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Brief Summary:
The S&P 500 is now down a little less than 3% from its 52-week high with the average large cap stock
down 10%, underlining some of the internal weakness that's plagued - but not derailed - the up trend.
Volatility has been subdued and risk ratios have been curiously trending higher, but dip buyers weren't
able to prevent a slight dip under the 50-day MA on Friday. There were massive inflows into equities and
out of cash last week which comes ahead of this week's FOMC meeting and after last week's September
option expiration. 

The Market Health Report is on the edge of turning bearish, we'll see if it makes that move this week or
if dip buyers retain control and get us back moving higher. I lay out in the letter the things I'm looking for
in both scenarios. 

Energy commodities have gained a lot of attention with natural gas being a focal point. I think there's
much greater risk to a move lower in gas than a continued climb higher, which I go into greater detail in
the letter. I also am very interested in watching palladium which has seen Commercial Traders add to
their net-long position (the first in the data sets history) while also setting up for a potential major mean
reversion bounce. October through December is a bullish seasonal period for palladium and so I'm
watching closely for signs of a reversal. 

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). 

Spot VIX finished the above 20, which while near the high-end of its recent range, is lower than what
many may have expected with last week's decline in equities. While last week was a VIX futures
expiration week, we still didn't see a lot of movement in volatility markets. Because of this, dispersion in
the VIX and even more so the VIX for the Nasdaq 100, has continued to compress. We aren't quite to a
level to draw major concern but the setup is building. We'll see if it produces any signals in coming
weeks. 

Volatility: VRT 
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On Friday the environment signal for the VIX moved back to low volatility. Spot VIX closed under the
prior Friday's close, even as equities made a lower-low. Volatility has been awfully quiet. 

Volatility: Top & Environment
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Market Health Report
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The Market Health Report (MHR) finished the week down -4. In my mid-week update I noted the MHR
was at -3, the chart apparently hadn't finished downloading all the trend data which was 1 point lower than
when I sent the email. It didn't make a material difference; we still were above a -5. However we did reach
-5 the next day but it wasn't with a 15-day low, which is when we look for MHR readings. Friday closed at
another 15-day low and again gave us a -4 reading. The market is weak but still remains the important
signal levels. 

Where do we go from here with
the MHR? If we see further 15-
day lows that bring us down to -5
(or lower) then I think we could
see material downside risk. If
instead we see dip buyers re-
emerge, I'll be watching for a
move in the MHR back to +6
which is noted by the green
arrows on the chart below. That
will signal strength has come
back to the 5 categories and
potential upside could be
expected. 

Needless to say, this will be an
important week.



TA Mean Reversion Indicator
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Below are the tables for the Thrasher Analytics Mean Reversion Indicator. Any pertinent details of signals
produced will be discussed on the pages below. Signals are not produced every week as they are entirely
price dependent. Refer to the summery PDF in the newsletter archive on the website for more details.



TA Mean Reversion Indicator
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TA Mean Reversion Indicator
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TA Mean Reversion Indicator
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Palladium is preparing to potentially give a signal with its Absolute and Combined Indicators both
under -50. We'll see if it reverses soon. There's been just two prior times we've had a green signal for
palladium and both were followed by major rips higher: 2008 and 2016.  I've written about palladium
before, noting the historic first time commercial traders had gone net-long the metal. That trend has
continued, they are now net-long 2,060 contracts. It hasn't had a bullish impact on price, which has
seen further decline. But something is developing in palladium and platinum. Platinum also is seeing a
bullish development in the COT data with Commercial Traders holding one of the lowest net-short
positions in 20 years and Large Speculators just now going net-short for the first time since February
'19, right before the metal rose 27% over the next year. 

Energy commodities (nat gas and uranium) are drawing all the attention right now but these base
metals have my focus and they seem to be going totally ignored. 



We finally saw a break of the 50-day moving average on Friday, the first since June. The S&P 500
spent the week struggling to recover the 20-day moving average and then saw a drop below the 50-
day. With it, momentum also made a new multi-month low. 

It's not as if dip buyers didn't emerge. Global equity funds took in over $50 billion last week and U.S.
funds saw $46 billion in inflows, the most in 6 months. A big chunk of that seems to have come from
cash, which fell by almost $40 billion (ICI data), the largest outflow of the year. Does the fact that dip
buyers threw a lot of cash at this market and were unable to trigger a bounce (yet) have meaning? I
think it does if we see further downside this week, which involves an FOMC announcement and an
"unclenching" by dealers following last week's massive option expiration. 

