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VOLATILITY

As a reminder, the below chart shows both the old Volatility Risk Trigger (VRT 1.0) as well as the new
Volatility Risk Trigger (2.0). Spot VIX continued higher last week, rising as equities sold off. Last week
I shared the compression in the Nasdaq 100 VIX (VXN) which did an excellent job noting the
heightened risk of a spike higher in volatility. Traders continued to pile into VIX puts, which is why I
believe we saw a strong move higher in Volatility of the VIX (VVIX) sending it to 150, the highest level
since an intraday move to 170 in June.
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VOLATILITY

Has volatility peaked? This is a question many are asking with the VIX going from near 25 to finish he
week at 38. Many will apply mean-reverting indicators to the VIX, several with success but when they are
wrong, they are really really wrong. An over-extend VIX can always (like other pieces of data) become
even more ‘over-extended’ this is why I focus on the VIX curve when evaluating when vol may have
peaked out. Specifically, I look at spot VIX relative to 3-month vol and when it trades at a 2-point premium
and then falls back to a discount. This will not capture the very peak in spot volatility but that’s not my
objective either. As the green horizontal lines on the chart below shows, when we see a 2-point premium
bleed off, the preceding move in volatility is often over.

Because volatility often leads equities, a better grasp of when the volatility spike has finished can occur
ahead of a final low in equity prices. We aren’t there yet, there’s still 1.75-point premium in spot vol over
3-month, so traders are still demanding a premium in front month contracts, so we can’t assume the run in
volatility has ended just yet. Maybe this week we’ll get that ‘all clear’ sign, I’ll address this again if so in
the next letter.
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EQUITIES - S&P 500 DAILY

The S&P 500 cut right through the potential levels of interest I wrote about last week, we saw two
days of consolidation (Monday and Tuesday) and then Wednesday big gap down made them vanish.
We finished Friday just under the 100-day moving average (purple line) and intraday saw a kiss of
the June high which also was near the September low. I’ll address why this level is likely important in
the next page. The September low has a lot of eyes on it, bulls want to see it hold and price to bounce
higher while bears want to see a test of the 200-day moving average (red line).

I’'m not holding any wishes too tightly as we’ve got a jam-packed week. Of course we have the
election as well as FOMC, ISM data, and October labor market data. The minutes from the September
FOMC meeting showed many Fed officials were banking on congressional stimulus to help propel the
economy and pick up where the Fed left off. Bill Dudley (former Fed official) recently penned an Op
Ed arguing the Fed has done all it can. Not in the sense of being “out of bullets” as they have an
unlimited arsenal, but that it's become less potent as it once was. Anyone guessing how the markets
will respond to the election can be well served remembering the equity whipsaw that followed the
2016 election, with futures being all over the place that night. Instead, patience can be an important
tool and allow price to find its proverbial footing after Wednesday.
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EQUITIES - SEASONALITY

Jeffrey Hirsch of The Stock Trader's Almanac shared this chart of election year seasonality. The
implication was to suggest the market is currently suggesting a Biden victory as 2020 has been
trending lower since September like past seasonal trends that led to an incumbent defeat. The bigger
takeaway, at least for the market, is the fact the seasonal pattern trends higher into year-end. This is a
positive sign that if we continue to follow this historical roadmap, we may see equities recover post-
election and move higher in the final two months of the year. Of course, there's plenty of hills for
equities to climb between now and then but at least it has a seasonal tailwind.
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EQUITIES - SENTIMENT

Sentiment for equities fell to 23% bullish based on the Daily Sentiment Index. Readings under 25% are
traditionally 'oversold'. The green arrows on the chart below show prior times the S&P 500 sentiment has
fallen under 25%, sometimes it marked a low but many times not. For price to go higher we need buyers to
step back in (duh right?) which would cause sentiment to rise. So I've added a criteria with the blue vertical
lines that sentiment needs to rise back above 40% bullish to suggest bulls have come out of hiding. This is
far from perfect but gives us a framework to operate in. For instance in late '18 we had two bounces above
40% before the final low whereas the March 20 crash and the Jan/Feb 20 correction both didn't move back
above 40% until selling dissipated. So while sentiment is low right now, I'd like to see it strength a bid to
get confidence selling is close to being over.
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EQUITIES - RISK APPETITE

Similar to the above mentioned sentiment chart, my proprietary Risk Appetite Index has fallen to an
'oversold' level as well after last week's decline. Also like the sentiment chart, I'd like to see risk appetite
improve to get confidence sellers have finished their work. The green lines on the chart show when the
Risk Appetite Index goes from under 2 back above 2. Improvement in risk appetite would suggest bulls
may have begun regaining control of the trend, this won't catch the absolute low but will provide - ideally -
a more attractive area to get interested in risky assets again.
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EQUITIES - CONSUMER RATIO

The ratio between Consumer Discretionary and Consumer Staples had held up well at the first part of the
sell-off in equities. But Friday's takedown of Amazon -5.4% didn't do any favors for XLY. The ratio has
now fallen below its prior high and is testing the 50-day moving average, an area that's held as support (to
use the term loosely) in the past. Bulls want to see XLY re-establish its dominance over XLP, which would

be a positive sign for risk assets and equities as a whole.
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EQUITIES - BREADTH COMPOSITE TX

To better quantify the level of participation of individual equities in the trend of the broad market, (which
is what breadth data attempts to accomplish), I've built a composite model of several breadth indicators,
evaluating them based on their standing relative to their historical percentile. When SPX is hitting new 6-
month highs but the composite is not, that suggests a divergence in many of the breadth indicators, a bad
sign of equity trend participation. Likewise, when breadth is improving from a very low level, it's a bullish
sign that individual stocks are advancing.

