MSA Methodology

Momentum Structural Analysis’ own methods have been at the core of MSA
research since its founding in 1992,

While most market technicians primarily reference price chart technicals in their
analysis, our emphasis is on the momentum of price and the trend structures
that action creates. Much like price chartists who look for trend lines, overhead
ceilings or floor structures on price charts, we apply similar methods to the
momentum of price, among other factors that we measure regarding
momentum.

MSA does not disregard price but treats it as a secondary factor in our analysis.
Our research and work has long ago taught us that too many times price chart
breakouts prove to be invalid, false, deceptive. Price after all is what everyone
watches and trusts. As the famous market analyst Joe Granville once said, “If it's
obvious, it's obviously wrong.”

Of course a clear price chart breakout/trend change is not always wrong, but too
many such events end up being wrong and unsustainable. And it is almost always
the case that when price action does actually produce a genuine trend change,
momentum action will have already done so—well ahead of price. Momentum
usually leads, price follows.

Some of working concepts follow.

Major evolution in technical research since 1992
Momentum Structural Analysis, LLC.  michaeloliver@olivermsa.com

For MSA's history and an introduction to its methods visit: www.olivermsa.com



http://www.olivermsa.com/

Structure!
350

S&P500 monthly (1980-1987) I'IJ: Here is an archival example of price
300 ri.H.i' P versus momentum of price. An event
250 2 o . that occurrepl prior to MSA’s founding.
o H'H L But experienced and captured by
200 - irrr Michael Oliver, MSA's chief analyst and
b o Wl founder.
150 . HT ) When one examines the monthly price
100 o L™~ 3-qtr. avg. chart ascent of the S&P500 during the
years from 1982 to 1987, it was an
Vs e s s s a8 8383339838988 g5 5 upwardcurvingarc. One could not
2222222222222 eavenplotatrend line that connected
825 8 05805 0880538385885%8%5%
3893333833393 3883833gd33g threesequentiallows. Justa
30% subjectively plotted arc.
0% Ly |,|'| r|- [ l |, The momentum chart below is
| =||||| l_ ..|-|.|.|-I|I1 |_|4|_ constructed as follows. Firsts, the

10%

average that is overlaid on the price
chart is a 3-quarter moving avg. To
calculate that number we take the high/
low and close of one quarter and

, average that number with the 1-qgtr. avg.
| data from two prior quarters and arrive

0%

-10%

-20%

quarterly momentum:

30% monthly ranges vs. 3-qtr. avg. ata 3-qtr. moving avg. On the

T 8828333838 3823338888¢8 855 momentum chart wethenplot the
S¥c35-c55%c2385588588¢53 835 pricebars, inthiscase monthly, in
S8S 38538 38F285358%38% 38 termsoftheir percentage above or

below that average (which is the zero
line), adjusting the average with each new quarter. Momentum readings can also be plotted in terms of
number of arithmetic points above or below the average.

In early October 1987 momentum broke massive and clear multi-point structures on the momentum
chart—a multi-year wide horizontal structure and an uptrend that traced back through multiple lows of
the prior six years (not just two lows). Coincident breakage of both structures occurred in the week
prior to the actual crash. Price was ringing no such alarm bells. Why? It had no clear structure.

An advantage of constructing and monitoring the momentum action is witnessing the very clear
structures being developed below market action or above it. In this case below. Usually once clear
momentum structures are created by a market’s action over time, those structures have implicit
intent—to later be used as triggering structures the other way —once broken. A warning in other
words, that the situation is to be watched and expected. Not necessarily with consequences like in
October 1987, but trend change consequences that will in turn impact price and likely have importance
on some time-scale. The general underlying rule of MSA is that if a market or stock’s trend is going to
break, then there must be “something clear to break.” That is almost always the case, and usually its via
momentum first and perhaps later via price —and sometimes solely evident on momentum.

