December 31, 2003 

Market Update 

Data as of 12/30/03: 

Position in the Market:  None 

Note:  Next regular entry Friday AM.  The Glossary contains an explanation of the Weblog indicators and the article on stationarity has an explanation of the trading methods used in the Weblog. 

TREND:  The Power Measure of short-term trendiness and the longer-range PowerSwing Index both remain bullish.  The Cumulative Trend Index closed strong to finish at a marginal new high.  Tuesday's TWAP of ES 1107 was above Monday's level, consistent with a bullish short-term trend.  The Swing Trading Index fell, but remains in positive territory; ditto for Market Efficiency.  Until we see markets making sequential lower lows and indicators in negative territory, the trend will remain up. 

INSTITUTIONAL TRADING MONITOR:  Once again, we saw the pattern of below average buying, but much lighter selling than usual, contributing to a rise in the Composite measure of institutional activity.  As long as the Composite remains in a positive mode, the uptrend is intact. 

MOMENTUM:  The Demand/Supply Index once again closed in positive territory, with Demand at 54 and Supply at 34.  The Cumulative DSI is now above 30; drops back into the 20s after hitting such an elevated level have been associated with short-term corrections.  New 20 and 65 day highs closed at 1846 and 1284; new 20 and 65 day lows finished at 283 and 108.  This is weaker than the new highs/lows seen early in the month, but is still robust.  The Market Turbulence Index hit 40 during the day; high volatility stocks continue to outpace low beta issues in relative strength, consistent with a short-term uptrend.   

SUMMARY AND STRATEGY:  Given the positive trend measures, buying dips remains the operative strategy intraday, with weakness holding above ES 1105 providing potential entry points.  Given the overbought market, including high Cumulative DSI, I would not be initiating long positions if we start making day-over-day lows and turn negative on the Power Measure.  For the same reason, I am not initiating swing positions here. 

December 30, 2003 

Market Update 

Data as of 12/29/03: 

Position in the Market:  None 

Note:  See Research Note below.  The Glossary contains an explanation of the Weblog indicators and the article on stationarity has an explanation of the trading methods used in the Weblog. 

TREND:  We rose early on Monday, expanding new highs, in a breakout move.  It was a nice example of the importance of the trend indicators, both of which were bullish going into yesterday's trading despite evidence of waning momentum.  After the rise, both the Power Measure of short-term trendiness and the PowerSwing Index remain bullish.  The Cumulative Trend Index soared to a new high on the uptrending move, confirming the bullish move.  Monday's TWAP of ES 1102 was well above Friday's level, in keeping with an uptrend.  The Swing Trading Index closed at a very healthy +448. 

INSTITUTIONAL TRADING MONITOR:  Institutional Buying was only average for the session, but Institutional Selling was several standard deviations below its normal level.  In a word, the market is going up because no one is selling, not because there is a plethora of buyers.  The action sent the Institutional Composite moderately higher on the day.  As long as we see a skewed balance in favor of buyers, the uptrend will be supported. 

MOMENTUM:  There was significant strength in the Demand/Supply Index, as Demand closed at 111 and Supply at 36.  This sent the Cumulative DSI to 28, very close to the 30 level that has characterized most tops in this bull market.  New 20 and 65 day highs soared to 1814 and 1321, and new 20 and 65 day lows also rose to 296 and 100.  As long as 20 day highs greatly outnumber 20 day lows, the intermediate-term trend is up.  The Market Turbulence Index hit a very significant hourly reading during the initial 60 minutes of trading--often a sign validating a breakout move--and hit a significant level of 50 during the day, indicating a high degree of relative strength shifting among stocks.  High volatility issues are outperforming low beta stocks in relative strength, consistent with the bullish trend. 

SUMMARY AND STRATEGY:  The trend measures continue bullish, continuing the intraday strategy of buying dips that remain above the TWAP, now at ES 1102.  Because such indicators as New Highs/Lows, Cumulative DSI, and Cumulative TICK are at levels more consistent with market peaks than valleys, I am not initiating long-side swing trades here.  Neither, however, is it timely to be shorting this market, as emphasized in yesterday's entry. 

