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MARKET DASHBOARD

Sector Rotation: August Index & Sector
Down
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Brief Summary:

The theme of 2021 has been "Fail, Test, Hold" but the internals began to tell a different story starting in
June. The tests of the 50-day MA originally had good support by individual equities however that has
changed. We have a growing list of stocks in corrections and the FAAMG group that helped push the
indices higher lost some of their luster last week. The sectors with the strongest breadth data are nearly
all in the defensive category.

A new development has been a widening of credit spreads, seeing their correlation to equities hit the
highest level since 2018.

Emerging markets have started to breakdown and this has major implications for the commodities
market, which could soo find itself under pressure like the prior major peaks that were lead by EEM
weakness. However, there's an interesting setup in one commodity - platinum. Commercial Traders have
turned less bearish on platinum and that's historically been a bullish catalyst for the metal.
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VOLATILITY

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).

Volatility has remained above the prior 1-month lows while the equity marked charges higher. The VRT
2.0 has moved away from its signal threshold. This paints a mixed picture for volatility, we have the
VIX rising which prevents dispersion from compressing and the build up that often leads to spikes in
volatility. As I've said repeatedly, volatility doesn't spike from major lows, it begins to tick higher and
them sees a major move, so the rise in vol we've seen over the last month is not an abnormal

characteristic of volatility threatening the up trend in stocks.
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MARKET HEALTH REPORT

The Market Health Report (MHR) finished the week up to +8. The MHR continues to do a great job at
being on the right side of this market and showing the healthy score for the S&P 500 on each minor dip.

S&P 500 INDEX - SPX (WI) - 1 Day CandleStick Chart - USD - No Layout #*
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COMING SOON! ETF SCORES

I'll be releasing a new section of the weekly letter very soon, providing quantitative mean-reversion
scoring for ETFs including sectors, countries, indices as well as major industries.

So many investors and traders get frustrated by attempting to evaluate markets through a mean-reversion
lens and the major cause for this is inefficient and poorly utilized tools. They often use indicators like the
Relative Strength Index (RSI) to call markets "overbought" or "oversold" when in fact strong momentum
(in either direction) is a more than not likely to continue.

I'll be approaching from a different angle that has a more accurate methodology of quantify mean-
reversion characteristics within the market. and I'm really excited about what I've built. I'll provide
extensive testing data and examples and will tweak the way the data is presented in order to give you the
best picture possible.

Stay Tuned!
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EQUITIES - S&P 500 DAILY

The S&P 500 saw a few minor dips last week but continued to hold above the prior July swing high
and the 20-day moving average. The RSI continues to diverge, making lower-highs in the face of the
strength displayed in the price action. The trend is clearly up but that's not without some building

headwinds in breadth and momentum.
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EQUITIES - DRAWDOWN

Another update on the drawdown chart for S&P 500 stocks.
We continue to make higher lows in the % of stocks down 10+% and 20+%. We finished the week
with over one-third of stocks off their high by double-digits and 7% are down by at least 20 percent.

MTHRASHER

ANALYTICS

S&P 500 INDEX - SPX (W) - 1 Day Line Chart - USD - No Layout ra

S&P 500 [42000

% of SPX Down 10+% - %OFSPX10D

ket Breadth) - 1 Day - US

% of S&P 500 Down 10+%

% of S&P 500 Down 20+%

Sep Nov 2021 Mar May Jul
8 Optuma === 1st Aug 2021

19.72836¢ = @

wwww.ThrasherAnalytics.com - Not For Redistribution-




EQUITIES - 2021 THEME

The theme of 2021 has been "Fail, Test, Hold". The market has grinded higher with each new swing
high initially seeing a fail as the equity index drops down to test the 50-day moving average, which
holds and sends price higher to reach a new high. This pattern has played out six times so far. The
repetitive beat of this proverbial metronome will come to an end at some point, it could be 1,000
points higher or it could be this week. But what has begun to change is what's developing et each of
the last several tests of the intermediate moving average. More on the next page.
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EQUITIES - 2021 THEME

Below is the same chart as the prior page but with the % of stocks above the 50-day moving average
and the % down 10+%. Initially the tests of the 50-day by the S&P 500 were accompanied by a rising
trend in stocks trading above their own 50-MA as well as a declining number that were in 10+%
drawdowns. That changed somewhat in May. The June and July tags of the 50-MA saw an increase in
stocks in corrective drawdowns and an initial lower-low in the number holding above their 50-day
MA. The July test saw an uptick in the moving average breadth indicator but a continued rise in
drawdowns.