Equities - S&P 500 Daily
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Last week I shared the chart of the streak of trading weeks without a 2% weekly decline. That streak
has still gone unbroken (we are at 29 weeks as of Friday). Another interesting streak that's developing
is the lack of consecutive closes under the 50-day moving average. We've now gone 219 days without
back-to-back closes below the moving average, should it continue Monday, it will tie as the second
longest since 1950. Is this important or just a fun fact? Based on the small sample size, when the
streak has gone over 200 days (n=3), it doesn't appear to have been a key market signal. Two of the
three saw further upside and the third saw a minor pullback. So it's interesting but not something I'd
place a lot of weight on. 

Equities -  Lack of Decline
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We had the lowest number of stocks above the 200-day moving average last week and that continued
this week, landing us at 68.7% of S&P 500 stocks. Last week's decline took us to the prior major
swing low in % of stocks above the 20-day MA, at 28%. Will we see a break lower? Time will tell.
Breadth clearly is not a bullish talking point for U.S. equities with just 42% above the 50-day MA and
a multi-month low in % above 200-day. 

Equities - Breadth

wwww.ThrasherAnalytics.com                   - Not For Redistribution-



An update on this chart which I shared an update also last week. The theme has been test & hold with
most getting support by rising breadth data and falling drawdown numbers. That pattern hasn't
continued into September, with a declining number of stocks above the 50-day MA and 42% of the
index down at least 10%. I noted earlier the massive inflows into equities last week which didn't seem
to give the needed fuel to get a solid bounce. Maybe it'll come this week? What we know however is
that the internals are shifting from tailwind to headwind. 

Equities - Test & Hold
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In prior letters I noted I was looking to see if we got an expansion in 6-month highs. We didn't. What
we have been getting instead is an expansion in 6-month lows. Last week saw some of the highest
numbers of new 6-month lows since March. Meanwhile, the 15-day average of new 6-month highs
has gone from flat to moving lower. 

Equities - 6-month Highs/Lows
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We got another lower-low in the percentage of stocks that are in defined up trends based on the ADX
indicator. just one-third still are classified as trending higher, the lowest figure since July. 

Equities - Up Trends
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With stocks moving lower over the last two weeks you'd expect risk ratios to be moving lower too,
right? Well, that hasn't been the case. This is a bit of a head scratcher. High Beta stocks haven't been
showing strong relative performance since June but recently have emerged, along with equal weight
and small caps, relative leaders in recent weeks. Not the type of activity that is associated with
investors de-risking. Is this a result of dip buyers focusing on higher beta stocks instead of the index or
mega caps? Maybe. I'm watching small caps this week to see if we do see some continued strength
there against the large caps. 

Equities -  Risk Ratios
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The spread in the Daily Sentiment Index readings for the S&P 500 and the VIX can be a key
indicator that a shift has occurred in risk exposure. Back in 2018 and quickly in 2020 we saw an
expansion in the difference of % bullish for the SPX and VIX, shown in the bottom panel of the
chart below. When a higher-high was put in, meaning sentiment growing more bullish for volatility
over equities, we saw further downside as selling expanded. This hasn't happened yet today, but it's
something I'm keeping an eye on as a possible sign that selling will continue. Should we not
breakout, then that would give evidence that dip buyers haven't abandoned U.S. equities just yet.

Equities - Sentiment Spread
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Sectors - Performance
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Between Thursday and Friday, natural gas futures fell 6.5%. I admittingly didn't think we'd see that
kind of late-stage run up nat gas, looking for sellers to come in closer to $4.75-$5 but we saw price
over-shoot and with it a start to a sharp move lower late in the week.  Large Traders over the last
couple of weeks have also been scaling back their net-position into last week's (possible) top.
Sentiment has also started to begin rolling over. 

Russia is the primary supplier of gas to Europe and on Friday 40 members of European Parliament
called for an investigation against Gazprom (Russian-owned exporter) for intentionally causing the
spike. It seems the rise in nat gas is more politically motivated than a pure result of supply/demand and
if that's the case then the energy commodity could see further downside as Russia stated they will
bring more supply through a pipeline that goes through Ukraine, which they had been less interested in
doing earlier in the summer.  

Commodity -  Natural Gas
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https://www.ft.com/content/5ec6b18d-c855-408d-acad-cb5779d101a8


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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Daily Sentiment Index
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Trend Models

wwww.ThrasherAnalytics.com                   - Not For Redistribution-



Trend Models
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Trend Models
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