MSA monitors many key markets via momentum action. Various momentum metrics are used, as we
will explain. Sometimes our focus will be on long-term momentum trend factors such as annual
momentum or this quarterly momentum time-scale. And other times we will reference intermediate
and/or shorter-term trend factors. It's important to always be aware of the time-scale context of any
such analysis. If it's a shorter term time-scale then it is best not to make a big deal out of it. Ifit's larger,
then pay more attention as it's implications will likely be more significant.



Shorter-term trend metrics
Daily action measured against such yardsticks as 3-day or 10-day average.

Weekly action measured against 3-wk. avg..

Intermediate trend metrics

Measuring daily price action in relation to (oscillated against) such yardsticks as 50-day avg., 65-day avg.
(which is similar to a 3-mo. avg.)

Weekly price action measured against 10-wk. avg.

Monthly price bars measured against 3-mo. avg.

Longer-term metrics
Weekly action measured against 40-wk. or 50-wk. avg.
Daily action measured against 200-day avg.
Monthly action measured against 3-qgtr. avg.

Monthly action measured against 36-mo. avg. (or 3-yr. avg.)

For example, over the span of let’s say a decade of a positive long-term momentum
trending market, there are likely to be several waves of upside, and within those
long-term positive swings the intermediate action is likely to swing far more, often
counter to the ongoing annual momentum trend. And within the intermediate swings,
the short-term action will produce multiple counter-trend moves. It is important
to differentiate between those moves. Obviously an investor is highly unlikely to
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Then came the rally that closed back
over the 200-day avg. in October. That
was followed by teasing but credible
weaves above and below the 200-day avg. Noise and confusion. Finally another sharp drop in late
2015, but after many false prior downside weaves. Price rose above it again in mid-March 2016 and that
was a recovery that actually sustained.
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Meanwhile, what did momentum say when measured against the 200-day avg.? After a lengthy
sideways pattern from late 2014 to summer 2015, momentum action broke a clear floor. And that floor
was not at the zero line, meaning the point of breakage had nothing to do with dropping below the 200-
day avg. itself. That horizontal structure was around 25 points above the 200-day avg. Rallies that
occurred after that point of breakage maintained themselves below a clear downtrend structure on
momentum. That gradual downtrend line (a developed line of overhead resistance) traced back across
numerous oscillator highs beginning in late 2014. It functioned well as resistance. Finally the month
after the red horizontal had been broken, major downside occurred in August 2015. That was followed
by the action moving back above the zero line in October (price moving back over the 200-day avg.), but
for momentum that was not structurally important. What was important for it was the downtrend
line that began back in late 2014, and continued to be a trend-defining factor. The false upside
crossover of the 200-day avg. (zero line) in October and November, 2015 might have fooled price chart
watchers who bought and sold crossovers of the 200-day average, but that rally was merely up to
momentum resistance. And that resistance worked. The rally failed at that resistance. Another major
decline followed (after multiple meaningless weavings of the 200-day avg. in late 2015). It was not until
March 2016 that momentum finally broke the then very clear and very developed downtrend structure.
And what followed for the S&P 500 was sustained upside. Not noise.

For the 200-day momentum oscillator there were only two signals during 2015/2016, not umpteen
crossovers of an arbitrary moving average. Less noise, more clarity. And validity.
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Recognize what time-scale
you are living in (1)

If you are an investor looking for
gains over the next several years
then you need to focus most on long-
term trend technicals. As we said
earlier, within any given long-term
trend there are always lesser trends
and even tiny trends. And often
those swings are counter to the
primary trend. Those counter trend
moves too often excite and confuse
investors as to the primary trend.

In early 2022, MSA declared a long-
term investment grade top. A place
for long-term investors who had
been holding stocks for years, to
consider seriously “checking out.”
And perhaps being short.

Our long-term momentum metrics
shifted to negative between January
and February of that year for the
S&P 500 and for NASDAQ 100.

