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Brief Summary:
Not a lot to share this week with the S&P 500 closing down just 0.13% after Friday's bounce higher. This
week's note focuses on several breadth charts, showing from different angles just how strong the
internals of the market are right now (well except for the Nasdaq Composite). The average sector has
over 96% of its stocks above the 200-day moving average right now, an all-time high. It's not that stocks
can't correct when breadth is strong, we had over 90% of SPX above the 200-day ahead of the '10, '11
double-digit drawdown for example. There's a great deal of bullishness on the high expectation of market
and economic growth b/c of the economic re-opening. I don't disagree long-term but still feel the
risk/reward right now is less attractive in the short-term.

One concern I'm watching is the narrowing in dispersion for the VIX, it's not to an alarming level right
now but it's contracting and I'm keeping a close eye on it. 

There's a bearish divergence in sentiment for copper and the 10-day average for sentiment for lumber has
gotten back above 90% bullish. Bitcoin has become 'oversold' and fallen below the January VWAP with
the news of it being potentially banned or heavily taxed. 

This week 22.4% of the S&P 500 reports earnings, including all of the FAAMG stocks and Tesla. Biden
will also be making an address to Congress. He'll be discussing his infrastructure plan and likely methods
for paying for it. 

Market Dashboard

wwww.ThrasherAnalytics.com                   - Not For Redistribution-



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 bounced slightly last week, closing
above 17. The biggest observation for me regarding the VIX right now is the narrowing of dispersion.
More discussion of this on the next page.

Volatility
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In my 2017 Dow Award winning paper, Forecasting a Volatility Tsunami I focus on the standard
deviation of the VIX as a quantitative way to show over-confidence via narrow dispersion the volatility
market. I've seen improved (in my opinion) upon using just a standard deviation, which is what led to the
creation of the Volatility Risk Trigger shown in the prior page. However, I still monitor the original tool
from the paper, shown on the chart below. What stands out to me is dispersion via the std dev. has
contracted near the low-end of the range post the Covid Crash spike. We've seem much narrower levels
in the past but the lack of gyration in the VIX is starting to suggest we're nearing an over-confidence
environment. 

This alone isn't enough to suggest a spike is likely but we are getting closer to that idea, especially when
you bring in the low bullish sentiment readings for the VIX which have hit single digits recently and
closed on Friday at just 14% bullish.

Volatility
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Equities struggled slightly mid-week last week but were able to rally on Friday to erase most of the
minor drawdown. We finished the week just a few points off an all-time high with SPX not even
touching its 20-day MA on the dip nor the RSI indicator materially moving below the 60 level. 

Equities - S&P 500 Daily
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Breadth remains strong for the S&P 500. Below is the Blended Breadth Composite, which
incorporates several breadth indicators for the SPX into a single reading. The red arrows on the chart
show when the composite is diverging and fortunately we aren't seeing such a development at this
time.

Equities - Breadth: Blended
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The new high list was starting to be a bit of concern a few weeks ago, but has since improved. Below
we can see the percentage of SPX stocks at a 6-month high or low along with a smoothed 15-day
average. No stock is at a 6-month low and the 15-day average of 6-month highs has begun trending
higher - a good sign for the bulls. 

Equities - Breadth: 6m Highs
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From an industry perspective, things still look good. 177 of the sub-S&P 500 industries I track are
trading above their respective 20-day moving averages, near the highest level we've seen in the last
couple of months. 

Individual stocks are trending higher, holding above their various lookback period moving averages
and sub-industries are also retaining a bullish trend. These aren't typically things we would see during
or just before a major bear market. Sure things are stretched but the market internals remain healthy. 

Equities - Breadth: Industry
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I keep coming back to this chart. I've shared it before but I think it's worth keeping in front of us again.

For those that are new, this chart shows the spread between the % of stocks above the 50-day moving
average for the Nasdaq 100 (the 100 largest non-financial stocks in the Nasdaq Composite) and the
entire Nasdaq Composite. Never has the spread been this wide. Not even during the dot-com bubble
when many stocks had fallen 20+% by the time the indices peaked in 2000. 

