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Brief Summary:
I am back up and running at near 100% this week following my brief poor health last week.
Thankfully it was short-lived and I'm able to put much greater focus into my work once again.

Last week saw good improvement in the the Market Health Report, which rose to +8. Equity breadth
is extremely strong, with the average sector holding over 90% of its stocks above the 200-day MA, the
highest figure in over a decade. Sentiment has gotten a little high with SPX now at 85% bullish but the
improvement in momentum and strength in breadth gives good tailwinds to buoying equities higher.
The tech sector has strong breadth and semiconductors may signal a continued move higher for the
sector.

Corporate bonds have had a horrible quarter but may be showing an attractive mean-reversion
opportunity. Gold has several bullish divergence with COT data turning bullish as well.

Market Dashboard
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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 VRT 2.0 remains a few points below a trigger level. Spot VIX moved further under 20 last week,
dropping hard on Friday to cross below 18. This has caused the mean-reversion components of the VRT
1.0 to trigger and warn of a potential short-term rise in volatility. But I continue to be more focused on
VRT 2.0, which has done an excellent job avoiding any false signals over the last six months.

Volatility
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The S&P 500 moved to another new high last week, breaching the 4,000 level for the first time. Most
notable though is the higher-high in momentum. Friday's price action sent the 14-day RSI above the
prior March high, a good first step in ending the multi-month bearish momentum divergence. Support
levels continue to hold and its hard to argue that bulls aren't firmly in control of this tape right now.

Equities - S&P 500 Daily
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I show a lot of breadth charts each week and that's not on accident. I think breadth data is some of the
most important piece of data we can look at when evaluating the market. Very rarely do we see
protracted downturns in equities when breadth is strong. Remember, it truly is a market of individual
stocks and when they are collectively rising, it's extremely difficult for the indices to buck that strength
for long periods of time.

Below is the Breadth Composite Model, which has risen to one of the highest levels in nearly 12
months. From the many different angles the model evaluates breadth, things look good. 

Equities - Breadth
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Currently 8 sectors now have at least 90% of their stocks above the 200-day MA. I last shared this
chart as a bearish sign several months ago that things were getting 'too good.' Well that was wrong as
stocks continued to advance, and the idea that "too good of breadth" while useful at prior turning
points, was less so in 2020. With 8 sectors over 90% above 200-day MA the average sector is at a
record high of 92.2% above the long-term moving average. Just about every stock in every sector is
trading above the 200-day moving average. This type of development in past years has brought about
some short-term selling but Q4 '20 was the exception. Breadth has never been stronger than it is today
from a trend perspective (i.e. stocks above moving averages). While the next chart shows new high
data less bullish, they may not be ratcheting new highs, they aren't going down either.

Equities - Breadth
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If we were to seek out one chart that is the most bearish argument for equities as it relates to breadth, it
would be the new high chart, shown below. The number of new highs for small, mid, and large caps
has fallen over the last month. We saw large cap new highs struggle at the end of last year but small
and mid caps made up for the weakness as traders rotated out of mega caps into sm/mid cap stocks.
However, now we have all three declining with just 6.5% of the SPX at a new high on Friday, well
below the 15-20% we saw last month. While stocks are not declining, as we know because the %
above MAs data is incredibly high, they aren't hitting news either. This is okay and can easily be
worked out within a few days as long as the % above MA figures hold strong the good breadth picture
can stay intact. 

Should the moving average data begin to roll over and new high data doesn't improve, then we'll need
to re-access the breadth picture and start getting concerned about equities but we aren't there yet.

Equities - Breadth
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The FAAMG Group (FB, AMZN, AAPL, MSFT, GOOGL) had been struggling since September,
showing both poor relative and absolute performance. Fortunately the FAAMG luck appears to be
turning. the equally-weighted FAAMG index is now back above the September high and the relative
performance to the S&P 500 (bottom panel) has begun turning higher. Because of the large weighting
these stocks have in the index, if they return to a leadership role, that would give excellent internal
support for the up trend and require less reliance on sm/mid caps. 

Equities - FAAMG
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I previously wrote about the early signs of concern that the HY bond spreads were starting to rise.
Equity bulls want to see spreads contract as confirmation by fixed income markets of a positive
outlook. That widening of the spread has seen reversed, with the high yield spread now back at new
lows. Once again, we have a confirming debt market.