Including annual momentum (that's when we oscillate monthly price versus a 3-yr. avg. or a 36-
mo. avg.). That trend broke as did, for example, this somewhat lesser long-term metric. Here
we measure price (in this weekly bar format) in relation to the 40-wk. moving avg. 40-wk. avg.
is similar in duration to a 3-qtr. moving avg. or a 200-day avg.

A clear floor on the momentum chart was finally broken in January 2022 (red horizontal, circle).
The structure that broke was defined by multiple horizontal lows tracing back to summer of
2020. No rocket science needed to define that structure. It broke just below 4% over the zero
line/over the 40-wk. avg. What followed was a layered collapse to the June low.

A serious but transient counter trend rally followed that low. Next page.



4700 Recognize what time-scale
4600 you are living in (2)

4500 I,_U,_rl' erLrﬁ' , S&P500 daily

saoo T BLPL After the June 2022 low there was

izgz o lﬂuﬂ _er*l- enough eviden.ce on Iesger time-

I - <[ n P scales such as intermediate to short-

00— ST/ ] Fr % term momentum to indicate a rally

3900 | ol i ﬁ\ﬂ,;dh—/’_/r coming, possibly of substance. But

3800 L ,ﬂ"’ LL%r still it was to be a “counter-trend”

:Zg‘; 00y ave. om0 10w avay | rally, not some major trend change
1eggysgeasydgaayyyeggyy aswearguedatthattime
5835855858388 8Rc28252¢8 Price continued todropin irregular

400 slabs until its June low, but this

300 § 1% intermediate trend momentum chart

00 5 Mg Jﬂﬁl ““IJ- (measuring price in relation to the 50-

100 éLr' HF . n day avg.) developed a flat, massive

_102 ””” LLFE’FL%,——.———————:.—..———————,F—aggrfl:' 777777777 and clear overhead structure. Three

o0 il s Y O, "¢ prominent oscillator highs tracing

300 ol L O Y Y L % back to May defined that red

-400 I'Hurn rflrr LT horizontal. No such aged structure

500 going back to May was on the price

-600 daily ranges vs. 50-day avg.

chart. Breaking out above that
SR Sssfgsgegifsggrssg gt g g momentumstructure should signal a
\\\\\\\\\\\\\\\\\\\\\\\ decent though intermediate trend
rally. That was signaled in mid-July,
first circle. And that breakout occurred prior to price getting up to the popular 50-day avg. It
was not some simple price chart “crossover” game.

2022
2022
2022
2022
2022
2022
2022
2022
2022
2022
2022
2022
2022
2022
2022
2022
2022
2022
2022
2022
2022
2022
2022

03
03
04
04
04
04
05
06
06
06
06
07
o7
08
08
08
08

05,
05,
05,
05,
07,
07,

By mid-August enough metrics, including this 50-day oscillator were saying it's over (multi-point
uptrend plotted through multiple low closing readings was broken below). And it was over.
That signal occurred well above the 50-day avg. The market then dropped efficiently to yet
another new low in October, below the June price low. But still, it was a clear and worthy
“intermediate” trend swing move back in July/August. But also clearly counter to the longer-
term metrics that remained negative.

In this case the counter-trend rally (from our entry to our exit number) constituted a 9.3% rally.
But as impressive as the market no doubt felt to many in mid-August 2022, the S&P 500 was
still in a negative longer-term momentum trend context. Nice rally or not.

Lesson is that the time scale of one’s trend assessment must be kept in mind. If it comes from
a trend turn based on long-term momentum, then likely that trend will persist for many
months, if not years. If it is based exclusively on intermediate or short-term dynamics, then
enjoy but don't get married to it.

Caveat: Itis sometimes the case that a major market does not have a definable or clear long
-term technical trend. Many markets can labor in broad ranges for years. And usually during
such times the long-term momentum trend factors also remain confused and “trendless.” In
which case referencing intermediate trend technicals is the best option in those situations.