Research Update 

Over the last 24 trading days, the Dow is up 18 and down 6, for a gain of over 7%.  Does such strength lead to future weakness or strength?  I examined all non-overlapping occasions from 1965 to 2003, a total of 9711 trading days.  Only 20 non-overlapping days qualified as having gains of over 7% and 18 rising days out of a 24 day period.  Forty days after the strong Dow period, the market was up 16 times and down 4, for an average gain of 3.30%.  This is stronger than the 1.18% average 40 day gain for the entire sample (1965 - 2003).  This finding--strength yielding further strength--is consistent with the findings from the 12/2 Weblog, where we found that a large number of stocks making new highs led to superior returns 80 days later.  Very strong markets tend to keep rising in the short-intermediate term; very weak markets tend to reverse.  It's an important market dynamic.  A list of the dates of previous, similar strong Dow action is here.  

December 29, 2003 

Market Update 

Data as of 12/26/03: 

Position in the Market:  None 

Note:  See Glossary for explanation of the Weblog indicators and the article on stationarity for an explanation of the trading methods used in the Weblog. 

TREND:  The Power Measure remains in bullish mode; the Cumulative Trend Index has retreated from its recent high, failing to exceed levels from two weeks ago.  Friday's TWAP of ES 1094 was modestly above Thursday's level, and--as of this writing--we are above that point in preopening Globex trading.  The Swing Trading Index has also retreated from recent highs, which recently has preceded market peaks and then corrections.  Despite these indications of softness, the swing trend, as measured by the new PowerSwing Index, also remains bullish, so it is premature to short this market. 

INSTITUTIONAL TRADING MONITOR:  Institutional Buying was significantly lower than normal on Friday and Institutional Selling was moderately lighter than normal.  Some of this reflects the slow holiday trading, but recent levels of Buying have been surprisingly weak given the higher market levels over the past five days.  This has dragged the Composite measure of institutional activity lower, even as we have seen recent price highs.  Such weakness is also reflected in the new measure of Market Money Flow. 

MOMENTUM:  The Demand/Supply Index closed positive, with Demand at 42 and Supply at 25.  This creates an uptick in the Cumulative DSI, which is nearing levels associated with market tops.  New 20 day and 65 day highs fell to 861 and 654; new 20 and 65 day lows also fell to 188 and 77.  Twenty day highs are well off their peak of early this month.  The Market Turbulence Index closed at an average 30; high volatility stocks are about even with low beta issues in relative strength, giving no distinct trend signal. 

SUMMARY AND STRATEGY:  As long as the short- and swing-level trends remain positive, buying dips will continue as the operative strategy on an intraday basis.  Dips that remain above ES 1092--and especially above the TWAP--are candidates for purchase.  Rises that fail to expand the number of stocks registering new highs are candidates for profit-taking.  A dip below ES 1089 would likely turn the Power Measure neutral/bearish.  On a swing basis, weakening new highs and trend measures have us on alert for a near-term top and correction.  This continues as a bull market, however, and any such correction should offer an opportunity for purchase going forward. 

December 28, 2003 

Research Update 

The Market Money Flow indicator is an attempt to gauge the activity of institutional participants in the market that differs from the Institutional Composite that I have created.  Market Money Flow takes a basket of frequently traded stocks and examines the block trades for each.  If a block trade occurs at a higher price, it is counted as "buying"; if the trade occurs at a lower price, it is regarded as "selling".  The end-of-day Market Money Flow is the net buying minus selling across the basket of stocks.  Note that money flow has been strong in recent sessions.  We are currently near the upper end of the range for the past several months and are starting to tail lower.  The Glossary contains information on this and the other new Weblog measures. 

We are close to levels on the Cumulative DSI that have accompanied recent swing highs in the market.  Note that the number of stocks making new 20 day highs vs. lows has tailed off despite higher levels in the SP.   

