November 30, 2005
Thanks again for all the support of this site.  Yesterday set a record with over 18,000 hits.  It's especially gratifying to hear from a wide range of international traders.  If you know of worthwhile Web resources for international traders, please forward the URLs to me for inclusion on the Development page.  

I've added links to the Trader Development page.  More to come.
Tuesday's market attempted to rally early, but fell back into its prior day's range, closing near its day's average price of ES 1263.5.  This put us squarely into a neutral trending mode.  A waning plurality of issues traded in short-term uptrends (see the commentary on the Trader Performance page), and among large caps new short-term lows outnumbered new highs.  The Adjusted TICK ended at -122 and the Institutional Composite was weak for the second day at -685.  This notable weakness is coming from an excess of institutional selling--it is not merely a withdrawal of buyers.  Demand rose to 53; Supply dropped to 64.  New 20 and 65 day highs dipped to 893 and 436; new 20 and 65 day lows rose to 510 and 261.  We need to see new price lows and an expansion of new lows to resume the short-term uptrend.  Until then, we're in a trading range and moves away from the day's average price that fail to expand new highs/lows remain candidates for fading.

The Trader Performance page reviews an interesting simulation resource.
November 29, 2005
Note:  Tomorrow (Wednesday, Nov. 30th) from 3:30 - 5:30 PM CT, I will be participating in the CQG Showcase in Chicago.  Drinks and food will be served, and I'll be presenting on the topic of strategies to improve trader performance.  Make sure you introduce yourself if you attend.  See my update on the Trader Performance page.
Check out the new Trader Development page of links.  Over time I hope to build a resource list of sites that offer solid educational resources for traders.  More to come...
Wasting no time after yesterday's bearish statistical analysis, Monday's market started weak, breaking the previous day's average price and trending lower through the day on persistent selling.  We closed below the day's average price of ES 1263.5 and started a short-term downtrend.  A solid majority of issues traded in short-term downtrends (see comment below), but new short-term lows only narrowly outnumbered new highs among large caps.  The Adjusted TICK ended at a very weak -559; the Institutional Composite was equally weak at -733.  In case you're wondering how the Institutional Composite got its name, it is actually a composite measure of institutional buying vs. institutional selling.  A weak composite number can thus reflect either below average buying, above average selling, or both.  In the case of Monday's market, it was both, which was another alert to a downtrend day.  I'll be doing more with the components of the Composite in future Performance postings.  Anyway, Demand was 35, but Supply soared to 145.  New 20 and 65 day highs fell to 953 and 488; new 20 and 65 day lows rose to 455 and 219.  We broke the previous day's lows and trended lower through the day on expanded new lows.  Selling bounces is thus the operative mode for early trade on Tuesday.

A picture is worth a thousand words.  When a sizable proportion of issues come out of the gate weak, it's worth contemplating the possibility of a downside trend day.

Here is the link to my Trading Markets article on weakness following strength.
See the Trader Performance page for interesting developments with John Conolly and Teach Me Futures.  
November 28, 2005
Friday's market finished higher, its seventh consecutive rise (see below).  We closed near the day's average price of ES 1270 and continued the short-term uptrend.  To back up for just a moment, new 20 day highs expanded every single trading day from Thursday, 11/16 through the following Thursday as we made higher highs and closed higher each of those days.  Just that basic information was sufficient to keep traders on the right side of this market.  New short-term highs continue to outnumber new lows among large caps and a majority of issues traded in short-term uptrends.  The Adjusted TICK was +346, its fourth straight strong reading.  The Institutional Composite ended at -112.  Demand dropped to 30; Supply also dropped to 27--both figures reflecting the slow holiday trade.  New 20 and 65 day highs dropped to 1101 and 489; new 20 and 65 day lows also dipped to 229 and 129.  We continue to make new highs, with solid short-term and intermediate-term momentum.  Buying dips has served us well and continues as the operative mode, despite the reservations outlined in the Trader Performance blog.

