks and sectors than through exquisite market timing.  (See this post for one perspective on the issue relevant to mutual funds; this one for hedge funds).  The two, of course, are not mutually exclusive, but it's important that active traders understand that returns are just as dependent on what you trade as when.  My research from the TraderFeed post indicated, not only a bullish bias to the coming five-day period, but relative outperformance of the Russell vs. the Dow.  That pattern helped me capitalize, not only by going long on Wednesday, but by including the small caps in my trades.
I've been exploring the Alpha Advisor newsletter and think it's worth a careful look.  (They offer a free trial).  The newsletter rates stocks, sector ETF, and indices on a proprietary Alpha metric that captures how each has been performing relative to the overall market.  By tracking the ratings over time, you can identify which sectors and stocks are gaining and losing relative strength.  A look at the newsletter from early August, for example, had already identified large caps and value issues--not small caps or growth--to be areas of opportunity.  That kind of information is quite useful.  The newsletter publishes their track record and creates a variety of recommended portfolios.   I have no commercial relationship with the newsletter, and they did not solicit this mention.  My intent is simply to pass along a tool that might be of use in figuring out *what* to trade, when you decide it's *time* to trade.
 

Market Summary:  

Wednesday's market started the morning lower, but held its ground after the release of the ISM and Factory Order numbers and steadily moved higher through the day.  We closed above the day's average price o ES 1349.75, breaking important resistance and ending the day in an upward short-term trend.  The Power Measure was positive through most the session, reflecting persistent buying.  That buying was very strong in the broad market, with the Adjusted TICK finishing at +903, and among large caps, with the Institutional Composite ending at +205.  Demand soared to 159; Supply dropped to 29.  New 20 day highs expanded to 1282; new 20 day lows fell to 763.  Institutional Momentum rose to +1220, with 16 stocks trading in intermediate-term uptrends, 1 in a downtrend.  We saw very strong buying on the break above recent highs; as long as we see day-over-day new price highs and an expanding number of stocks registering fresh 20-day highs, the short-term trend is up.

 

October 4, 2006
Market Ideas:
TraderFeed asks when it makes sense to stop out a trade.
Wanna practice for the Payroll report?  Very informative game from Jeff Miller.
Barry Ritholtz begins a new blog spotlight, with an interesting post on the oil tumble.
James Altucher, with worthy links, including a very good one on the quiet bull market.
Trader Mike notes all was not strong on a record setting day.
CXO Advisory on the Fed Model.
Alpha Trends screens for dividend stocks.
Loose ends from Charles Kirk, including interesting link re: stops.
Interesting observation on defense stocks from Adam Warner.
Abnormal Returns on the equity risk premium.
Dividend plays from Trade King.
Downtown Trader notes small and mid cap underperformance; there's a topic ripe for a historical inquiry.
 

Market Expectations:
What's behind the Dow strength?  Here's a look at commodity prices; an excellent tracking by Decision Point.  Tough to make the inflation case when that's going on.
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In case you wondered on this day of the Dow record, we had 37 new annual highs in the S&P 500 Index, down from almost 50 last week and over 60 three weeks ago.  Four of the Dow 30 stocks made 52-week highs, down from 6 last week and 8 three weeks ago.  Small caps?  Only 7 of the S&P 600 made annual new highs.  Hardly a robust market, given the celebration accorded the Dow record.
 

Market Summary:  

Tuesday's market opened lower, but reversed and moved to higher ground, setting a record in the Dow Industrials, but not most other indices (see above).  We closed slightly above the day's average price of ES 1342.5, returning to a neutral trending mode.  The Power Measure closed in negative territory, reflecting late weakness.  Buying was strong in the large caps, with the Institutional Composite at +359, but not in the broad market, where the Adjusted TICK finished at -86.  Demand rose to 56; Supply dropped to 93.  New 20 day highs dipped to 708; new 20 day lows rose to 870.  Institutional Momentum remains high at +1020, with 16 stocks in intermediate-term uptrends and 1 in a downtrend.  We have solid resistance at the 1350 region; we'll need to broaden the rally to take that out.

 

October 3, 2006
Market Ideas:
TraderFeed takes a psychological look at volatility.
Thanks to Teach Me Futures, John Conolly, and the Chicago Mercantile Exchange for the opportunity to do the Webinar on Monday.  The presentation will be archived on the Teach Me Futures site in a few days for free download.
Common market wisdom can cost you money; my article for Trading Markets.
Stock Tickr interviews Trader Mike; excellent.
Quick reads from Kirk, including a perspective from Kevin Haggerty.
Excellent market blogroll from InstantBull.  Also check out their news blogroll and tech blogs.
A couple of insightful biotech posts from Daily Options Report.
Ticker Sense on ebbing inflation.
Rectangle trade from Trading What I See.
 