While the theme of "Fail, Test, Hold" continued in June and July the internals of the market begun to
shift and show greater signs of weakness. The last three tests of the 50-day MA by SPX saw us go
from 28% to 46% to 48% of stocks down double digits.

2011 saw a similar picture, its chart on the next page.
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EQUITIES - 2021 THEME

In March '11 there were 38% down then 48% in May and when SPX tested the 200-day MA on
August 1st there were 51% stocks down double digits. Over the next five days the index fell 13%. We
can see that the % above the 50-day MA was also making lower lows while price was testing the 1265
level. By the final breakdown less than 30% of stocks were above the 50-MA, many traders at that
time began calling for a "breadth bounce" but sellers weren't done yet.

I'm not pointing or calling for a repeat of 2011 but using it as an example of when the internals were
breaking down ahead of the index and as an example of the resulting price action that then followed.
At the end of the day the S&P 500 truly is a market of individual stocks and over the last two months,
more of those stocks have begun showing signs of distribution and weakness. Maybe we'll see
improvement and their reversals will be the catalyst for the next leg up in the SPX but it's also very
likely the weakness pulls down the index, and ironically the 2011 example took place in August as
well. As Mark Twain is credited for saying, "history doesn't repeat itself but it often rhymes."
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EQUITIES - SECTOR LEADERSHIP

TN

We still have yet to see a new high in offense sectors over defense sectors. In fact the best performing

sectors and the only sectors to outperform the S&P 500 last month were Health Care, Real Estate,

Utilities, and Tech (in that order).
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EQUITIES - CONSUMER RATIO

After the last chart showing the ratio between offense and defense sectors, this next one shouldn't be
too much of a surprise - the consumer ratio (the ratio between Consumer Discretionary and Consumer
Staples) has also failed to breakout, for both the cap and equal weight versions.
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EQUITIES - SECTOR BREADTH

While on the topic of sectors, here are each of the sector's breadth readings for the % above the 100-
day moving average. The Defense group, (XLRE, XLV, XLU, XLP) all have over 50% of their
holdings above the 100-day MA while the more offensive sectors have just 2, XLK and XLF with
over 50% of stocks above the 100-day MA. This is contributing to why we're seeing weakness in the
offense vs. defense ratio, the breadth picture is starting to diverge and not on the favor of the more
'risk on' sectors.

MTHRASHER

ANALYTICS

XLV >100MA - XLV 100MA {Market Breadth) - 1 Day Line Chart - USD - No Layout

YUY
= Y N )
./\//\/ o~ /\/\-\ /\.,42.\\. / e ' . P _oo nnn
\/ NN y. \

AN s \
. \\ SN ‘ :";‘ AL x\ .‘I v
VAA, / . JJ N
e

p Nov 2021 Mar May Jul

11111650 % g

T TuuLTUU

-97.000
-88.000
-80.000
~73.000
-66.000
~60.000
-54.000
-49.000

g <

ST

% above 100-day MA

Nov 2021 Mar May Jul
[9Optuma ======= 1st Aug 2021

1.009529¢ xv g

wwww.ThrasherAnalytics.com - Not For Redistribution-




EQUITIES - FAAMG

While the S&P 500 has held firm above the prior July swing high, the FAAMG group, which had been
driving stocks higher in the last few weeks took a slight stumble as a result of some poor Q2 earnings
reactions in stocks like Amazon. Equal Weight S&P 500 also finished the week right at that July
swing high.
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EQUITIES - CORP. BOND SPREAD TFX

Of the major stories over the last year has been the drop in the corporate bond spread to historic lows.
When spreads decline it's often the market signaling its lack of concern over the creditworthiness for
the corporate bond market (yes this is extremely simplistic description!). Typically when stocks are
going up, the spread is going down as the fixed income market confirms the bullishness towards
corporate America.