The market (SPY) has been up for seven consecutive sessions as of Friday.  This is a relatively rare phenomenon.  From January, 1996 to the present (N = 2454 days), we have only had 13 such runs.  For the sample overall, the average seven-day change has been .24%.  After seven consecutive up days, returns have been dismal.  The market has been up only twice, down 11 times, for an average change of -1.34%.  This fits the pattern from yesterday's entry re: weakness following strength.
November 27, 2005
The S&P 500, as tracked by SPY, has been up for five consecutive weeks.  It only makes sense to ask what has happened in the past when this has occurred.  The answer is a bit complicated, however.

Overall, from February, 1996 to the present (N = 502 weeks), we've had 23 occasions in which the market has been up five weeks in a row.  The market has gained 1.11% over the next five weeks, which compares favorably with the average five-week gain of .75% during this period.

The averages mask some important distinctions, however.  From 1996-1999, there were 10 instances in which the market was up five weeks in a row.  Nine of those occasions resulted in higher prices five weeks later, by an average of 3.98%!  But the last five instances in which the market has been higher five weeks in a row, dating back to September, 2004, the market has been down five weeks later after all five occasions.  

What has happened is that a momentum market in which strength begat strength (the late 1990s) has given way to a reversal regime in which strength begets weakness.  Looking at a long historical average masks the important shifts within that period.  The current strength, from that perspective, is not necessarily an intermediate-term plus for the bulls going forward.

The Trader Performance Blog takes a first look at the phenomenon of priming.
In case you missed this article, it focuses on what you trade--not how you trade.
This article offers a different take on following market leaders as a way of figuring out the direction of the broad market.
November 23, 2005
HAPPY THANKSGIVING!  I will be taking a well-earned break from the markets and the website, so this will be my last set of postings until Saturday evening.  I want to thank all of you who have provided stimulating input into this website; it's been great seeing the site's readership double since June.  Keep an eye on the Trading Markets site; I'll have two new articles posted there over the holiday period.  I'll also have a new feature on this website starting next week. 
Once again the market started out in a narrow range on Tuesday, breaking to the upside in the afternoon with the sharp decline in interest rates and the fall in the dollar.  We again closed above the day's average price (ES 1258), and again we sustained the short-term uptrend.  The last five days, the average prices have been 1232, 1240, 1247.5, 1252.5, and 1258--a clear sign of a bullish trend.  Meanwhile, new short-term highs among large caps continue to outnumber new lows, and the majority of stocks traded in short-term uptrends.  Indeed, it was the persistent strengthening of that measure that convinced me that we were headed higher.  The Adjusted TICK was +328, and the Institutional Composite closed at +286, as both measures show continued strength in their cumulative lines.  Demand ended at 58; Supply was 40.  New 20 and 65 day highs rose once again to 1506 and 781; new 20 and 65 day lows rose slightly to 486 and 332.  We continue to make new highs with net buying pressure and a positive Demand/Supply balance.  Until that changes, following the "buying the dips" mode should continue as the profitable strategy.

If you're absolutely dying for market reading over the holiday, here's an archive of my Trading Markets articles.
November 22, 2005
The market traded in a narrow range for much of Monday before breaking to the upside late in the session.  As a result, we closed above the day's average price of ES 1252.5, sustaining the short-term uptrend.  So far the trend measures have earned their keep, preventing us from prematurely exiting a strong market.  New short-term highs have impressively outnumbered new lows among large caps, and a plurality of stocks traded in short-term uptrends.  The Adjusted TICK ended at +404; the Institutional Composite was more subdued at +2.  Demand was 66; Supply was 35.  New 20 and 65 day highs rose only modestly to 1437 and 737; new 20 and 65 day lows also rose slightly to 480 and 328.  We continue to make new highs with a positive Demand/Supply balance.  Accordingly, buying dips remains the preferred strategy.

