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Bullish Bearish
Equity sentiment is
extremely high.
Volatility dispersion is
narrowing.
Volatility sentiment
extremely low.
Small Caps are
overbought.
Margin Debt rose to
new high.
Spot-3m VIX spread
widening.

Support for SPX
remains intact.
Trend Model remains
positive for almost all
sectors and indices.
The VRT 2.0 has not
signaled. 
Breadth remains
supportive.
Seasonality is bullish
Market Health Report
remains positive.
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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 continues to sit just below a level to warrant a heightened risk of a spike

in volatility. We had a small pick up in vol but it was quickly sold off and spot VIX finished now the

low-end of its recent range but still holding firm above 20. 

Volatility
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Last week I noted the sentiment toward the VIX had sunk quite low, marking an area that often traces

out a low in spot VIX. Another branch of sentiment for volatility can be found in the VIX futures curve,

specifically the spread between spot VIX and 3-month VIX. Traditionally, during heightened volatility,

spot will trade a large premium to 3-month vol, like we saw at the depths of the March crash when spot

was at a 10pt premium. When this flips and spot trades a steep discount, that suggests the market is

potentially underpricing current volatility compared to 3-months out.  This occurred earlier in the year

due to the election, but right now spot is at a 3.84 discount and I've drawn green lines when the discount

has been at least 3.8 points - something we don't see very often. In the past, this discount is closed fairly

quickly and often by spot moving higher vs. the 3-month contracts falling to 'meet' spot. This is just

another example of excessive bullish sentiment towards risk assets, no longer are traders pricing up

volatility in the front portion of the curve.... why bother when volatility is dead right?

Volatility
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The November low VWAP continues to do a great job holding up the S&P 500. We saw an intraday

move below it last week but buyers stepped right up and kept the close above the volume weighted

average price. 

The S&P 500 has basically gone no where for the last couple of weeks. The range so far for December

is the smallest since July 2019. Is this the digestion of gains we needed to work off some of the froth?

I hope so, it would setup for a nice start to 2021 if that were the case. During this period, momentum

(via the RSI) has remained in a bullish range, not making any lower-lows just yet - a positive sign for

equities.  

Short-term risk/reward is unattractive based on sentiment but long-term, breadth remains supportive

with well-defined up trends displayed in all sectors and major indices. 

Equities - S&P 500 Daily
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Jeff Hirsch at the Stock Trader's Almanac always does a great job discussing the seasonal trends each

year. Next up on the seasonal list is the Santa Rally, which begins December 24th and lasts until the

second trading day of the new year. Hirsch notes the S&P 500 historically gains 1.3% (since '69)

during this period and when a positive gain does not come to fruition, the equity market has shown to

struggle in the following year, as you can see on Jeff's table below. 

Equities - Santa Rally
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Below is a weekly chart of the S&P 500, S&P 400, and S&P 600 indices. The large cap index still has

a minor bearish divergence brought with the latest higher-high in price. While the other two indices

now have pushed their weekly RSI above 70 for the first time since August 2018. "Overbought"

momentum is typically a bullish long-term development, objects in motion typically stay in motion,

i.e. momentum is a good thing. However, it can create a short-term headwind as traders begin to

expect a pullback to digest the overheating of the price action. Small Caps have now broken out, so I'll

be watching if they can hold abov the prior 2018 high or if this turns into a false break. The extended

momentum could bring in some sellers, but as I said, long-term momentum remains bullish for mid

and small caps. 

Equities - Large/Mid/Small
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Speaking of small caps, the other small cap index, Russell 2000 has been screaming higher. In fact, it's now

up over 100% from the March bottom, a 52-week gain in triple digits for just the second time in its history

(it got close in 2010 but didn't quite get to triple digits). Bespoke Investment Group noted that when it last

got to 100% (110% to be exact) in 1983, it was followed by a drop of 15%. The near-100% in 2010 was

also followed by a brief correction as well. The weekly Volatility Adjusted Momentum (VaM) is now at 40

for the first time since January 2018. I've marked prior VaM  at 40 with red arrows.

