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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). 

As fast as VIX went up is about as fast as it came down. While the move near 40 was swift, the dip

buyers came in fearless to buy the dip in equities and sending volatility back near the low-end of its

multi-month ranch. The VRT 2.0 remains without a signal. February VIX futures expire next week but

there's still quite a healthy premium to spot right now with nearly a 4 point spread and then another 2

points out to March. There's still a bit of concern being priced in to SPX futures that's being displayed by

volatility staying elevated. The calls for VIX to be sub-20 over the last several months have gone

unanswered by the options market. We'll see once we move past Feb. expiration if this spread narrows

and the back-end of the curve which is extremely flat near 28 steepens out a bit. 

Volatility
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The S&P 500 did an excellent job holding on to its 50-day moving average, bouncing like a champ as

price moved higher to close out last week with a new 52-week high. Was that 4% dip enough to

washout the elevated sentiment? No, but the price action doesn't seem to care. You may have noticed

on the Dashboard on the first page that many of futures markets have 80+% bullish DSI readings, with

the Nasdaq 100 over 90%. Last week I discussed the Market Health Report (MHR) showing internal

market strength as we hit a 15-day low, suggesting the decline would be short-lived which turned out

to be accurate as we are at a new high. The MHR has since improved to a +3, with just one category

(volatility) showing a negative score.

The 14-day RSI for the S&P 500 is back in the bullish range but still showing a series of lower-highs

as momentum continues to slow down during this current leg higher in price. Nothing bearish seems

to matter these days so this bearish divergence in momentum remains ignored by the large cap index.

As long as these short- and intermediate-term support levels remain strong and breadth holding firm,

the buyers remain in the driver seat.

Equities - S&P 500 Daily
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Last week I shared this chart of the number of S&P 1500 industries trading above their respective 20-

day moving average. I mentioned I wanted to see this figure get above 80, which we did, and price has

continued to rise and we've continued to see more industries resume trading above their short-term

moving average. 

Equities - Industries
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The percentage of S&P 500 stocks trading above the 50-day moving average remains below 80%, but

did make good improvements last week, as we're back to having the majority of stocks above the

intermediate MA. The fact that the % above is rising, even if its still below the prior high, the trend is

positive and the support of stocks in up trends appears strong. The caveat being that while they are in

up trends, they aren't hitting new highs like the index, more on this on the next page.

Equities - Breadth
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We closed on Friday at another new 52-week high but just 10% of stocks were able to squeeze out just

a 6-month new high. Smoothing out this data over 3 weeks (15-days), we have an average of 6% of the

index at a 6-month high as of Friday, a fairly low reading. I've plotted blue arrows when this 15-day

average has been below 7% in the past and there's been less than 15 occurrences, many at important

turning points and others (like 2007) in the middle of up trends.

So while we still have a good chunk of the market trending higher as shown in the % above the 50-day

MA on the prior page, I'd like to see some strength in new highs expanding. We had a good trend

going towards the end of last year, but the new year killed that progress, you can see it more clearly on

the zoomed in portion of the chart on the right. Hopefully it picks back up soon or we'll start getting

some breadth concerns showing up. We aren't there yet, but I'm watching it.

Equities - Breadth
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From a sector leadership standpoint, the offensive sectors remain in control of the trend. The ratio of

offense vs. defense sectors continues to trend with the broad market, a bullish sign for the current up trend.

Equities - Sector Leadership
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The Risk Appetite Index (RAI) did not make any improvements last week as the broad market rallied. the

RAI evaluates the slope of various lookback periods for several key markets to determine if risk appetite is

expanding or contracting. When the majority of these variables are declining, then the RIA moves lower, as

it's been for several weeks now. What's most interesting is we have a negative RIA while the S&P 500 hit a

new high. Never has RIA been below -2 at a SPX high, so the blue arrows show when its been below -1,

which it last did just before the peak in March 2020 and then a handful of times since 2011.

I believe this lines up well with the lack of new highs in individual stocks. Risk appetite might not be

outright weakening but the trends are slowing down, having a negative impact on the slopes of those trends

which in-turn suppresses the Risk Appetite Index. This is like eating a something meant to be warm that's

turned cold. It's not inedible but it's not enjoyable either. That's the best way I can summarize where we are

at this point!

Equities - Risk Appetite
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We've now hit a new record high in the percentage the S&P 500 is above the 200-week moving average!