Here is the Trading Markets article on the e-Conomy stocks.
The Trader Performance blog examines market momentum and the Demand/Supply balance.
November 21, 2005
Friday's market powered to new highs, pulled back, and then rallied in the afternoon.  The action kept us above the day's average price of ES 1247.5, continuing the short-term uptrend.  A plurality of issues were trading in short-term uptrends, and new short-term highs handily outnumbered new lows among large caps.  Short-term momentum has been good in the broad market and among the large caps, though it may be slowing on an intermediate-term basis.  We've seen an expansion of new intermediate highs among large caps, and solid money flows.  The Adjusted TICK--not as robust of late, reflecting relative lagging of small cap issues--closed at -19.  The Institutional Composite, reflecting the greater buying interest in large caps, ended at +180, its third straight positive reading.  Demand dipped to 84; Supply bumped up to 62.  New 20 and 65 day highs rose to 1418 and 729, the latter being the highest reading we've seen in several months.  Markets on the verge of major decline don't tend to expand new highs.  New 20 and 65 day lows dropped to 467 and 320.  We remain above the prior trading range; buying dips that remain above the day's average price continues as the operative strategy. 

Micropsychology - Here's an interesting research note:  The 2 day equity put/call ratio on Friday was .47, one of its lowest readings since the beginning of 2004.  The average reading is .70.  Since 2004 (N = 471), the average 5 day price change has been +11%.  When the two-day equity put/call ratio has been below .60, the next five days have averaged +.09%, but when the two-day ratio has been above .80, the next five days have averaged +.24%.  
My upcoming article for Trading Markets raises questions over the thesis of a bubble in the e-Conomy stocks.  Notice how volume in the five high flyers I track (AMZN, GOOG, YHOO, AAPL, and QCOM) has not expanded with the rise in the index of those stocks.  My best estimate is that we will not see a true bubble/top in these issues until their combined volume dramatically exceeds the volume in SPY (a benchmark in my Trading Markets piece).
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The new articles are posted to the Articles archive.  A section of the archive dates all articles so that it is easy to read the most recent postings.

Really excellent article on whether this time will be different in the markets and the economy from John Mauldin.
The Trader Performance blog posts further material on the e-Conomy stocks.
November 20, 2005
Note: Next full update will be posted Sunday evening. 
Here is the link to my Trading Markets article on trading patterns.

Here is the Yahoo! article on opening volume as a predictor of the day's volatility.

Here is my September interview with Trading Markets.

Here is the audio link to my program on trader development at the Futures Industry Association Expo.

The Trader Performance blog begins a look at eConomy stocks.

November 19, 2005
I am very pleased to make it official: the book I am working on has been accepted for Fall, 2006 publication by Wiley.  Wiley was the publisher of my previous book, The Psychology of Trading, and I am delighted that the same editor, Pamela Van Giessen, will be working with me on the new manuscript.  The working title is Enhancing Trader Performance and, while I don't want to give away all the goodies, suffice it to say that it will contain the largest review of performance research to date, with very specific, how-to applications for trading.  My goal is to write a book that is eminently practical--something of value for every trader who has yearned to "get to the next level"--and also deeply grounded in established research.  Stay tuned...

The Trader Performance blog contemplates a different model of trader education.
November 18, 2005
The market on Thursday opened higher, weathered midday selling without breaking the previous day's lows, and then broke to the upside on strong volume in the afternoon.  This had us closing well above the day's average price of ES 1240, returning us to a short-term uptrend.  The majority of issues traded in short-term uptrends and, among large caps, new highs outnumbered new lows.  The Adjusted TICK ended at a strong +692.  Demand surged to 124; Supply ended at 24.  New 20 and 65 day highs rose to 1030 and 521; new 20 and 65 day lows dropped to 594 and 426.  We broke solidly above the recent trading range noted yesterday; as long as we stay above that range, buying dips is the operative mode.

November 17, 2005
Note:  My apologies for the late posting.  I am on the road and blog entries will be abbreviated until I return on Sunday.  I hope today's Trader Performance entry makes up for the tardiness.
Wednesday's market attempted to rally, then dropped sharply and tested the prior day's lows before returning to the recent trading range.  We closed near the day's average price of ES 1232, and we remained in a short-term neutral trend.  A majority of issues traded in short-term downtrends, but stocks registering new lows did not expand with the market's drop.  The Adjusted TICK was -172; the Institutional Composite was 89.  Demand rose to 47; Supply dropped to 83.  New 20 and 65 day highs dropped to 502 and 205; new 20 and 65 day lows were 831 and 566.  We are in an intermediate-term trading range: the average trading prices over the last four days have been 1235, 1237, 1235, and 1232.  We need to see expanding new highs/lows on a test of this range to enter into a directional trending mode.

