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Brief Summary:
It's always encouraging to see the broad indices march to new highs, the S&P 500 finished Friday just a
few points away (the SPY ETF did close at a new high). However, there is a lot left to be desired from
this market right now. Divergences are building up both in momentum, sentiment, and breadth. Less
stocks seem to be rallying with the large caps as almost half as many new highs were accounted for last
week compared to at the peak in May. 

Meanwhile, the sectors showing the greatest strength are more defensive than offensive and even Real
Estate (a defense sector) appears posed to move lower, along with an offense sector, Communications.
Large Traders keep shedding their long exposure to Copper and even though inflation data has been
coming in hot, the fixed income market appears to be totally ignoring it. One bank's model shows the
10yr should be closer to 4% based on what's showing in the CPI figures. 

Morgan Stanley recently shared that S&P earnings revisions are at the highest level in nearly 30 years
which comes as invisible art is selling for $18,000. Has all the good news and jubilee been priced-in at
this point? Wouldn't be hard to make that argument. But price data has remained strong, and the Market
Health Report still is at a solid +7. I continue to believe the risk/reward is much less attractive right now,
especially as some of the internal data begins to degrade. There's time to be aggressive and times to be
conservative and this doesn't feel like one of the times for the former.

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 VIX has now moved back to the prior lows, finishing Friday just 10bps above the April low. The
old version of the VRT (VRT 1.0) is signaling a heightened risk for volatility to move higher, but the
current version (VRT 2.0) still remains well below a signal threshold. Last week I wrote about the
extremely high level of SKEW, noting that it's most meaningful when SKEW begins to decline after
seeing an elevated reading. That's what we saw last week with the "crash" gouge going from 155 to 145.
The fact that SKEW got that high still is something I keep in the back of my mind, the market may be
showing some cracks below the surface that's yet to float to the top and impacted the major equity
indices.
 

Volatility
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While spot VIX is just 10 bps off the multi-month low, sentiment is still well off its low. The Daily
Sentiment Index (DSI)  was in the single digits back in April but currently sits at 19% bullish - a pretty
large divergence. The hatred of volatility earlier in the year has not entirely washed out but is well off
the lows. Divergences like this often lead to the underlying asset/index to "respond" in the direction of
sentiment - which would suggest the VIX to move higher if the sentiment data is getting this call right.

Volatility - VIX Sentiment
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I shared a version of this chart last week but wanted to share it again with a different view.

Below is a ratio of VIX and S&P 500 DSI readings. When the ratio is moving higher with equities, it
suggests volatility sentiment is strengthening more relative to equity sentiment, even though equities are
rising.  That theme continued last week and on the chart I've plotted red arrows when the spread has
been as wide as it is now from the ratio's 2-month low and the current level. Notice this occurred as
several key turning points for equities. Unfortunately VIX DSI sentiment data only goes back to 2013, so
I can't look further back in history. 

Volatility - VIX-SPX Sentiment
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The S&P 500 closed just a couple points off its all-time high, however the SPDR S&P 500 ETF (SPY)
did close at a new high (as did the e-mini futures if my memory is correct). Even though we got a rise
on Friday off the 20-day moving average back to a high (close enough), momentum remains in a well-
defined bearish divergence that's been building since April. 

The theme of "bearish divergences" plays out in nearly every equity-related chart from momentum,
breadth, etc. Not much is confirming this strength in equities. With that in mind, we must still give the
benefit of doubt to the up trend and it's "innocent until proven guilty," however the evidence for the
bears is building a case against the bulls and they seem far from ready to settle their case.

Equities - S&P 500 Daily
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With the rise in equity prices, I always want to check to see how the move is moving across asset
sizes. This week's strength was heavily dependent on the mega caps which can be seen in the chart
below with mid cap, small cap, and micro caps still well off their prior highs. This latest attempt of a
'risk on' rally wasn't carried out on the backs of smaller capitalization stocks compared to the price
action in their bigger brother, S&P 500. 

