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Intermediate-term
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buying VIX futures.
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Brief Summary:

Risk towards equities is elevated as sentiment continues to show excessive optimism. However, my

models remain supportive and based on the Market Health Report and Volatility Risk Trigger. I'm also

not seeing signs of a parabolic top like we experienced in early '18. The recent weakness in large cap

breadth has been made up by strength in small/mid caps. A continuation in small cap strength would be

bullish. I remain positive on stocks but still cautious in each step higher.

This week we'll year from Powell and inflation will likely be a big focus as well as his continue to push

for more fiscal support from Congress. 1.5% on the 10yr is often referenced as a key level for the Fed,

we finished last week at 1.345%.



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). 

It seems all the fanfare of spot VIX breaking a few basis points below 20 was for not, as we popped right

back over the 20-threshold during trading last week. There was no significance to the length of time VIX

spent above 20 but you couldn't tell based on how much attention it got. Anyway, we remain without a

signal from the VRT 2.0 as daily dispersion for volatility remains high. 

Volatility
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Last week I discussed the long-term low level of bullishness for VIX futures. What's interesting is this

low bullishness is coming during a time that Commercial Traders are building up a net-position in the

VIX contracts. In fact, the net-position percentile for Commercials has risen to the 83rd (2nd panel on

the chart below), the highest since early 2020. Looking at their net-position in context of what the Large

and Small Traders are holding and the percentile goes to 100 (panel panel on the chart), which I've

marked blue vertical lines on past occurrences. Meanwhile, Large Trades (asset managers) are holding a

low 18th %tile position, showing a lack of interest in taking on volatility exposure. Large Traders aren't

great at owning VIX when they should, before it spikes higher, their net position almost always is at

basement levels before a material rise in volatility occurs. So seeing Large Traders shun away from vol

and Commercial Traders loading the boat to one of the largest net-long positions in ten years (middle

panel), it catches my attention. 

Volatility - COT

wwww.ThrasherAnalytics.com                   - Not For Redistribution-



The S&P 500 moved slightly lower last week but still holding firm above its short-term 20-day

moving average as well as its longer-term moving averages. Momentum has continued to make a

lower high even with the intra-week new record high in price. However, the RSI is still in a bullish

range long-term. The Market Health Report continues to show internal strength for the market but the

stretched sentiment has not been forgotten. Small/mid caps have retained control of leadership,

buoying the market in spite of large cap weakness. More on this on the next page. 

Equities - S&P 500 Daily
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There seems to be a slow bleed in intermediate breadth for the the S&P 500 and Nasdaq 100 with

more stocks starting to move below their respective 50-day moving averages. You can see this on the

chart below. However, the strength has shifted to the S&P 400 & 600 as mid and small caps have yet

to show matching weakness to their larger-cap breadthen. I've written before that it's okay for large

caps to under-perform, as we've been witnessing with the FAAMG group, but if they start to lose

footing in an absolute sense, that's a much harder pill for the broad market to swallow. So far the

rotation has been accepted and price action, while dipped last week, has not panicked just yet. From

here I'm watching breadth data for small and mid caps very closely for any signs of cracking as they

remain the stronger leg of the proverbial stool at this point.

Equities - Breadth
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While the S&P 500 saw a slight dip last week, sector leadership remained strong as the ratio between

offense and defense sectors hit a new high on Friday. If investors are worried right now (they aren't)

then they aren't expressing it in their sector trading. 

Equities - Sector Leadership
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For those that were readers back in September, I had discussed the weekly engulfing candle pattern on

the Nasdaq 100 which occurred at a fresh high. This isn't something we see happen very often, which

is why I discussed it. This is historically a bearish pattern and back in September we did see stocks

slide for a couple of weeks before dip buyers came rushing in at the end of the month. Well once again

we have another engulfing pattern at a 52-week high. The chart below shows past occurrences since

1985. The results are fairly mixed, with the two most recent examples being last September and at the

peak in Q4 2018. I view this as second tier data, meaning it doesn't supersede my primary models but

is interesting to take note of.

Equities - Breadth
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In the past two letters I've highlighted the high long-term readings in the DSI for equity indices,

specifically the Nasdaq 100 (two letters ago). Since then I've noticed that DSI % Bullish for NDX has been

making lower-lows while price is making higher-lows. Each minor dip in price has quickly been bought

but has also pushed sentiment lower each time. Referencing the chart from last week of the combined DSI

for SPX, NDX, and Nikkei which has been north of 80% on average for 3-months. Is this pattern of lower-

lows in sentiment for the Nasdaq 100 a sign of cracking? What matters most, as always, is if price

responds. 