November 16, 2005
Tuesday's market opened lower, attempted to rally, but then broke down in the afternoon amid significant selling pressure.  We closed below the day's average price of ES 1235, beginning a short-term downtrend.  A plurality of issues traded in short-term downtrends and, among large caps, new lows outnumbered new highs as the day wore on.  The Adjusted TICK ended at -606--the second straight day of heavy selling--and the Institutional Composite finished at -165.  Demand fell to 33; Supply rose to 105.  New 20 and 65 day highs dropped to 744 and 301; new 20 and 65 day lows rose once again to 806 and 584.  We are now seeing price weakness accompany the selling pressure noted yesterday; as long as this is the case, selling bounces will be the operative strategy.

Here's my latest article on reading narrow markets.
The Trader Performance blog notes a recurring pattern in the markets.  Here's another one that we've seen before: waning new highs accompanying price strength and preceding a market correction.  Notice how the same pattern preceded the recent market rise.
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November 15, 2005
The market moved narrowly on Monday, closing near its day's average price of ES 1237 and entering a neutral trending mode.  A plurality of issues traded in short-term downtrends and selling pressure was more pronounced than the large cap averages would suggest.  The Adjusted TICK was -531, and the Institutional Composite was -357.  Demand dropped to 39; Supply rose to 96.  New 20 and 65 day highs were 1120 and 526; new 20 and 65 day lows were 636 and 473.  The expanding number of new lows bears watching.  The market continues to ratchet higher despite waning momentum and buying pressure, a pattern common during topping processes.

The Trader Performance blog examines trading rules--and one in particular that applied to Monday's market.

November 14, 2005
The market moved narrowly and slowly on the Friday holiday, but closed above its day's average price of ES 1235.5 and continued the short-term uptrend.  Momentum is slowing, but still positive; we're also seeing solid performance among the large caps on the New High/Lows and Money Flow.  A slim plurality of issues traded in short-term uptrends on Friday and new short-term highs modestly outnumbered new lows.  The Adjusted TICK was +304; the Institutional Composite was -16.  Demand was 51; Supply was 30.  New 20 and 65 day highs rose slightly to 1297 and 595; new 20 and 65 day lows fell to 466 and 327.  We continue above the recent trading range and, as long as that is the case with a positive Demand/Supply balance and expanding new highs, the short-term trend remains bullish.  

Today's Performance Blog entry on minimum data sets inspired an effort to construct a single measure that captures the relationship between changes in the Institutional Composite (buying/selling pressure in large caps) and changes in ES prices.  Instead of calculating when there is buying or selling in the large caps, you're capturing occasions when buying or selling actually moves price.  I have much research to do on the measure, but will post a chart here if the research looks promising.  
November 13, 2005
Another new article examines reasoning processes among experts vs. non-experts and implications for trading.

The Performance Blog looks at chess and trading.

November 12, 2005
Here is a new article on trader development.  Further notes are in the Performance Blog.

This interesting development adds human intelligence to computer programs.    

New government website on avian flu and the national policy.  How citizen networks might avert pandemics.

November 11, 2005
The market moved lower on Thursday, but stocks making new lows remained muted, and we not only returned to our average price, but broke out to new recent highs.  As a result, we closed well above the day's average price of ES 1225.5 and entered a short-term uptrend.  A narrow plurality of issues traded in short-term uptrends by the close, reflecting modest buying pressure in the broad market and in the large caps.  The Adjusted TICK ended at +240--its ninth positive reading in the past ten trading sessions--and the Institutional Composite finished at +247 (eighth positive reading in the last ten sessions).  So far, we are not seeing the kind of selling pressure that would normally precede and accompany a market correction.  Demand dropped to 60; Supply rose to 76.  New 20 and 65 day highs rose to 1288 and 580, but remain below the levels seen on Nov. 3.  New 20 and 65 day lows also rose to 694 and 501, the highest levels seen in November.  We broke above the recent intermediate-term trading range, but need to stay above that range to sustain the uptrend.  I am watching carefully for the possibility of such a retracement, given the negative Demand/Supply balance and continued expanding new lows.

