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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 (VRT 2.0).

The Volatility Risk Trigger 2.0 has not confirmed the signals produced by the VRT 1.0 in the last three
weeks. Volatility continues to compress but has not reached the level to warrant a serious increase in risk
of a vol spike. Not only is dispersion compressing for the VIX but the other vol indices for the other
major indices as well are seeing compression, the chart of this is on the next page.
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VOLATILITY

As I mentioned on the prior page, volatility dispersion for the VIX (based on S&P options) and the
Volatility Index for the Dow, Russell 2000, and Nasdaq 100 are also declining. Of the major indices, just
the Russell 2000 is seeing its Volatility index reach a substantively low level.
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EQUITIES - S&P 500 DAILY

We finished last week with broad market strength -new highs were put in for Nasdaq 100, S&P 100,
S&P 600, S&P 400, S&P 500 and the Dow Jones Industrial Average, and Dow Jones Transportation
Average. Interestingly, most of the above mentioned indices have a 14-day RSI that’s still below 70,
except for S&P 400 which has a RSI of exactly 70 and S&P 600 with an RSI of 70.7. All the major
indices have momentum indicators that are trending higher and I'd assume if we see further strength
this week we’ll see their RSI readings breach the 70 level, a short-term bearish sign but a long-term
positive condition. The fact that so many indices hit a high all at once is fairly unique and I'll share
that chart on the next page.
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EQUITIES - NEW HIGHS

It's not unique to see the indices be highly correlated, rising and falling together. What is unique is to
not have some leaders and laggards among the group of U.S. indices. Typically, we'll have large caps
leading or small caps breaking out first, maybe Industrials are rising ahead of Transports or its the
Nasdaq composites that are lagging. In a typical market environment theirs a degree of rotation that
shows up among the indices.

However, right now they are all shifting in high gear and on Friday just about everyone hit a new 52-
week high: S&P 500, S&P 400, S&P 600, Nasdaq 100, Nasdaq Composite, Dow Jones Industrial, and
Dow Jones Transport. It's not just small caps, or tech-heavy Nasdaq, it's not a focus on industrials or
mega caps. It's everything. And that speaks volumes to the sentiment flowing through the veins of the
financial system right now.

We last saw an "everything to a new high" in January and before that, January '18. You can see the
other occurrences on the chart below. While new highs are bullish, it appears when EVERYTHING is
hitting a new high it brings about some short-term weakness of varying degree.
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EQUITIES - NEW HIGHS

One method for looking for a breadth thrust is a day when 30+% of stocks hit a 65-day high (roughly 3
months). These days signify strong market internals and first occurred after the March crash in June and
didn't happen again until September. As you can see on the chart below, having 30+% of stocks hit a 3-
month high doesn't happen often, making it unique when it does occur. What's even less common is seeing
clusters of these days like we are experiencing right now. In fact, there's been 5 such days in the last month,
the most since January 2018. Before '18 it happened in 2013 and after the end of the bear market in 2003.
This clustering suggests extremely aggressive buying activity as traders put pressure on individual stocks to
continuing hit new highs.

I show this as another argument towards excessive bullish sentiment as shown by the internal price action

of individual stocks.
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EQUITIES - DISTANCE FROM MA

I share this chart last week when we were up 15.4% above the 200-day MA and at a new high on the S&P
500. There were a couple other occurrences of this in the last ten years but now we've moved to an even
smaller sample size as we eclipse 17% above the long-term moving average. We'll have to go back to the
late 90s to find the next occurrences of being at a new high and this far above the 200-MA.

In April 1999, equities didn’t drop like a rock as many are hoping to see happen today. Instead we saw the
indices chop around for several months. Before that, in June 1997, the S&P continued higher another 8%
before consolidating for about six months. Before that, we have March and August 1987, a 7.5%
drawdown and of course the “black Monday” crash of 30% in August.
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EQUITIES - FAAMG

The FAAMG group (FB, AMZN, AAPL, & GOOGL) continuing to lag the broad market. This was the
group that were market leaders out of the March low and their impressive performance lead to a massive
takeover in market share of the SPX index. Now, we've seen a rotation to smaller capitalized stocks,
sending the index to a new high while an equally-weighted FAAMG still remains below its own September
peak. I've argued that it would be tough to see a material trend higher without the participation of FAAMG
stocks. It's not that we require their leadership, just their participation in the up trend and right now we still
can't get a new one-month high must less a new 52-week high from these tech heavy weights.
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EQUITIES - SEMICONDUCTORS

Semiconductors have been a leader of this market for several years. Where semis go, the market often
follows. I've argued since 2013 that semis were the "new" copper as a barometer for equities and that's
continued to be true this year as well. In fact, semiconductors have now gone near-vertical, and that's
becoming a bit of a concern.