Market Expectations:
Off the radar?  Not much commentary on the series of lower highs in the Emerging Markets ETF (EEM) as we've made new price highs in the large cap U.S. indices.
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Market Summary:  

Monday's market came in with negative expectations detailed in the TraderFeed post, and it lived up to those expectations.  We closed below the day's average price of ES 1343.75, initiating a short-term downtrend.  The Power Measure closed solidly negative, reflecting afternoon weakness.  Once again, selling modestly led the way on the broad market, with the Adjusted TICK at -173, and among large caps, with the Institutional Composite finishing at -110.  Demand dipped to 44; Supply expanded to 124.  New 20 day highs fell to 772; new 20 day lows expanded to 648.  Among the basket of large caps, we had 15 trading in intermediate-term uptrends and 2 in neutral mode, for an Institutional Momentum reading that dropped to +960.  As long as we continue to see lower price lows and expanding new 20-day lows, the short-term trend will remain down.

 

October 2, 2006
Market Ideas:
TraderFeed questions traditional technical indicators for daytrading purposes.
Cautionary words from The Big Picture, who is also a coffee maven.
Very interesting post on risk seeking and risk avoidance among value and growth investors from CXO Advisory.
Excellent summary of portable alpha trends from All About Alpha.
Several blog perspectives from Real Money, including Tony Crescenzi on housing, stocks, and the economy.
The forecast for weather derivatives and other financial engineering links from MoneyScience.
Trader Mike, on the importance of psychology.
A skeptical view of efficient markets; provocative.
Carl Futia forecasting further price gains.
 

Market Expectations:
Friday provided us with an inside day that was also the narrowest range day and the lowest volume day in SPY in the past 15 trading sessions.  Such low volatility generally yields subnormal returns in the short run.  For example, we've had 95 inside days in SPY since 2004 (N = 687 trading days).  Three days later, SPY has averaged a loss of -,12% (44 up, 51 down), weaker than the average three-day gain of .08% (380 up, 307 down) for the sample overall.  When the inside day has also been the lowest volume and volatility day in the past 15 sessions (N = 19), returns have been particularly weak.  The following three days in SPY have averaged a loss of -.33% (4 up; 15 down).  
 

Market Summary:  

Friday's market traded in a narrow range for the third consecutive day (see above).  We closed below the day's average price of ES 1347.5, continuing the neutral short-term trend.  The Power Measure closed in negative territory, reflecting late selling.  Selling modestly led buying in the broad market, with the Adjusted TICK at -124, and among large caps, with the Institutional Composite at -127.  Demand fell to 46; Supply rose to 97.  New 20 day highs fell to 902; new 20 day lows rose to 413.  Institutional Momentum remained quite strong at +1120, with all 17 stocks in the large cap basket trading in intermediate-term uptrends.  The day's average price has been 1347, 1346.75, and 1347.5 the past three days; a break from that range accompanied by an expansion of new highs/lows is needed to establish a directional trend.  

 

October 1, 2006
Market Ideas:
TraderFeed examines the S&P 500 Index and its multiple personality.
The Trader Performance page weaves the implications of independent index components for daytrading.
Excellent weekend links from James Altucher, including a couple of perspectives on the fourth quarter.
Very thoughtful post on the yield curve from A Dash of Insight.  Thanks also to Jeff for his kind review of my recent Naperville talk.
More weekend reading from Daily Options Report, including skeptical looks at a Dow high.
Millionaire Now! with advice for personal finances.
Abnormal Returns, with a wide-ranging look at neuroeconomics.
24/7 Wall St. tracks NASDAQ short interest.
Globetrader, on the difference between discipline and fear.
Stockblogs, with its blog of the week on the issue of a commodities bubble.
 

Market Expectations:
One way to avoid problems of overlap between overnight and day session data per the Trader Performance page is to rely on intraday indicators.  Here's a pattern that's worked pretty well from the Odds Maker module of Trade Ideas:
Buy SPY on a 60 minute low and hold for the next 60 minutes.
That has produced 10 winners in 14 non-overlapping trades over the past three weeks, with the average win ($.46) exceeding the average loss (-$.26).
Fading new hourly highs has not produced a significant edge; nor has buying new highs.