Right now the Breadth Composite has fallen to the low-end of its range, I want to see it rise back above .20
to show a strong starting level of rising participation. We last saw this take place a few days after the
September low. We aren't there yet, but I'll update this chart as it develops.
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EQUITIES - DIVERGENCES

Two weeks ago I highlighted 64% of equities had a bearish momentum divergence, that marked the peak in
the current trend ahead of the 8.7% drawdown in SPX and 11% in NDY. Since then, bullish divergences
have begun to accumulate with 31% of the S&P 100 with a bullish momentum divergence, matching what
took place at the Sept. low but we've yet to see one develop on the SPX price chart as well.
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EQUITIES - DIVERGENCES

Like the S&P chart, the Nasdaq 100 also saw a large build up in divergences but as of Friday, only 19%
have a bullish divergence.
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EQUITIES - DIVERGENCES

The average S&P 500 sector has 31% of its stocks with a bullish and 34% with a bearish divergence.
There's not a clear enough sign here yet to suggest which 'side' will take over so until then, I'm not putting
too much weight on these current figures just yet.
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EQUITIES - INTERNATIONAL

Emerging Markets have been improving in relative performance but on an absolute basis, things have
weakened. Below is the Emerging Market ETF (EEM), which recently double topped just above $46 and
finished Friday right at its 50-day EMA. While it was unable to breakout, it has been creating a new up
trend in relative performance against the S&P 500. If the current sell-off is short-lived then it's possible we
see EEM as a leader in the next up trend, something we'll want to watch for in the coming weeks.
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SECTORS

SPDR Utilities Select Sector Fund ETF

SPDR Real Estate Select Sector Fund ETF

SPDR Materials Select Sector Fund ETF

SPDR Communication Services Select Sector ETF
SPDR Consumer Staples Select Sector Fund ETF
SPDR Energy Select Sector Fund ETF

SPDR Financial Select Sector Fund ETF

SPDR Health Care Select Sector Fund ETF

SPDR Technology Select Sector Fund ETF

SPDR Industrial Select Sector Fund ETF

SPDR Consumer Discretionary Select Sector Fund ETF
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SECTORS - CONSUMER DISC.

As I mentioned in when discussing the Consumer Ratio, XLY took a hit on Friday with the drop in

Amazon after it reporting earnings (even though they were impressive, The Street apparently wanted
more). Even though XLY is nearing its Sept. low, we still have 80% of the stocks above the 200-day MA
and short-term breadth of % above 20-MA at the prior lows that preceded a bounce in price. The

Momentum Composite has also fallen to an 'oversold' level that could lead to a mean-reversion bounce.
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SECTORS - MATERIALS

The Materials Sector (XLB) has fallen back to its breakout point of the December '19 high and prior
September low. A test and hold of this level would be a bullish sign for XLB, which is support by 89% of
its stocks holding firm above their 200-day MA. Meanwhile, like XLY, the Momentum Composite
Indicator is 'oversold' which could lead to a mean-reversion bounce.
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COMMODITIES - OIL

It shouldn't be too much of a surprise that oil has continued to fall, it's a chart I've discussed numerous
times after it's inability to hold above the March gap down level. Oil has continued to consolidate under
$40 and above $35. Sentiment has dropped to just 14% bullish, which is well under the 25% level that
traditionally marks 'oversold' sentiment.

However, as I've shown in the chart we commonly have seen DSI get near 10% and then setup a bullish
divergence with price. This happened in March and at the end of 2018 as well as a few other times since
2014. This suggest we could see oil continue to drop, allowing the opportunity for sentiment to begin to
improve ahead of the final low.
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FIXED INCOME - COT

With the rise in Treasury yield's, Small Traders (Public Index) have begun to abandon their bullish bond
bets. After sitting around a 90th Ytile, the Public Index dropped to 67th %tile with Commercial Traders
still holding firm to their bearish bond position.
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FIXED INCOME - YIELD BREAKOUT TX

Long-term bonds didn’t provide much relief for diversified investors, with TLT down (although

marginally) on the week as equities slid 6%. In fact while stocks have been negative the last two weeks so

have bonds, making it hard for investors seeking risk protection in gov’t fixed income. 10yr and Syr Yield

has held their breakouts and we're close to seeing 30yr Yield move above 1.7%
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BITCOIN

Bitcoin saw a major breakout over $13,000 leaving the next price target of bulls at $18,000. With the
strong move in BTC, the Momentum Composite and RSI have moved 'overbought' which could pose a
headwind for further upside. I'd first point out that prior drops in bitcoin were led by bearish divergences in
the Momentum Composite, so we could see a little more juice squeezed if it sets up for another divergence.
On the downside I'm watching the 100-day moving average which was good support on prior dips. I think
the longer-term prospects for the price action in BTC are there, but short-term it may need to digest these
gains.
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DAILY SENTIMENT INDEX
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No reproduction, transmission, or distribution permitted without consent of Thrasher Analytics LLC
("Thrasher Analytics"). The material contained herein is the sole opinion of Thrasher Analytics. This
research has been prepared using information sourced believed to be reliable. Such information has not
been independently verified and no guarantee, representation or warranty, express or implied, is made
as to its accuracy completeness or correctness. It is intended for the sole use by the receipt to whom it
has been delivered to by Thrasher Analytics. The delivery of this report to any person shall not be
deemed a recommendation by Thrasher Analytics to effect any transaction in any securities discussed
herein. For more information please refer to our Terms & Service page of our website:
http://thrasheranalytics.com/terms-of-service-agreement.
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