November 10, 2005
Wednesday's market made a bid for new highs in mid morning trade, only to fall back into its range.  This continued our short-term neutral trend, as we once again closed near our day's average price of ES 1224.  A small plurality of issues traded in short-term uptrends, but buying pressure was modest.  The Adjusted TICK ended at +68, and the Institutional Composite finished at +139.  Demand rose to 69; Supply fell to 55.  New 20 and 65 day highs rose to 1062 and 415, but new 20 and 65 day lows also rose to 515 and 391.  We continue in a tight intermediate-term range; fading moves above and below our average price levels that do not expand new highs/lows continues as the profitable strategy.  I will be carefully monitoring the expansion of new lows, as this often precedes corrective moves. 

The Performance blog discusses the nature of memory processes in experts and non-experts, with a trading illustration.
November 9, 2005
Tuesday's market shrugged off early weakness, closing once again near its day's average price of ES 1221 and sustaining the short-term neutral trend.  The past four trading sessions we've had average prices of 1223.5, 1220.5, 1223, and 1221, creating an ideal environment for mean reversion trades.  New short-term highs and lows were relatively balanced among large caps, but a plurality of issues in the broad market traded in short-term downtrends.  The Adjusted TICK ended at +60; the Institutional Composite was weaker at -211.  Demand fell to 40; Supply rose to 74.  New 20 and 65 day highs dropped to 728 and 283; new 20 and 65 day lows were 465 and 327.  We continue to experience an intermediate-term trading range; fading divergences from mean prices will accordingly remain the operative strategy.

The Trader Performance blog looks at execution as a source of alpha.
Trader Development:  Today at 10:45 CT will be my program at the Futures Industry Association conference in Chicago.  
November 8, 2005
Unfortunately, this is a highly abbreviated entry due to a power outage and data loss on my end.  I hope to be caught up with the data by tomorrow's blog.  Monday's market traded in a narrow range, closing near the day's average price of ES 1223 and continuing the neutral short-term trend.  The Adjusted TICK was +183, and the Institutional Composite ended at +339.  Demand was 58; Supply was 48.  New 20 and 65 day highs rose to 1227 and 489; new 20 and 65 day lows also rose to 467 and 321.  We continue in a narrow range and need to see higher highs and an expansion of new highs to return to a short-term uptrend.

The Performance blog takes a look at trader reasoning.

November 7, 2005 

Friday's market consolidated Thursday's gains, closing near the day's average price of ES 1220.5 and starting a neutral short-term trend.  Both new short-term highs and lows among large caps were muted, and a small plurality of issues traded in short-term downtrends.  The Cumulative TICK closed at -205; the Institutional Composite was -7.  Demand fell to 39; Supply was 65.  New 20 and 65 day highs dropped to 797 and 305; new 20 and 65 day lows were 423 and 300.  New highs vs. lows have bounced nicely off recent negative levels, but still are muted relative to prior peaks.  Short-term, we're in a range bound mode following a nice momentum surge that normally leads to further price strength.   

A very good longer-term indicator suggests we are nowhere near overbought at this juncture.  This contrasts the DSI mentioned yesterday.  In the past when this has happened, we have seen mild corrections in the DSI (and in the market) prior to continued upward movement.  Again, it's something I'm keeping an eye on. 

November 6, 2005 

This week's article looks at trader performance and epistemology.  The article was also posted to the Daily Speculations site of Laurel Kenner and Victor Niederhoffer, a site with consistent market insights. 

For the first time in a while, we're seeing overbought readings at lower levels in the ES.  This is a situation I'm watching closely. 
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The Performance blog takes a look at an interesting software program that tracks trader metrics. 

November 5, 2005 

Here is the link to my presentation next week at the Futures Industry Association Expo.  Do stop by and introduce yourself if you're attending.  At the end of the month, I'll also be doing a seminar for the data/charting/trading platform firm CQG in Chicago.  More on that soon to come... 

The macro picture has gotten interesting with the dollar's breakout move vs. the Euro.  Pictures tell it best: 
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Clearly, as interest rates have risen, we've seen dollar strength.  What is especially interesting is that, whereas earlier in the year when dollar strength and bond weakness were associated with dips in the stock market, stocks recently have bounced nicely in the face of rising rates and a strong dollar.  Setbacks in Iraq, the shock of energy prices, and significant hurricane traumas: all have been unable to derail this market--and this economy.     