December 27, 2003 

Research Update 

Here are two new indicators that I will be following to help assess the direction and strength of swing trends in the market.  The PowerSwing Index is an adaptation of the Power Measure to a short-term, swing trading time frame.  It assesses the degree to which a market is moving directionally over that time frame.  The Efficiency Index looks at the ability of buying and selling activity, as measured by the NYSE Composite TICK, to move the broad market.  My new Glossary article explains these and other Weblog indicators.  Note how both new indicators confirm that we continue to be in a swing uptrend. 

December 26, 2003 

Market Update 

Data as of 12/24/03:

TREND:  The market gave no strong directional move in Wednesday's abbreviated trading.  The TWAP of ES 1093 was about the same as Tuesday's level, and the Power Measure of short-term trendiness remained in positive, bullish territory.  The Cumulative Trend Index moved higher before pulling back late in the session.  We remain below recent highs, as this updated chart indicates.  The Swing Trading Index closed at a bullish +364, although this seems to have peaked per yesterday's note.  My comment from Wednesday is still apt:  "I have concerns about the waning momentum and strength in this market, but the short-term trend is clearly bullish, and that makes it premature to go to the sell side."   

INSTITUTIONAL TRADING MONITOR:  The day's pre-holiday trading saw Institutional Buying significantly below average, and Institutional Selling significantly lighter than average.  This market has been sustained by lighter than normal institutional selling and, as long as that continues, the uptrend is intact.

MOMENTUM:  The Demand/Supply Index was flat on the day, with Demand at 32 and Supply at 32.  New 20 and 65 day highs dropped to 934 and 660; new 20 and 65 day lows also dropped to 247 and 85.  The Market Turbulence Index closed at a below average 16, suggesting no significant relative strength shifting among stocks.  High volatility issues continue to outpace low beta stocks, indicative of a bullish short-term trend.

SUMMARY AND STRATEGY:  The short-term trend remains bullish, so that buying dips that remain above ES 1090--and especially the TWAP of ES 1093--continues as the intraday strategy.  On a swing basis, I continue to observe indications of waning momentum and trendiness.  While it is premature to short this market prior to a short-term trend shift, I am out of the market and do not expect any fresh bull leg from here unless we start seeing a meaningful expansion in the number of stocks registering fresh short-term highs. 

December 25, 2003 

Chart Comment 

The Swing Trading Index (STI) is a longer-term trend measure designed to identify short-term swing opportunities in the market.  This chart shows how thrusts from below zero to above zero tend to mark nice entries on the long side.  Note also how the STI tends to peak in advance of the market, though with variable lead times.  Dips in the STI below -500 have occurred near swing market bottoms.  It looks like we've peaked in the STI and might be headed for a short-term correction. 

December 24, 2003 

Chart Comment 

Here's an updated chart of the Cumulative DSI.  Note that we've been moving higher over the last several days--a short-term plus--but that we remain below the peak of 12/1.  This kind of DSI divergence has, during this bull trend, preceded market corrections.  I will likely short this market on the first turndown in the DSI if we cannot surmount the 12/1 high.  Note, however, that the short-term trend has not yet turned down, as the Market Update below explains.  Using the short-term trend to time swing moves in the market aids in the timing of entries and exits. 

Market Update 

Data as of 12/23/03:

TREND:  The market continued to make higher highs and higher lows day over day, with Tuesday's TWAP of ES 1093 well above Monday's level.  The Power Measure remains in bullish territory, and the Cumulative Trend Index moved higher, though still below its early December peak.  The Swing Trading Index closed at +491; solidly in bullish territory.  I have concerns about the waning momentum and strength in this market, but the short-term trend is clearly bullish, and that makes it premature to go to the sell side.

INSTITUTIONAL TRADING MONITOR:  Once again, we saw average institutional buying and significantly lighter than average selling on Tuesday, contributing to a Composite measure that headed higher.  The dominance of buying over selling is supportive of the short-term uptrend and I would not short this market until we saw a shift in institutional bullishness.