The Nasdaq 100 is back above 80% and the Composite has drifted to 38%. There's clearly something
going on here that's beyond just a few REITs or ADRs that are having a negative impact on the
Composite. It hasn't seemed to matter much for either index as they both sit just off their highs but
clearly performance of their constituents is severely bifurcated. 

Equities - Breadth: Nasdaq
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It's not just the S&P 500 large cap index that's showing strong breadth, the Mid Cap S&P 400 also has
very strong breadth indicators as well. In fact, 94.5% of the S&P 400 is above the 150-day moving
average, the highest reading since the early 2000s. While it would be a concern if it were just the large
caps stocks going higher and not the mid or small caps, that's not the case right now. Investors still
seem to be bidding mid caps higher as well. 

Equities - Breadth: Mid Cap
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For the first time, all S&P sectors at one point had at least 90% of their stocks above the 200-day
moving average. Mid-week the average sector had over 96% of its stocks above the long-term moving
average. The internals have never been as strong as they are now. It's truly amazing the level of
strength being shown in the indiv. equities right now. 

Equities - Breadth: Sectors
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I've noticed on social media that quite a few people have pointed out the divergence or lack of
confirmation in the Consumer Discretionary vs. Consumer Staples ratio. The main cause for this is due
to the lack of movement by Amazon, which has been in a multi-week range and the weakness in Tesla.

If we look at the equal weight version of the ratio we can see there still remains strength in
Discretionary, confirming the latest high in the S&P 500. 

Equities - Disc. vs. Staples
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Stocks dipped on Thursday following the news of Biden's interest in raising the capital gains tax. I
found the scatter plot below interesting. Shared by Liz Ann Sonders, Chief Investment Strategist for 
 Charles Schwab, "Virtually no relationship between changes in capital gains tax rate & S&P 500
returns in year of change ... last time cap gains went up (in 2013), S&P 500 had stellar year (up 30%)." 

There's no doubt that barrels of ink will be spilled pontificating the impact of a possible tax hike but
history has shown us that the market hasn't given prior tax increases much focus in the long-term.

Equities - Taxes
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https://twitter.com/LizAnnSonders/status/1385545309762244612


Market Health Report
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The Market Health Report (MHR) finished the week 1 point higher at +1. The momentum category ticked
1 point higher last week. Currently, the MHR is still showing a strong equity market. The real tell will be
what the MHR shows if we ever get another 15-day low, so far this year we've seen just three. 



Sectors - Performance
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Copper has broken out to a new high but sentiment does not appear to be confirming the move. With
the rise over $4.30, the Daily Sentiment Index for Copper has gone from over 90% bullish to just 63%.
We saw a similar development back in 2018 when copper made an eventual double top accompanied
by a large lower-high in the % bullish.

Commodity -  Copper
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The move in lumber has been quite amazing to watch. Lumber futures have risen 62% from the March
2021 low, a massive move just one month. To little surprise, the sentiment towards lumber has been
above 90% bullish for a while. Below is the 10-day average of the DSI, which on Friday moved above
90% as well. I've plotted blue arrows when the 10-day average has gone below 87%, suggesting
sentiment had begun to decline from a very high level. This seems to marked many peaks in lumber
futures, so I'll be watching this 2-week average closely and share any developments should it begun to
roll over. 

Commodity - Lumber
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Over the weekend Bitcoin fell below its January VWAP, a level that had been support in March and
mid-last week. The bearish divergence in volatility adjusted momentum has caught up with the
cryptocurrency and from here I'm watching the March low at about $45k as the next potential area of
support before we get to the December VWAP.  Vol-adjusted momentum is now 'oversold' so I'll be
watching if it begins to strength and rise back above -40 like it did in Sept. '20 and Jan. '21 to mark a
low in price.

However, the big elephant in the room is government - and not just one government! Both India and
Saudi Arabia are proposing a ban on cryptocurrencies and there's rumors Treasury Sec. Yellen may
institute a tax on cryto capital gains as high as 80%. This of course has caused some nervousness in
Bitcoin and sending it lower. I've personally always been somewhat cautious of crypto assets for this
vary reason - the trend can rise until the government gets involved. 

Crypto - Bitcoin
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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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