The chart below is a weekly chart of the Philadelphia Semiconductor Index. On the left I'm showing with
green arrows when the weekly price of semiconductors is more than 2.5 standard deviations above the 50-
week moving average, this has happened since Nov. '17 and we're just spitting distance from it happening
today.

The bottom panel shows the 1-year slope of the semiconductor Index, which has now risen to its highest
level since the peak in 2000. On the right, is a linear regression line from the March 2020 low through
today, currently semis are more than 2 standard deviations above the "best fit" line, which is often viewed
as excessively 'overbought' due to price running too hot and rarely is a market or asset able to sustain that
level of appreciation.

The up trend in semiconductors is to be respected but I think it's gotten too far ahead of itself and if it
begins to respond by moving lower, it's likely we see tech stocks and the broad market to follow.
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EQUITIES - BREADTH

Lets look at a bullish chart for a second, taking a break from the bearish ones I've shown on the prior
pages....

The percentage of stocks in defined up trends based on their ADX indicator remains high and has not
created a bearish divergence that's lead to several prior down trends in the equity index like in February and
September of this year. The more stocks that are in up trends the more bullish support the market has, and
right now breadth appears strong based on this measure. There's many charts like this one, which is why I
believe the larger risk to the market isn't one from deteriorating support of individual stocks but one of too
hot sentiment. This is a good thing, as bearish breadth has larger implications for a more protracted move
lower than ones caused by sentiment. So if we do see a move lower, the support provided by good internals
should suggest a muted bearish reaction compared to ones lead by weak internals.
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EQUITIES - INTERNATIONAL

While the broad international markets have continued to hold their recent breakouts, one specific country
that has recently caught my eye is Canada. The Canadian ETF (EWC) has recently broken out of a multi-
year high, going back to 2014. You can see the short-term breakout on the daily chart on the left and the
weekly chart on the right. If this break to a new high can hold, then I think that's very encouraging from
Canadian equities. This is likely due to the recent strength in the energy market, which is a big benefactor
in Canada. On the daily chart, momentum is a little elevated right now but is less of a concern on the
weekly chart. So it's possible we could see a re-test of $30.80 as momentum calms down and then a
continuation of the breakout. This re-test is not required, simply a possibility, but I think EWC looks
interesting and not a market I see many traders discussing lately with such a heavy focus on emerging
markets and U.S. small caps taking the spot light lately.
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EQUITIES - INTERNATIONAL

Going from our northern neighbor down to our southern neighbor, Mexico also has my attention right now.
Specifically the declining Daily Sentiment Index for the Mexican Peso. While the Peso has been rising,
we're now getting lower highs in the % Bullish which is negative sign for this positive trend in the
currency. With that, it also is a bearish sign for Mexican equities as they typically trend higher when the
peso is doing well. So if sentiment is proven correct and the Peso depreciates, then Mexican equities would
likely follow suit as well.
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EQUITIES - HEALTH REPORT

I'm really excited about this next chart and it comes from speaking with several of you and the results from
the survey I sent out about two months ago. One common topics I heard back was the request to bring all
the models and data I show together into a single conclusion. I had been hesitant against this as it can often
lead to either too jumpy of conclusions (i.e. heavy focus on short-term) or be washed out leaving no
significant result. However, I've spent a great deal of time (with apologizes to my wife!) working on this
and will be rolling out a Master Model I'll be calling the Market Health Report (MHR).

I'll be doing a much longer write up on the MHR, including a deep dive into what's being measured and
how it can be used. For now, I am giving a small glimpse into the individual components that will make up
the model. The range from the Breadth Composite model, Divergences, proprietary Momentum Indicator,
sentiment, trend, and volatility. All of this will be boiled down to a single market tool. There will no longer
be any question about what the data is saying, and most importantly, it's entirely systematic, so no personal
bias will be involved. More on this soon!
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SECTORS

SPDR Energy Select Sector Fund ETF

SPDR Health Care Select Sector Fund ETF

SPDR Technology Select Sector Fund ETF

SPDR Communication Services Select Sector ETF
SPDR Financial Select Sector Fund ETF

SPDR Real Estate Select Sector Fund ETF

SPDR Consumer Staples Select Sector Fund ETF
SPDR Industrial Select Sector Fund ETF

SPDR Materials Select Sector Fund ETF

SPDR Consumer Discretionary Select Sector Fund ETF
SPDR Utilities Select Sector Fund ETF
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COMMODITY - CORN

Corn has had a strong run lately and is now approaching the high-end of its multi-month range just below
$450. Back in August, Commercial Traders built a net-long position in corn futures just as price was
testing the prior low. That low held and the price of corn has rallied. Now, Commercial Traders are holding
a large net-short position. It's the largest net-short they've taken on since 201 1before corn futures dropped
nearly 30%. It's possible the trend in corn may soon turn lower.
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DAILY SENTIMENT INDEX
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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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