MOMENTUM:  The Demand/Supply Index closed positive, with Demand at 79 and Supply at 34.  New 20 and 65 day highs rose to 1348 and 953; new 20 and 65 day lows dropped to 394 and 126.  The Market Turbulence Index hit an elevated 40 yesterday, indicating a heightened probability of short-term trend change.  High volatility stocks are outperforming low beta issues in relative strength, consistent with the short-term uptrend.

SUMMARY AND STRATEGY:  The short-term trend remains bullish, so that buying dips that remain above the TWAP continues as the operative intraday strategy.  Volatility has greatly decreased recently, no doubt due to the pre-holiday period, and this may create a worthwhile breakout trade next week.  As long as we are seeing expanding new highs and a market holding above its previous day's lows, the short-term trend is up. 

December 23, 2003 

Chart Comment 

Note that new 20 highs among NYSE, NASDAQ, and AMEX stocks have not expanded with the recent rally.  In the past, this has preceded a market correction. 

Market Update 

Data as of 12/22/03: 

TREND:  The market held above its early AM lows during selling in the late morning, rallying to new highs in the afternoon and turning the Power Measure of short-term trendiness bullish.  Monday's TWAP of ES 1088 was above Friday's level and we are higher still in preopening Globex trading as I write.  The Cumulative Trend Index rose with the afternoon strength, but remains below its recent highs.  The Swing Trading Index hit yet another high, closing at +727.  It tends to top ahead of the market, suggesting we could have further price strength ahead of us. 

INSTITUTIONAL TRADING MONITOR:  Institutional Buying was average on Monday, but Institutional Selling was significantly lighter than average, and the Composite was strong on the day.  It is unusual to have a breakdown in prices while the Composite is in a rising mode.  As long as sellers stay away from this market, the path of least resistance continues to the upside. 

MOMENTUM:  The Demand/Supply Index closed positive, with Demand at 58 and Supply at 47.  These are not robust figures for a market at its highs; we need continued positive DSI balance to continue the short-term uptrend.  New 20 and 65 day highs finished at 1201 and 797, while new 20 and 65 day lows ended at 421 and 134.  Note that this is the second consecutive day in which prices have moved higher without a meaningful expansion in new highs.  We closed at an elevated 34 on the Market Turbulence Index, with high volatility stocks modestly outperforming low beta issues in relative strength, consistent with the short-term uptrend.   

SUMMARY AND STRATEGY:  As long as the trend remains short-term bullish, the STI is strengthening, and institutional buying dominates selling, it is premature to short this market.  Buying dips that remain above the ES 1088 TWAP remains the operative intraday strategy.  I am keeping my eyes on new highs and new lows and the CTI; both are suggesting that this rally is getting tired. 

December 22, 2003 

Market Update 

Data as of 12/19/03:

Power Measure is neutral, putting us in breakout trading mode. We continue to see weakness in the Cumulative Trend Index, which shows deteriorating trendiness during the past week, despite higher prices. This often precedes a correction. The Swing Trading Index is solidly positive and expanding, which is supportive of higher prices. The Market Turbulence Index closed below average, indicating no significant relative strength shifting among stocks that normally accompanies short-term trend change; high volatility stocks are slightly underperforming low beta issues, which we don't expect in a bullish short-term trend.  The Demand/Supply Index closed neutral; Demand was 56 and Supply was 59. New 20 and 65 day highs finished at 1250 and 841; new 20 and 65 day lows rose to 449 and 153. Institutional Buying and Selling were both about average, and the Composite was neutral. All in all it was a consolidating day. A move above Friday's highs accompanied by an expansion of new highs would continue the bullish short-term trend; a move below Friday's lows accompanied by greater new lows would push us into a bearish trend mode. 