Equities - Asset Size

wwww.ThrasherAnalytics.com                   - Not For Redistribution-



You're most likely going to see a lot of shared charts this week of the declining percentage of stocks
above the 50-day moving average. I'll explain a portion of why I think this is happening on the next
page. But for right now not the falling % above 20-day and 50-da MA but we still have a solid 90% of
stocks above the 200-day moving average. That's important. We aren't see major distribution in the
internals with stocks breaking their long-term moving averages with the S&P 500 basically at a all-
time high. Yes it's discouraging seeing the short-term and intermediate MAs weakening but until the
bears start breaking the 200-day MA in individual equities, there's still a chance weakness could be
dip-buying opportunities supported by long-term up trends. 

Equities - Breadth: %Above
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Here's one reason I think we are seeing a breakdown in the percentage of stocks trading above their
50-day moving average: Many stocks have been moving in a consolidation while the 50-day MA is
rising. Meaning, it's less stocks FALLING below the moving average as much as the MA is RISING
above price. Currently, we have 88.5% of stocks with a rising 50-MA, one of the highest levels in
several months, a god improvement after dipping to near 70% during that mini-dip in stocks last
month.

In previously divergence-led market corrections we often will see a divergence in stocks above the 50-
day MA - like we are now- as well a declining number of rising moving averages. What this would tell
us (less stocks above the MA and less MAs rising) is stocks actually are falling, and not just getting
outpaced by the moving average. A stock could theoretically still be rising and whipsaw back and
forward over its moving average, retaining its up trend status. But if the stock moves below the
moving average and the moving average is also moving lower, that's a sign of a possible down trend. 

So for today, the data is mixed. Wish it was clearer than that but at this moment the bears haven't won
out just yet.

Equities - Breadth: 50MA
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It shouldn't surprise you at this point that the new high data isn't screaming higher. Like other
measures of breadth, we've seen a drop-off in the percentage of stocks making new highs. This is
across the board, small cap, mid cap, and large cap.  The smoothed 10-day average of new highs for all
three (measured by the S&P 1500) went from over 15% in May to 6.8% as of Friday. This could be
caused by stocks simply consolidation and just not registering new highs, which I think at this point is
more likely than the other alternative - stocks are falling. The % above MA data I shared on the prior
pages just doesn't support the idea that stocks are all-out going lower just yet.

Equities - Breadth: New Highs
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One corner of the market data that's been trending higher has been volume. The 150-day average of
the percent of NYSE volume that is advancing is hitting rare air right now. Going back to the early
1990s we've only seen the current level hit a hand full of times. Each is marked on the chart below
with a green arrow. Fueled in-part by the strong emergence of retail trading over the last 12-months,
volume has been extremely heavy on the buy-side. But this isn't just the meme stocks going parabolic,
this is just NYSE volume not the high flying Nasdaq stocks. 

I view this as a quasi-look at sentiment. Investors have gotten very used to shares going higher,
volume has been on the buyer's side of the ledger more so than really any time during the bull market
over the prior ten years.

Equities - Breadth: Volume

wwww.ThrasherAnalytics.com                   - Not For Redistribution-



As long-time readers know, I'm a big fan of watching semiconductors as a good gauge of market risk
appetite. As semiconductors go, so does technology and because tech is a big part of the S&P 500, it's
a key sector to keep indices moving higher.

Right now we have SMH (semiconductor ETF) sitting just 2.2% off its 52-week high. However, only a
little over half of the components are trading above their 100-day moving average. Compare that to
when 100% of semiconductors were above the 100-MA back in February. While the index has done a
great job recovering, we aren't seeing the same level of strength across the board on the individual
stock level. What we don't want to see happen is semi's to roll over and drag down tech with them.
That would knock out a key leg of market's stool that's keeping prices up. 

Equities - Semiconductors
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Here's a chart I'm sure you won't see anywhere else...

Below is a breakdown of the % of offense and defense sectors that have an RSI above 70. In healthy
rising markets we should see offense sectors showing strong momentum compared to defense sectors.
When this reverses and the SPX is at a high, that's telling us that defense sectors are stronger than
offense, not an ideal sign of healthy risk appetite. 

