Market Trend Analysis

Determining the trend of the market is at least half the battle.  The following is a simple and fairly reliable method to examine the current market trend and arrive at an assessment of the current trend direction, its strength, and the likelihood of a trend continuation or reversal.  This method is based on a model containing the following four components:

· Market price trend, using the Nasdaq composite index compared to its 75-day simple moving average (SMA). 

· Market price momentum, using the net price change of the Nasdaq composite index over any five market days, comparing the closing prices.  Any change of at least 7% is seen as significant.

· Nasdaq / S&P500 ratio, using a ratio of the Nasdaq composite index divided by the S&P500 index, and comparing this ratio to its 120-day SMA.

· Market internals, using the Nasdaq cumulative advance – decline (A-D), cumulative up volume – down volume (AV-DV), and the cumulative new high – new low (NH-NL) daily data, and then comparing each cumulative data series to its 50-day SMA.

This method uses a four-point scoring method.  Each of the components will have an individual score, as shown below:

· Market price trend (+1, 0, -1):  

· Index > 75d SMA = +1 

· Index < 75d SMA = -1

· Index = 75d SMA = 0

· Market price momentum (+1, -1):  

· 5-day change >= 7% = +1 

· 5-day change <= -7% = -1

· Otherwise, retain the prior day’s signal

· Nasdaq / S&P500 ratio (+1, 0, -1):  

· Ratio > 120d SMA = +1

· Ratio < 120d SMA = -1

· Ratio = 120d SMA = 0

· Market internals (+1, 0, -1):  

·  For each of the three data series:

· Above 50d SMA = +1

· Below 50d SMA = -1

· Equal 50d SMA = 0

· Add the scores for the three internals data series together

· Total greater than 0 = +1

· Total less than 0 = -1

· Total equal to 0 = 0

The model’s final signal score will range between +4 and –4.  A score of +2 or higher is interpreted as a buy signal.  A score of –2 or lower is interpreted as a sell signal.  Those who also want to enter trades against the market can interpret scores of –2 and +2 as short and cover signals, respectively.  Once a buy signal (+2 or higher) has been received, it stays in effect until the corresponding sell signal (-2 or lower) has been received.  Likewise, once a short signal (-2 or lower) has been received, it stays in effect until the corresponding signal to cover (+2 or higher) has been received.  

This model could be used as a simple entry and exit signal for investing in the market indices, such as trading the QQQ and SPY SPDRs or investing in an index-based mutual fund or ETF.  In addition, it could be used as a filter when investing in individual stocks.  Used this way, when the model gives its first buy signal, then it would be acceptable to consider buying stocks based on one’s own criteria, and to continue doing so until the model gives a sell signal.  At that time, it would be suitable to consider entering short positions, again based upon one’s own criteria.  Given the intermediate nature of the moving averages used with the various components, this model will sometimes tend to lag price movements by a month or so, causing entries and exits to be somewhat late.  However, since the model gives equal weight to the four components, and since many times the internals data, index ratio, and price momentum signals will occur well in advance of an actual price move, the model’s timing relative to the price move is improved.  