But when the correlation begins to rise as a result of spreads widening (rising) it can often be said that
fixed income markets have begun getting a little more concerned relative to their equity counterparts.
And that's what is happening right now. The 50-day correlation between bond spreads and the S&P
500 is at its highest level since the summer of 2018. While it must be acknowledged that spreads are
still extremely low in a historical context, the resent rise still can't be ignored.
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SECTORS - PERFORMANCE
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SECTORS - REAL ESTATE

As I mentioned earlier, Real Estate was one of the best performing sectors in July and has one of the
strongest breadth pictures of the 11 sectors. Over 90% of its stocks are still trading above the 200-day
moving average and there's a rising level that are above the 20-day MA as well.
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SECTORS - COMMUNICATIONS

On the other hand, we have a falling percentage of stocks in the Communications sector that are above
the 200-day MA, this figure went from over 90% to 73% with XLC just a few points off its all-time
high. We also have a slight series of lower-highs in new 3-month highs and Volatility Adjusted
Momentum is diverging. Not the best setup for XLC.
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INT'L: EMERGING MARKETS

Emerging Markets, driven by big moves in China and Hong Kong markets, have fallen back below the
major 2008 high as well as the 2018 prior high. This has gotten a lot of attention, even making the
cover of the latest The Economist Magazine and the headline, "Dashed Hopes: Emerging Markets'
Growth Problem". These types of headlines often get viewed as contrarian, i.e. if its on the cover then
its already well in the price. That break of the '08 high is significant but EEM is still above the 50-
week moving average and I'm watching that level as well as the 2018 high, should EEM get a bounce.

However, I think the weakness in emerging markets has bigger implications for commodities, which
I'll discuss on the next page.
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COMMODITIES & EMERGING MKTS

With the weakness in emerging markets, the correlation between EEM and the CRB Commodity Index
has fallen to the lowest level since 2018. Emerging Markets often lead the commodity market and
we've seen several major tops in commodities form after emerging markets breakdown first, noted by
the light blue lines on the chart below. There's been a lot of discussion about rising inflation and we've
seen some huge moves in commodities like lumber, corn, and coffee but it's possible the drop in
emerging markets is leading to another major peak in commodities as well.
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CoOMMODITY - GOLD

A quick update on gold.... gold futures rose last week to test the 50-day moving average but saw some
selling come in as the precious metal was unable to get a breakout and closed Friday back below the
nearby 200-day MA. Gold is now in a short-term consolidation between the 50-day MA and the
previously discussed (in prior letters) June VWAP. I'd like to see sentiment get above 50%, it closed
the week at 39% bullish. I'm still bullish towards gold if it can hold above $1800. The prior
commodity chart would have implications for gold as well should the broad commodity market be put

under pressure.
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COMMODITY - PLATINUM

Platinum is my favorite COT chart for this week and I'm not alone it seems as there's been a pick up in
buying by Commercial Traders which have been working off their net-short position. Commercial
Traders are almost always net-short some amount of Platinum but when they bring that net position to
less than 20,000 contracts (marked by the gold vertical lines), we've seen a rally in platinum futures.
As of the latest COT report, the net position is -19,109 and Commercial Traders are now at their 70th
percentile, the highest since the last big run in the metal last year.

Platinum wouldn't be necessarily immune to a drop in the broad commodity market as discussed two
pages prior. During past declines in the CRB Index platinum struggled all but once (2018) so we want

k hat in mi hen di i ial bullish i Is.
to keep that in mind when discussing potential bullish setups in metals T A THRASHER
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DAILY SENTIMENT INDEX
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TREND MODELS
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DISCLAIMER:

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:
http://thrasheranalytics.com/terms-of-service-agreement.
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