December 19, 2003 

Market Update 

Data as of 12/18/03:

TREND SUMMARY: Yesterday's Weblog noted market weakness, indcating that we were in breakout trading mode, and that "Dips that remain above the TWAP can be viewed as cautious points for buying." Well, there was nothing cautious about the market after a very quick opening dip. Strong institutional buying was in evidence through the day, and quickly brought the Power Measure into bullish territory. Thursday's TWAP of ES 1083 was well ahead of Wednesday's level, and we remain well above the TWAP in preopening Globex trading as I write. The Cumulative Trend Index rose nicely with the market's uptrend day, but remains below its highs of last week--a cautionary note. The Swing Trading Index moved quickly into positive territory and closed at +284, its high for the day.

INSTITUTIONAL TRADING MONITOR: Institutional Buying was significantly stronger than average; Institutional Selling was significantly lighter than average, contributing to the uptrend day. The Composite was the strongest we have seen since October 1st. As the latest entry in the Swing Trading Weblog notes, this tends to be supportive of higher prices in the near term.

MOMENTUM MEASURES: The Demand/Supply Index closed strongly positive, with Demand at 112 and Supply at 27--a "four-to-one day" that tends to support higher prices in the near term. New 20 and 65 day highs rose to 1228 and 856; new 20 and 65 day lows fell to 392 and 149. This is a meaningful improvement in the new highs, but they remain below their levels of early this week and well off the early December levels. The Market Turbulence Index closed at a low 16, indicating no significant trend change on the horizon. For the first time in a few days, high volatility stocks are leading low beta issues in relative strength, consistent with a bullish market trend. The Intraday Overbought/Oversold Index closed at an overbought 2268, a level normally associated with short-term momentum peaks in the market.

SUMMARY AND STRATEGY: The short-term trend is bullish, which keeps us in the mode of buying dips that remain above ES 1084. As long as we continue to see the market make higher lows day over day, expand the number of 20 day new highs, and register positive readings on the DSI and STI, the outlook is favorable over the near term for higher prices.

Brett 

High Institutional Buying
We were seeing weakness in the market and the short-term, Trading Psychology Weblog had us in neutral trend territory in breakout trading mode.  Breakout we did...to the upside, with the highest institutional buying activity since the first day of October.  I looked at the eight highest days of institutional buying vs. selling since September and what happened afterwards on the SPY.  Two days later, the SPY was up on 7 of the 8 occasions, by an average of .72%.  In the short-term, it appears that strong buying activity has been carrying over to subsequent trading sessions.  The one recent exception was 11/6/03.  Interestingly, it had the lowest buying activity of the eight occasions. 

Also check out the December 12th entry below re: days in which stocks closing above their 50 day moving average envelope outnumber issues closing below the envelope by more than 4:1.  Thursday was another 4:1 upside day, and that too has recently yielded higher prices in the near term. 

December 18, 2003 

Market Update 

Data as of 12/17/03:

TREND SUMMARY: The market is churning higher, but with poor trendiness, which is keeping the Power Measure locked in neutral mode. Wednesday's TWAP of ES 1072 was above Tuesday's level, and we are above that level in preopening Globex trading as I write. The Cumulative Trend Index is flirting with its week lows in spite of the positive price action, reflecting the choppy (non-trendy) nature of the advance. This is not how bull trends typically sustain themselves. The Swing Trading Index closed at -18 after hitting -295 earlier in the afternoon. We need to see positive numbers to sustain a market advance.

INSTITUTIONAL TRADING MONITOR: Institutional Buying was below average; Institutional Selling, however, was significantly lighter than average. The general Composite of institutional activity is actually in negative territory despite the market's bounce of the last couple of days. A chart appears on the Swing Trading Weblog. We need to see greater institutional buying to sustain any uptrend.

MOMENTUM MEASURES: The Demand/Supply Index was relatively flat on the day, with Demand finishing at 57 and Supply at 54. The Cumulative DSI has also been sluggish as we have moved forward in December; that chart is also on the Swing Weblog. New 20 and 65 day highs rose to 780 and 530; new 20 and 65 day lows ended the day at 558 and 187. For a market that is near its rally highs, this is not impressive. The Market Turbulence Index closed at an average 25; high volatility stocks continue to lag low beta issues in relative strength, failing to confirm any bullish short-term trend. The Intraday Overbought/Oversold Index closed at +246; continued expansion of positive numbers would be bullish.