Equities - Credit Spreads
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Market Health Report
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The Market Health Report (MHR) finished the week at +8. All of the categories are at least at zero or
positive, a bullish sign for the market internals and positive for equities. So far the MHR has done a good
job showing the internal strength of the six categories and defining the trend as bullish on the few minor
pullbacks that have been experienced thus far. 



Sectors - Performance
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Technology was the best performing sector last week, rising nearly 5% and has seen a solid
improvement in its breadth data. In March we saw XLK come down and test the prior Sept. high, hold
it as support and move higher. During that time the percentage of the sector above the 20-day moving
average rose to 100%. Below are green vertical lines when this figure rises above 95% for the first
time in two weeks. You'll see this has historically been long-term bullish for tech, with a few small
pullbacks thrown in. With all stocks above the short-term MA, almost 95% are above the 200-day MA
as well, suggesting good short- and long-term trends within the individual tech equities.

Sectors - Technology 1
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I wrote my bullish thesis for semiconductors back at, what turned out to be, the low during the March
dip. The short-term breadth had shaken out while long-term breadth was strong - a bullish sign. Since
then, semis have had a strong move higher and near new highs. This is bullish for the tech sector as
well. When semiconductors are trending higher, XLK is often not far behind. We last saw this
leadership role of semis back in November when both the ETF and Index hit new highs a few weeks
ahead of XLK eventually confirming. SMH and SOX are once again at their prior highs and I'm
watching for a bullish breakout, should it break and hold then we should likely see XLK continue to
trend higher and get a breakout of its own. 

Sectors - Technology 2
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Here's an update on the net position of large traders, which we had been looking to break above 50th
%tile. It's now at the 77th %tile as large traders continue to peel off their net-shorts. This has
historically been bullish for treasury bonds, we'll see if this time it is as well.

Fixed Income - COT
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The Corporate Bond ETF, LQD, had its worst quarter of performance since the financial crisis in Q1
2021. Katherine Greifeld at Bloomberg reported that outflows from LQD hit $3.6 billion in March, the
largest in 20 years and totaling $42 billion leaving in the first three months of the year. To me, this
screams "contrarian opportunity." When we look at the history of LQD, when its fallen 4+% in three
months, a rebound has often followed, shown below. Also note the monthly RSI is also still above the
midpoint, we still have a bullish range in place for corporate bonds, suggesting this sell-off may be a
counter-trend decline rather than a long-term trend change. This of course could shift and sellers
continue to pound LQD but we could also see a swift snapback rally in the interim. There's no doubt a
large shift in sentiment towards LQD based on the flows, I'll be watching if dip buyers immerge and
start bidding corporate bonds higher from here.

Fixed Income - Corp. Bonds
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https://www.bloomberg.com/news/articles/2021-04-01/biggest-credit-etf-bleeds-3-6-billion-in-worst-ever-month?sref=HXlwwHuW


I last wrote about gold at the prior low around $1700. I said that this a previously important level for
the metal and I'd be watching the VWAP off the prior swing high (maroon VWAP line on chart) to get
confirmation buyers were returning. Since then the VWAP has acted as resistance with price unable to
spend much time above it and sending gold to test the prior low at $1700 once again. However this
time we have a great deal of traders now focusing on the possible double bottom. With the double
bottom we have a higher low in Volatility Adjusted Momentum as well as the Daily Sentiment Index
(DSI). This is a good sign for gold bulls. If we can get a break of $1730-$1740 then we may see a run
to the 50-day MA which is at $1772 and then the 200-day MA at $1857. 

Gold is a chart to be watching closely right now.

Commodity -  Gold 1
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Not only do we have bullish divergence in momentum and sentiment for gold, the COT data also has
greatly improved.

Below we can see Commercial Traders (red line) has moved to a 100th %tile net position for the first
time since the prior major low in gold. Commercial Traders have done a good job signaling when we
want to start showing more bullishness towards the commodity and while they are still net-short, they
have pulled off quite a bit of their short position in recent weeks. Also notice they are almost always
net-short, so waiting for them to be net-buyers, like they briefly were in '18, can often be a futile
exercise of patience.

Commodity - Gold 2
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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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