I, like many others, were amazed at the strength earlier in the fall when we were hitting records in the

spread between the index and the 200-DAY moving average, we're now taking it up a notch to the spread

for the weekly MA. It's now the widest spread since January 2018. You can see on the chart below, that

goes back to 1980, we don't see the spread more than 30% above the 200-week MA very often. Before Jan.

'18, it was just ahead of the 2015 correction and then in 2013 and then we'd have to go all the way back to

the mid 1990s. 

Yes, the market is stretched right now. Historically that has mattered and chased away investors who

thought equities had gotten too hot. That hasn't been the case this year, at least not yet. 

Equities - Above 200wk MA
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The trend in covid cases, hospitalizations, and deaths were the key focal point for the market for much of

2020. That was until the discussion of stimulus flowed from Congress and eased concerns. Then we got

good news about the vaccines and the eventual rollout of getting people vaccinated. Fortunately now we

have declining trends in cases, hospitalizations and it appears deaths may be peaking too. And thankfully

according to BofA data, globally more people have been vaccinated than contracted the virus. The Covid

Tracking Project reported hospitalizations have fallen for the last 25 consecutive days. It seems, at this

point (hopefully), covid is getting more under control and that's good news for future economic data reports

as far as the market is concerned. While the stimulus bill now moves to the House, there's some possible

bullish economic catalysts that could help propel growth in Q2 and on. 

Equities - coronavirus
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I mentioned earlier that the Daily Sentiment Index for the Nasdaq 100 was above 90%. In fact, the 50-

day average DSI for the index is over 80%, showing that bullishness has been elevated for more than

just a couple days. We last saw the 50-day average above 80% before the Sept. 10% correction, in

early 2020, and ahead of January 2018. There's no question that even after the tiny dip in stocks two

weeks ago that sentiment remains extremely elevated. 

Tech stocks, which make up a large share of the Nasdaq 100, saw their largest weekly inflow last

week at $4 billion according to BofA. This edged out the prior record inflow set just a couple of weeks

ago. There's a strong thirst for mega cap growth and money continues to pile into the tech sector.

Equities - Nasdaq Sentiment
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Market Health Report
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The Market Health Report (MHR) finished the week at +3. As I mentioned earlier, last week's 15-day low

and -2 reading suggested the dip would be short-lived and equities quickly bounced off the 50-day MA to

rise to new highs last week.



Gold moved lower last week, seeing a large drop on Thursday that was followed by a slight bounce on

Friday to close out trading for the week. The shiny metal has been struggling at the 50-day moving average

and the Thursday drop sent it back below the 200-day MA as well. However, we still find gold above

$1770, which was an important price level (blue circles) over the last year. While the trend in gold is not

the strongest, if it can hold above $1770 then all hope isn't lost yet. But if it does fail at this key price level

then  there's little support left below this area for bulls to latch on to. I'd like to see gold recover and hold

the 50-day MA and put some more cushion between it and the $1170 level to get confidence it has enough

strength to make another run to $1980. 

Commodities - Gold
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While the price action in gold has been cooling off, silver has been hot. And with the rise in silver prices,

things may begin to cool off soon. There's now an 83% bullish DSI reading with Commercial Traders

dropping their net-long exposure to the 23rd percentile. When we've been below the 25th %tile and above

80% on the DSI, I've plotted blue arrows. You can see the results are fairly mixed. Some led to lower silver

prices while others were in the middle of continued up trends. From a price perspective, there's a possible

double top at $29 that needs to be monitored. If silver can't get above $29 then sellers make take the driver

seat and send prices lower.

Commodities - Silver
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Sectors - Performance
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The Industrial sector (XLI) broke above its prior 2020 high back in November and then declined earlier this

year to test that breakout level as potential support. Support did in fact hold and we saw a move higher. I

highlighted this test in last week's letter. XLI has nearly 95% of its stocks above the 200-day MA, giving

good long-term support from internals. The % above the 20-day MA dropped to about 7% which was the

washout level back in November as well. Since then, we have 67% (and rising) back above the short-term

MA. The test and hold of the breakout level in XLI is a positive sign for industrial sector bulls and with the

Momentum Composite coming off 'oversold' level there's still some improvement to be done from the

momentum viewpoint that could help propel the sector further.

Sectors - Industrials
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Daily Sentiment Index
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Source: trade-futures.com
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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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