SUMMARY AND STRATEGY: The neutral Power Measure keeps us in breakout trading mode. Dips that remain above the TWAP can be viewed as cautious points for buying; a break above yesterday's highs on an expansion of stocks registering fresh short-term highs would likely turn the trend bullish. A break below yesterday's lows, especially with an expansion of new lows, would likely turn the Power Measure bearish. Given the continued high level of stocks making new lows, the weak trendiness, the waning momentum, and poor institutional participation, I will need to see tangible evidence of market strength to take the long side in this market. If the Power Measure turns bearish before we can see new highs on the SP, I will be short.

Brett 

Growing Market Weakness
Since the beginning of December, we have seen several developments in the market, all of them pointing to growing weakness.  Although we are at or near highs on the big cap indexes, the number of stocks making new short-term highs is running neck-and-neck with the number making new short-term lows.  I update this figure daily on the Trading Psychology Weblog.  The Cumulative DSI, which is a useful intermediate-term gauge of market momentum, is showing distinct weakness in recent sessions, as this updated chart shows.  Then there is the issue of institutional buying and selling.  Quite simply, the balance has shifted toward selling, with my Institutional Composite Measure below zero despite the market standing near its highs.  We are seeing underperformance by the tech stocks and secondary issues that had led this rally and, unless they can recover to new highs along with the broad list of stocks, I believe we're in store for a corrective swing.  

December 16, 2003 

Four-to-one Down Days - A Decent Track Record (So Far)
Here's the flip side to the measure I used in the 12/12/03 blog.  What happens when we have a day like Monday, when four times as many stocks close below their 50 day envelope as above the envelope?  Since August, this has occurred eight times:  8/1, 8/5, 8/22, 9/10, 9/26, 10/17, 11/18, and 12/9.  The next day's low was even with the low of the 4:1 day twice; six times the low of the next day was below the low of the 4:1 day.  The close of the next day, however, was even with the 4:1 day twice and higher than the 4:1 day six times.  So, at least in recent trading, when we've had a very weak day with high downside momentum, there has tended to be a reversal of the downmove during the subsequent trading day. 

But how about if we look at an envelope over a 20 day moving average?  Let's see what happens when four times as many stocks close below the envelope as above it now going back to 9/2002.  We've had 38 such days.  The low of the next day was lower than the close of the 4:1 day 29 of the 38 occasions, by an average -.57%.  But the close of the next day was higher than the close of the 4:1 day 24 of the 38 occasions, for an average gain of +.44%.  So once again, we have evidence of reversal the day following a very negative momentum day.

But, wait.  This is the Swing Weblog!  What happens five days after the 4:1 down day?  On 24 of the 38 occasions the market was up, by an average of +1.27%.  We had a 4:1 down day on the 20 day measure on Monday.  Let's see if we're up tomorrow and over the next five sessions. 

December 14, 2003 

Buying Momentum Index 

This is very preliminary research.  Readers of the Trading Psychology Weblog know that I have developed measures of Institutional Buying and Institutional Selling.  In this research, I create a derivative measure, which is the momentum of Institutional Buying.  This is relevant to the current market, because we hit a level of Buying Momentum on 12/12 that was in the top 15% of the range of values August,  We closed near that level again on Friday.  The question is: What happens subsequently? 

For the sample overall, the average market gain two days out is .215%.  After a high Buying Momentum reading, the average two day gain is .850%.  After a high Selling Momentum reading, the average two day gain is only .030%.  This suggests that high buying momentum tends to yield higher prices in the near term; high selling momentum leads to underperformance near term. 

Interestingly, when you look five days out, the average market gain for the sample overall is .514%.  The five day gain after a high Buying Momentum reading is .903%.  But the average five day gain after a high Selling Momentum reading is 1.082%.  In other words, from day 2 to day 5, the market underperforms following high buying momentum; from day 2 to day 5, the market outperforms following high selling momentum. 