Equities - Sentiment
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Potentially one of the most bullish arguments from a fiscal/monetary perspective in my eyes is the

upcoming winding down of the Treasury's General Account, which swelled to over $1 trillion during the

crisis last year. This account can be thought of as the Treasury's check book. Whenever the topic of the

debt ceiling comes up, this is the account the Treasury often uses to pay bills until Congress gets their act

together, among other uses of course. When the Treasury winds down the balance, it's similar to the Fed

conducting QE, providing stimulus to the markets and the economy (I'm keeping this very broad as not to

get too far into the weeds on the topic). Sec. Yellen has stated her plans to bring the balance down

significantly between now and this summer, which would flood the short-term Treasury market with a

massive amount of liquidity. When this has happened before, the market saw strong price action during the

follow months, note the blue and green arrows on the chart below.

The bear case with this? The impact likely would be bearish for bonds and push rates higher. Many notes I

reach say 1.5% on the 10yr is when Powell and the Fed will start to get a bit nervous. Of course the Fed

will work with the Treasury in bringing down the balance but if this does have a major impact on rates it

may get the Fed to respond through a rise in overnight rates or other short-term dials they can adjust.

Bottom line, this unwind of the Treasury's GA has a strong chance of being important for the market, the

past has been bullish for equities. We'll see if that repeats this go around.

Equities - Treasury Account
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Market Health Report
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The Market Health Report (MHR) finished the week at +8. The health of the market right now remains

positive and the data does not suggest a parabolic top pattern is developing just yet nor signs of bearishness

in any of the six categories.



For long-time readers this chart should look familiar. My two primary ratios I look at for confirmation in

the trend of the 10yr yield is copper vs. gold and small caps vs. utilities. Both ratios continue to rise,

confirming the advance higher in Treasury rates. A trend change in either gold outperforming copper or

utilities strengthening over small caps has historically led to a lower 10yr yield but currently there are not

any signs of that at this time. 

Fixed Income - Confirmation
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While there's not signs of lack in confirmation of the trend higher in yield, the relationship of the 10yr to

the S&P 500 yield is getting stretched. Below is a weekly chart back to 1990 for the ratio of TNX to the

SPX Yield along with the 14-period Relative Strength Index. While strong momentum is a good thing on

single security charts, for ratios "overbought" is often less sustainable. I've plotted green lines when we've

been "overbought" before and it seems to hold bigger implications for rates than for stocks. We've seen

several key turning points for equities but the hit rate on yield rolling over appears much higher. The

rubber band between fixed income and equity yield is stretched near its breaking point, watching if history

repeats and buyers step back into the Treasury market to ease the 'overbought' condition and move yield

lower.

Fixed Income - Bonds/Stocks
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Sectors - Performance
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With the rise in real rates (interest rates adjusted for inflation), the bullish argument for holding gold takes

a swift punch to the jaw. Gold responds more to real rates (inflation-adjusted) than nominal rates, so when

both interest rates and inflation are moving higher, gold tends to struggle. The shinny metal has now

moved down to prior support at $1760. This support comes from being prior resistance last year, so there's

plenty of "price memory" at this level, we'll see if buyers step back once again. I last wrote about gold and

the resistance of the 50-day MA, that still remains an area I'm watching. I want to see gold strength and be

able to move back above that area that's drawn in sellers in the recent past before getting overly bullish on

the precious metal.

Commodity - Gold
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The Daily Sentiment Index for both crude oil and gasoline has been on the rise, matching the up trend in

both price charts of the two energy commodities. They are now at the point that both are over 88% bullish,

for the first time since 2018. The green vertical lines on the chart show prior occurrences. The energy

complex has shown signs of running out of gas (pun intended) when sentiment reaches these kinds of

levels. As oil went from being negative to $50/barrel, Commercial Traders lowered their net-short position

but since late-December they've begun to pick up more shorts and went from a 100th %tile to 85th %tile

net-position. This is a possible sign the Commercial ("Smart Money") thinks crude has begun to exhaust its

trend as it approaches the $60 mark. 

Commodity - Oil & Gas
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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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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:
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