That's exactly what we have happening right now. The spread between the two has gone negative,
meaning more defense stocks have 'overbought' momentum compared to offense stocks. In fact we
had over 30% of offense sectors with 'overbought' momentum at the prior high which dropped off to
7.8% this week. 

From an sector standpoint, the offense is losing out to defense on this latest leg higher in the index.

Equities - Sector Momentum
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This is the type of headline you'd expect from the Onion but sadly it's actually true. A sculpture by an
Italian artist sold for $18,000 that was invisible. I'm shaking my head as I write this! From the Yahoo!
article shown above, "Garau said the Io Sono (I am) sculpture is made from “air and spirit”, exists like
a “vacuum” and does not take any material form." 

People will literally buy anything. I thought the limits were being stretched with NFTs, where you
could pretend to own digital art (yes, I realize people feel NFTs are legit, I'm not just a believer). But
this 'invisible sculpture' sale takes things to a whole new level. A banana duct taped to a wall was
believed to be "peak art insanity", well move over decaying fruit, there's a new king in town!

Used cars are selling for 20+% more right now than this time last year, the housing market is on fire,
you can buy pixelated cartoons for seven figures, and now you can even buy "art" that is invisible. If
that doesn't scream overconfidence I'm not sure what would. I can't wait for the buyer to flip it for a
profit, that'll be a great story I'm sure we'll read before the year-end. When people think nothing will
lose money, whether it's crypto, new "art" forms, stocks of bankrupt companies, or electronic car
companies, slowly but surely the sentiment levels reach their peak. Are we there yet? Only the
historians writing about this period of time will know for sure, but things are getting a little ridiculous. 

Equities - Sentiment, maybe?
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Market Health Report
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The Market Health Report (MHR) finished the week still at +7. All six categories stayed the same last
week. Several are close to moving lower but remain solidly bullish at this time. 



Sectors - Performance
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The Communications sector is sitting near a high but the internals have begun to weaken. The
percentage of stocks above the 200-day moving average has gone from 100% to 76.9%, even though
the broad sector has moved higher. There's also been a drop-off in stocks making new 3-mont highs.
Looking at the momentum of XLC, there's also a divergence of lower-highs here in the the Volatility
Adjusted Momentum Indicator. All in all, the Communications sector looks like it may have some
hard work ahead if its going to dodge these bearish developments. The 50-day MA has been good
support during the up trend, if XLC does move lower I wouldn't be surprised if it undercut the moving
average based on the weakness of the breadth data.

Sectors - Communications
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The Real Estate sector has been extremely strong lately, up over 22% during the last three months. But
I think that strength may start to wane soon. With lumber appearing to have peaked and begun to roll
over and copper COT data turning bearish (next page), the external factors for the sector that were
tailwinds are turning into headwinds. Meanwhile, the technicals also are over-extended and
overbought. The Volatility Adjusted Momentum is over 40 and the ADX Trend Indicator is showing
an over-extended up trend signal. Red arrows on the chart show when both these conditions were
present at the same time in the past, notice XLRE often moved lower soon after. I think Real Estate is
a good place to look for potential hedges to equity exposure, if we see the broad market weaken I'd be
surprised if Real Estate was able to buck that move and not see downward pressure. 

Sectors - Real Estate
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I showed this chart last week but wanted to update it again because a lot of attention has been put on
industrial commodities and by extension, the housing market and more broadly - inflation. 

Commodity prices ripped higher but have since begun to cool off, lumber has come down, corn has
cooled off, and copper has made its first possible lower-high. This move in copper follows what I've
been discussing recently about the take down in long-exposure by Large Traders in the COT data.
Large Traders went from a net-long 80,000 copper contracts to just 18,523 as of last week, all while
copper sits just a few percent off its high. Large Traders, which did a great job catching the turn in
copper, seem to be turning less bullish and I think this could be a good "tell" into the inflation story.
We'll get more inflation data this week but my expectation is copper prices continued to move lower. 

Commodity -  Copper
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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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