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As a reminder, the below chart shows both the old Volatility Risk Trigger (VRT 1.0) as well as the new

Volatility Risk Trigger (VRT 2.0). 

The Volatility Risk Trigger 2.0 has not confirmed the signal produced by the VRT 1.0 last week. The

VIX ticked slightly higher as the market worked through option expiration and now enters the holiday-

shortened trading period this week. The VIX futures curve is extremely flat across the board, a likely

sign of the uneasiness in the market creating a proper discount of front month vol to further out contracts

as we typically see a 'normal/healthy' market. More on this topic on the next page.

Volatility
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Volatility - Sentiment
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I mentioned last week how the Daily Sentiment Index (DSI) for the VIX had fallen to single digits,

touching 10 at one point. Sentiment moved higher last week but on Friday returned back to just 10%

bullish, sending the 2-week average of DSI for volatility below 13% bullish. Below you can see arrows

when sentiment has previously been this low over a 2-week average for the VIX. Note that it's typically

near a low for volatility. It doesn't necessarily need to spike up from here but I believe all those looking for

a material break of 20 on Spot VIX, what on its face doesn't seem like a big ask, may be tougher to

accomplish with sentiment this low for this long. 



Not a huge surprise to see equities weaken last week, albeit just slightly. The S&P 500 closed back

below the September high but remains above the October high around 3530. From here I'm watching

the VWAP (red line) off the October low as well as the VWAP (green line) from the November high. I

think a break above one of these levels will be a good 'tell' for whether buyers or sellers are in control.

Seasonally, the market typically fairs well during the period before and after Thanksgiving as well as

we November-December in general. That alone may keep bulls in control if we are able to recapture

that prior high, but I watch for price to give such confirmation. Especially considering the lofty level

of sentiment and the note from last week with 5 sectors showing over 90% of their stocks already

above the 200-day MA, which has led to lower prices in SPX in the past. 

Equities - S&P 500 Daily
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This is a chart I've shown several times in the last few months as the trend bottomed earlier in the

summer and has been rounding higher. Equal Weight S&P 500 has continued to improve relative to

the cap weight index, a positive sign for smaller capitalized stocks. 

Equities - Equal Weight SPX
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With equal weight equities showing bullish relative strength, FAAMG stocks remain the laggards. Since

the September peak, FAAMG  has weakened relative to the broad market. Being that the FAAMG stocks

make up such a large percentage of the S&P 500, how long they can go without showing strength will be

very interesting to watch. I don't think we can simply see a rotation out of these names and into others

without the indices struggling because of the weighting they carry, well above what historically the top

stocks account for. It'll be dancing on a razors edge to make that rotation work without negatively

impacting the index.

Equities - FAAMG
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Equities - Semiconductors
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Semiconductors have been one of the best charts for 2020. So much so, I've been asked to do a video for

StockCharts.com about the best charts of 2020, and a semiconductors chart will be the one I discuss. The

video should be out in December I believe. 

While equities weakened last week, semiconductors took another step higher in relative performance

(bottom panel of the chart). This is a bullish sign for stocks, as I believe semis are a good leading indicator

of sentiment towards tech and right now tech makes up the largest percentage of the S&P 500. Notice how

semis relative performance went flat at the start of the year, ahead of the March decline. They also

bottomed ahead of the broad market in March as well. Seeing this industry group show a solid up trend and

continue to outperform is a good sign for the up trend in the market and one we don't want to see break

down.



As I wrote about last week, investors poured more money into global equities, one of the largest inflows

into global and domestic funds. 

According to the latest BofAML fund manager survey, optimism towards equities has moves to its highest

level since January 2018. To summarize the high level of sentiment towards risky asets, BofA said this at

the end of the monthly report: "The most bullish Fund Manager Survey (FMS) of 2020 on the back of

vaccine, election, macro; Nov FMS  shows a big drop in cash, 20-year high in GDP expectations, big jump

in equity, small cap & EM exposure; reopening rotation can continue in Q4 but we say "sell the vaccine" in

coming weeks/months as we think we're close to "full bull." 

BofA argues we are in a multi-month process of making a top, I wouldn't go quite that far as I don't believe

the data suggests that level of bearishness, not until we start seeing material decline in market

internals/breadth. At this point I believe we do have a skewed risk/reward profile for equities that needs too

see some digestion/weakness before the next leg up but ultimately price needs to confirm this, which we

started seeing a bit of last week and I'll be watching for any continuation this week. 

 

Equities - Sentiment
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The list of bearish divergences continued to grow last week. The caveat preventing a red arrow on the chart

is the lack of defined divergence for the index it self (like we saw in October). We now have the most

divergences since since June.

Equities - Divergences
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Like the S&P chart, the Nasdaq 100 also continues to see a rising number of bearish divergences. However,

unlike the SPX chart, one bearish divergence has developed for QQQ.

Equities - Divergences
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Sectors
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Last week I wrote about Energy, which continued higher and is now back at its 200-day MA, a level that's

been resistance several times in the last couple of years.

This week I want to take a look at the Real Estate sector, which has see a large rise in bearish divergences

and XLRE has two bearish divergences for itself as well. I think with price still under $38 (the June high)

that sellers make continue to push price lower from here and we could see a test near the low-end of the

recent range near $34.

Sectors - Real Estate
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What a move! I had written in the past that I didn't doubt we'd see a run back to the 2017 high, but not

before some kind of pullback or consolidation to digest the lofty momentum that had built up. Well bitcoin

had other ideas, continuing to rise and now sitting just under that $20k level. Meanwhile, the Momentum

Composite has created a bearish divergence of lower highs during the latest leg higher in bitcoin. Ahead of

prior pullbacks in BTC we've seen such divergences develop. The interest in crypto continues to grow and I

remain long-term bullish towards the space but turn short-term cautious here. 

Bitcoin
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Gold continues to consolidate just under its 2011 high. Sentiment (middle panel) has ticked higher with

37% bullish DSI reading and momentum (bottom panel) is off the low seen in September. Kevin Muir, of

The MacroTourist, shared in a recent note his belief - and I agree - the latest move by the Treasury to end

several emergency credit facilities and request back funds at the Fed to be dollar bearish and gold bullish

due to the likely response by the Fed to amp up their asset buying program and provide liquidity to fill the

gap now created by the Treasury.

Gold
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Daily Sentiment Index
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Source: trade-futures.com



Daily Sentiment Index
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Daily Sentiment Index
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Daily Sentiment Index
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Trend Models
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