On the right chart, is the Linear Regression for IWM since the March low, I last used this tool to highlight

the peak (so far) in semiconductors, and once again we have the Russell hitting 2 standard deviations above

the 'best fit line'. We last had a breach of 2 std dev at the end of 2016, which was followed by IWM going

flat until April '17, digesting the prior gains and under-performing large caps in the process. 

I continue to believe the risk/reward for the Russell 2000 is not attractive at this time.

Equities - Russell 2000
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Margin Debt hit a new high in November (the latest reported data) of $722 billion, exceeding the prior

peak set in May 2018 of $668.9 billion. The chart below is from Hedgopia and divides margin debt by

personal income. Evaluating margin debt, which by itself can continue to rise indefinitely, many bears have

been slaughtered trying to use raw margin debt data to call tops. Looking at debt as a % of income (green

line on chart below) puts it in better context in my opinion. This value last peaked in January '18 at 4.33%,

just above our current level of 4.18%. 

As margin debt speaks to sentiment, as investors take on debt to buy more risk assets, the WSJ has an

article out on the 'average investor' becoming a near-overnight millionaire thanks to stocks like Tesla,

Bruce Burnworth used to clip coupons and look for deals before his investment in Tesla Inc.  made him a

millionaire. [...] 'Before, I wasn’t doing particularly well financially, Now, I’m well beyond where I wanted

to be for retirement,” said Mr. Burnworth, who added that he also sold his own home and used some of the

proceeds to buy more Tesla options.'" 

These types of stories aren't the ones you see at market bottoms. I'm not suggesting the WSJ article is

calling a top but just, once again, highlighting the excessive sentiment in equities right now. from coupon

clipping to Tesla millionaire rings a "investing is so easy!" type tone that so often brings with it a quick

'rest' of equity prices. Not necessary a disaster or crash but the market is prone to teach lessons and we

seem to be overdone for such coursework today. 

Equities - Margin Debt
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https://www.wsj.com/articles/investors-double-down-on-stocks-pushing-margin-debt-to-record-11609077600


I've mentioned in prior letters that I think 2021 could be a very interesting a potentially bullish year for

cannabis. For new subscribers I thought this needed to be repeated, this time with the below table from

New Cannabis Ventures (NCV). The table shows the nine largest multi-state operators (MSOs) and their

2021 growth projections. 

From NCV's report, "In addition to the newly legal for adult-use markets of Arizona and New Jersey

rolling out this year, Virginia's medical program has just launched. Many of the fastest-growing markets,

like Illinois and Pennsylvania, remain undersupplied. The 9 largest MSOs by market cap are expected to

see substantial growth in revenue and adjusted EBITDA in the year ahead."

Many cannabis stocks have had a strong Q4 performance, so some pullback could be warranted, but I think

long-term there's a lot of potential in this space that continues to strong strong and will even more so as

banking options become more available and states continue to recognize the tax benefit of legalization. 

Equity - Cannabis
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https://www.newcannabisventures.com/


Market Health Report

wwww.ThrasherAnalytics.com                   - Not For Redistribution-



I've written in the last couple of letters the possible bullish setup for gold and the bearish setups in copper.

Those have continued to play out and with them, the ratio of copper vs. gold has stalled. I often look at this

ratio as one barometer for Treasury yield trend, noting divergences along with the Russell 2000 vs.

Utilities. When these two ratios are rising, we often see yield advance as well. As copper vs. gold falters at

the late-2019 level and the extremely stretched Russell 2000, a reversal in these two key ratios may begin

to suggest a lower 10yr Treasury yield (and with it rising price). IWM has yet to show signs of weakening

against XLU but I wouldn't be surprised if this transpired based on my prior writing on the small cap index. 

Fixed Income - Treasury Yield
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Sectors - Performance
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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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Daily Sentiment Index
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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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Trend Models
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Trend Models
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