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Is this just a bear market rally (uptrend in a longer-term downtrend) or is the downtrend that started
last October over and this is the start of a new uptrend? Nostradamus we are not - and to be clear we
do not know where the stock market is headed - but we do have indicators we watch to help us
determine if the market internals are positive or negative and hence a potential direction.

First and foremost, where is the volume? Volume is the number of shares traded each day on the
NYSE. On the chart below we see the S&P500 recently broke the long-term downtrend line - this is
bullish. The issue is the low and declining volume throughout the entire rally.
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As I often write in my client updates, volume is a critical weapon of the bulls. Volume represents
demand. Usually, the market does not go up without it as it is essential to sustained rallies.

The green uptrend line on the chart represents a 12% gain for the S&P500 index. Looking back to 1930,
there have been 26 bear market rallies ranging from 5-30%...with the average gain of 13%. They lasted
7 to 104 days and averaged 47 days in length. This rally has lasted 70 days. Only three of the 26 rallies
were longer than the current one.

In addition to volume showing this may only be a bear market rally - and not the start of a new
uptrend - the New Highs-New Lows index for the NYSE and NASDAQ are in downtrends. Meaning
overall more stocks are struggling than doing well. NH-NL is a measure of the number of stocks
making a 52 week high minus the stocks making a 52 week low on the indexes each day.

We would like to see more stocks making new highs each day confirming leading stocks are doing
well and leading the market rally. Leading stocks are an excellent indicator of market health. Like
generals in the army. When things are going well in battle, the generals are leading the charge up the
hill. When things are not going too well, the generals have all run for cover and are nowhere to be
found! Not a good sign if you are a soldier...or investor.
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