This has worthwhile implications for short-term swing trading.  An intraday and short-term swing trader should buy the market when Buying Momentum is high and rising, with an anticipated holding period of not more than three days.  A somewhat longer-term swing trader should buy the market when Selling Momentum is high and decreasing, with an anticipated holding period of a week or more. 

The numbers are time-consuming to calculate and test, so I've only gone back to August.  More to come...this is but a very first step.  If we can exceed the 12/12 Buying Momentum peak, that would augur well for bulls in the near term.  If not and we fall to average Buying Momentum readings, we would expect underperformance over the next several days. 

December 12, 2003
Four-to-one Days
Yesterday we saw four times as many stocks close above their 50 day moving average envelope than below.  This has happened seven previous times since August.  Here are the near-term results:

8/12 - ES moves 13 points higher intraday in 5 days

8/18 - ES moves 13 points higher intraday in 4 days

9/2 - ES moves 11 points higher intraday in 4 days

10/1 - ES moves 22 points higher intraday in 4 days

11/12 - ES moves 7 points higher intraday in 2 days

11/24 - ES moves 21 points higher intraday in 4 days

12/1 - ES moves 5 points higher intraday in 2 days

This is a nice example of how strong upside momentum tends to persist in the near-term.  We would normally expect rising prices over the next 2-4 trading sessions. 

December 10, 2003
Cumulative DSI Update
Here's an updated chart on the Cumulative DSI vs. SPY.  It has caught swings in the market quite nicely.  Note we're on a downward swing and that such swings of late have not ended before the Cumulative DSI enters negative territory.  The DSI (Demand/Supply Index) is a tally of stocks that meet upside momentum criteria on two times frames (Demand) minus the number the meet downside momentum criteria on those time frames (Supply).   

December 7, 2003
Does Breadth Matter?
By the end of Friday we had a ten-hour decline in the NYSE Composite of about -.43%.  From October, 2002 to the present, we have had 2231 such readings using 5 min data.  The average price change for the next ten hours is .13%, with 1167 occasions up, 1064 down.

However, if we look at all occasions in which the average 10 hour NYSE Composite TICK is < 100 vs. >100, a different picture emerges.  When the average TICK < 100 (N = 500), the next 10 hour price change is .43%, with 334 occasions up, 166 down.

When the average TICK > 100 (N=1731), the next 10 hour price change is .04% with 833 up and 798 down.  The average 10 hour price change for the two samples was identical (-.43%), so that the differences observed are entirely attributable to very short-term market breadth.

Friday's 10 hour average TICK was 91.  If we only examine occasions when the TICK was between 81 and 101 (N=373), we find the average next 10 hour change to be .37%, with 81 occasions up and 39 down.

In sum, including the TICK in a predictive equation makes the difference between a neutral outcome to one biased to the upside.  When the TICK readings are more extreme, their predictive value is greatly increased.   

December 6, 2003
Market Knowledge and the Current Market 

There has been some discussion on the Spec List on the issue of technical analysis vs. counting (i.e., quantitative analysis).  Unfortunately, the issue is badly confused.  Technical analysis is a set of descriptive languages regarding market action.  There is a TA language for Elliott Waves, for chart patterns, for oscillator patterns, etc.  Like all languages, TA serves as a communications medium.  Using terms such as "oversold" helps practitioners talk about current market action and its context.  

Counting (quantitative analysis) on the other hand is a means for validating propositions regarding future market performance.  By examining past examples of a phenomenon and seeing what happened after those, it is possible to determine whether those outcomes differ from those obtainable by chance.  Counting is not a language; it is a means for confirming or disconfirming assertions made in any language. 

Good science consists of systematic observation, description, search for regularities, attempts to understand/explain those regularities, and efforts to validate those explanations through further observations under controlled conditions (experimentation).  In that sense, one can be a technical analyst and a quant: these are merely different facets of the scientific process (observation/description and experimentation).  The piece that is generally lost in all of this is explanation and understanding, which is the role of theory.  We can describe without understanding a phenomenon, and we can test without understanding.  Neither speaking the language of technical analysis nor using the tools of statistics ensures that we really understand what the market is doing. 