November 4, 2005 

Thursday's market opened higher, then encountered selling in the afternoon with weakness in bonds (rise in interest rates) and a strengthening dollar.  We closed near the day's average price of ES 1223.5, sustaining the short-term uptrend.  Among large caps, new short-term highs waned through the afternoon, and we also saw a steady erosion in the proportion of issues trading in short-term uptrends.  The Adjusted TICK was +64; the Institutional Composite was +88.  Demand fell to 91; Supply rose to 38.  New 20 and 65 day highs soared to 1825 and 658; new 20 and 65 day lows dropped to 411 and 302.  We're seeing steadily higher prices and good momentum on a short-term and intermediate-term basis; as long as we see higher highs, a positive Demand/Supply balance, and expanding new highs, buying dips will continue as the operative strategy. 

The Trader Performance blog takes a look at the psychological role of concepts in trading. 

Interesting perspectives on inflation and the end of the Fed's tightening cycle from Dr. John Rutledge. 

November 3, 2005 

Wednesday's market moved higher in the morning and trended higher through the day, ending near its day's highs.  We closed above the day's average price of ES 1212.5, reinstating a short-term uptrend.  New short-term highs led new lows among large caps and a solid and growing plurality of issues traded in short-term uptrends.  The Adjusted TICK ended at a very strong +1001 and the Institutional Composite was strong at +386.  Demand was also strong at 122; Supply dropped to 60.  New 20 and 65 day highs continued to expand at 1429 and 511; new 20 and 65 day lows fell to 474 and 324.  The market has broken above its recent highs and is showing good momentum.  As long as we stay above the recent range, buying dips will continue as the best strategy.

The Trader Performance blog notes a recurring pattern in the market, stressing the importance of rapid pattern identification in short-term trading.  There are many patterns to the market and many ways of framing these.  Note that many of the patterns I follow pertain to the psychology of the marketplace: the sentiment of buyers and sellers as manifested by volume at the bid and offer prices.  Such patterns make sense to me as a psychologist.  What is important is finding patterns that are associated with market movements and finding patterns that help you make sense of markets.  The patterns you trade are your way of making the markets intelligible: they have to be *your* patterns to serve this function. 

November 2, 2005 

Tuesday's market traded in a narrow range ahead of the Fed announcement and then continued in that mode after the Fed provided no surprises.  We closed near the day's average price of ES 1206.5, continuing the neutral short-term trend.  New short-term highs and lows were muted among large caps, and we saw a narrow plurality of issues trading in short-term downtrends.  The Adjusted TICK was +121; the Institutional Composite ended at +18.  Demand dropped to 57; Supply rose to 62.  New 20 and 65 day highs fell to 721 and 306; new 20 and 65 day lows rose to 541 and 391.  We remain rangebound.  I will be cautious about buying new price highs or selling new lows if these are not accompanied by an expansion of the number of issues making new highs or lows.

The Trader Performance blog addresses the issue of when trading problems require professional assistance.
Here's my recent trading performance article for the Trading Markets site. 

November 1, 2005 

Monday's market started strong, stalled midday, and then moved to new highs before crumpling late in the day.  (See the Trader Performance blog for a perspective on the late downturn).  The late move took us out of the short-term uptrend and returned us to a neutral trending mode, as we closed below the day's average price of ES 1209.5.  New short-term highs led new lows for most of the session among large caps, but weakened in the afternoon.  Also, a strong majority of issues (though a waning one over the afternoon) traded in short-term uptrends.  The Adjusted TICK was a strong +634--its second consecutive robust reading--and the Institutional Composite was also very strong at +622.  Demand soared to 178; Supply was 20.  New 20 and 65 day highs rose to 888 and 368; new 20 and 65 day lows dropped to 480 and 334.  The new highs were the highest level we've seen since early October.  We've returned to our prior trading range and need to see sustained strength on Tuesday to return to a uptrend. 

John Mauldin's website has an interesting piece from Stratfor on avian flu.  The story is getting more urgent treatment in Asia.