Consider the action of Friday, December 5th.  A descriptive language might say we hit a short-term oversold level in the market.  Further observation reveals that, although most major averages declined below their previous day's lows, fewer stocks made momentum lows Friday vs. Thursday, as measured by the DSI.  Still further observation uncovers the fact that it was the small cap stocks (and indexes) that tended to hold above their prior day's lows.  A bit of recent historical observation finds that small cap stocks have consistently led the rise during this bull leg, and that at many recent oversold points small-cap stocks have bottomed ahead of the large caps (4/10, 7/1, 9/30, 11/20). 

Such observations help us formulate a tentative understanding of one contributor to the creation of market bottoms.  Is this a general relationship?  Does this occur in all markets, or in all markets similar to the current one (rising, low volatility)?  Those are the questions for counting/quantitative analysis.  If, indeed, this is a pattern that produces positive prospective price changes over a given period, above and beyond that expectable by chance, then we have true market knowledge.  Market knowledge consists of an accurate description of what is happening, a plausible explanation for it, and an actionable, validated trading strategy that arises from that understanding. 

Brett 

December 4, 2003 

Note on the NYSE TICK 

One indicator that has considerable value in identifying opportunities for swing moves is the NYSE TICK.  I have created a short-term, statistically normalized version of the Cumulative TICK indicator developed by Mark Cook that has particular promise.  If you look at the chart from August through the present, notice how dips below 50,000 have offered nice opportunities for long side entries; rises above 150,000 have occurred near momentum peaks in the market.  Despite the runup we've seen in the market, we are currently in a zone for a buying opportunity. 

December 2, 2003   

Observations on New Highs and the Cumulative DSI 

  

	
	What happens when large numbers of stocks make 52 week new highs?  


Yesterday we saw about 18% of NYSE listed issues make new 52 week highs.  What has happened in the past when 15% or more of the NYSE issues have made yearly highs?

I examined data going back to March, 1965 and found 72 out of 9637 days where 15+% of stocks made new highs.  Eighty days later, the market was up 4.09% on average, compared with 2.42% for the market's average 80 day gain over that period.  For the overall sample, 5964 occasions were up; 3670 were down; and 3 were unchanged.  For the sample with 15+% of stocks at yearly highs, 53 were up over the next 80 days; 19 were down.  It appears that, after registering a large number of stocks with new highs, the market tends to continue to perform in an above-average manner for the next 80 days.

Interestingly, when we look 120 days out, the effect is even more pronounced.  The overall sample is up by an average 3.70% over 120 days, but the 72 occasions where 15+% of stocks made new highs were up by an average of 6.18%.  For the overall market, 120 day periods tended to be up twice as often as down:  6263 vs. 3374.  For the sample of 72, however, 57 were up and 15 down.  In sum, the outlook for the S&P tends to be positive for up to 6 months following a surge in 52 week new highs.  That is a plus for this market.
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	But it doesn't mean we can't get some correction from here!


Readers of the Trading Psychology Weblog are familiar with the Demand/Supply Index, which is an end of day measure of market momentum.  I have prepared an article on the DSI that provides background and a recently updated chart of the Cumulative DSI.  Notice in the chart that we are broaching the 30 level on the Cumulative DSI, which has accompanied swing tops in the S&P 500 for the past year.  It doesn't mean we can't go higher, but I consider it at least a yellow caution light for the recent uptrend we have enjoyed.  Note also that we hit over 2000 new 20 day highs yesterday across the three major markets (NYSE, NASDAQ, and AMEX) and reached a new peak in 52 week highs on the NYSE (as well as new rally highs on the S&P Advance-Decline Line).  Indeed, the unweighted S&P 500 average hit an all-time high this week!  Taken together, the evidence suggests that we are at or near a momentum peak in the market, that a consolidation of the recent gains can be expected, and that--longer term--the bull market remains relatively healthy.  I will update these figures periodically.   
