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Brief Summary:
Not a lot of price movement last week, with the equity markets digesting Powell's speech and the big
miss in the labor market data for August. We saw mid caps make an attempt to breakout but unable to
finish the job. More large cap stocks have fallen below the 200-day moving average but we continue to
see good improvement in the 6-month high list although it's yet to show clear expansion. Sentiment has
gotten a little frothy with the highest reading since September 2020. Gold saw good performance, rising
back to the prior swing highs. Natural gas is a major chart this week and I think the setup is bearish for
gas going forward. 

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 was relatively flat last week. The VRT 2.0 remains below its signal threshold. 

Volatility: VRT 
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The VIX remains in a low volatility environment with neither a new VRT 2.0 or peak signal. 

Volatility: Top & Environment
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Market Health Report
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The Market Health Report (MHR) finished the week down two points to +10. With 4 categories above
zero. The MHR remains supportive of the equity market and has done a great job identifying dip
opportunities.



TA Mean Reversion Indicator
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Please refer back to last week's introduction to the Mean Reversion indicator and data set for more details
on the following tables and charts.



TA Mean Reversion Indicator
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TA Mean Reversion Indicator
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TA Mean Reversion Indicator
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KWEB had received a green signal which I discussed in the prior letter. During last week's trading,
KWEB rose a little over 9% (while SPX was up barely half a percent) and finished the week right at
the 10-week moving average. 

The 10-week has done a good job 'defining' the down trend since March, stopping prior brief bounces.
Notice the last green signal we got at the end of 2018 which saw the 10-week MA once again act as
resistance before a double bottom formed and KWEB began a new long-term trend higher. There's a
lot of China news/noise with the Chinese gov't getting more heavy-handed in the tech sector. The
Mean Reversion Indicator doesn't care about headlines but it's still important to know the type of
environment the security is in. I'll be watching this week if KWEB can break that 10-week MA.



The S&P 500 finished the week higher while being fairly flat on both Thursday and Friday as markets
moved into a long weekend in the U.S. (for my international subscribers, remember U.S. markets are
closed on Monday in observance of the Labor Day holiday). Nothing really new to address on the
daily chart here, so I'll leave it at that.

Equities - S&P 500 Daily
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Last week I discussed the nice improvement in mid and micro caps. Mid caps were knocking on the
door of a new high but wasn't able to get it done last week, ticking slightly lower at the end of the
week - unable to close at a new 52-week high. That Mid cap chart remains a big focus going forward.
I discussed it on Fox Business a few weeks ago, that if we can get smaller securities to rally, that
could be the fuel to drive the markets higher to finish the quarter and into year-end. We've started
seeing that but they need to keep strengthening and not see a double top right here which would
obviously be bearish.

Equities -  Asset SIze
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Another update on the drawdown chart. We continue to have about a third of S&P 500 stocks in a 10%
correction while we keep squeezing out marginal new highs in the index. We have seen a downtick in
the % of stocks that are off by at least 20%, finishing the week at 8.5%. This is still well above the
June and July levels but a slight improvement from August. 

Equities - Drawdowns
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We are back to over 60% of large cap stocks trading above the short-term 20-day moving average and
about the same amount over the 50-day moving average, both indicators making good improvements.
However,  it's interesting to see the % above the 200-day moving average has moved back under 80%.
Part of the reason for this is industrial stocks have gone basically no where and similar to the index,
the average sector has 76.6% of stocks above the 200-MA which isn't helped by energy stocks having
rolled over and XLE is trading below its own 200-day moving average as well. 

Equities - Breadth
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Looking at the number of stocks making 6-month highs, it's a mixed bag. We are still well off the peak
of 47.5% set in May but also no longer in the teens like we saw a few months ago. While we are back
to 26% of stocks trading at 6-month highs, I'd like to see this list expand, it's been hitting just under
30% for several weeks now and while that's not horrible, seeing this list grow vs. stagnant would be an
encouraging sign. We'll see if this market can see broadening participation after the Labor day holiday.

Equities - 6-month Highs
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Previously, Nasdaq breadth was some of the weakest across the board. In recent weeks we've seen
Nasdaq Composite breadth greatly improve, going from less than 30% of stocks above the 20-day
moving average to more than what's shown for the S&P 500! With that, there's been a pick up in
relative performance for the Nasdaq Composite over the SPX as shown in the top panel of the chart
below.

Equities -  SPX vs. Nasdaq
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Part of what's helping drive the Nasdaq Composite higher and see an improvement in short-term
breadth has been the improvement in performance for recent IPOs. Below is a chart of the
Renaissance IPO ETF (IPO) and the S&P 500, while IPO is still below its high watermark, it's shown
strong relative performance off the ratio's May low (bottom panel). When investors are bearish, they
don't often chase after IPOs, so this is a good sign for market bulls if this trend can persist. 

Equities - IPO Strength
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With the recent improvement in performance of Nasdaq stocks and the broad equity market in
general, it's not a huge surprise to see sentiment also rise back to frothy levels.

Below is a chart of the 25-day average of S&P 500 and Nasdaq 100 Daily Sentiment Index (DSI) %
bullish readings. Note the 25-day average is now 83% bullish, the highest level since last September,
just before we saw a quick 10% drop that quickly drew in dip buyers. Prior high sentiment readings,
noted by the orange vertical lines, have not been followed by favorable  short-term (at least) market
performance. 

Sentiment has gotten quite high and stayed there, which has driven the little over 1-month average 
 to a multi-month high. There's few bears left out there which will cause some to wonder who will
be the next buyers to push demand higher in the short-term.

Equities - Sentiment
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Sectors - Performance
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Sectors - Consumer Staples
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Consumer Staples have been a poor relative performer this year, although they've still been making
higher-highs on an absolute basis. The XLP breadth chart stands out to me, as it shows declining level
of stocks above the 200-day moving average, one of the lowest readings of all the sectors (energy
holds the bottom spot with the fewest). Notice we've gone from 88% of XLP holdings above the 200-
MA in June to just 53% as of Friday. 



First let me apologize for how busy this chart is, there's a lot to unpack. Let's start from the bottom
and work our way up: 
1st. Z-score - Natural Gas has a 5-yr z-score right now of 3.39, the highest z-score since 2005! Since
the mid-90s we rarely have had a 5yr z-score get above 3, it's hard to argue that gas isn't overly
extended on a historical basis right now. 
2nd. Sentiment - The 10-week average DSI reading is 80.7% bullish, the highest since 2014. I've
marked each prior 80+% reading with orange vertical lines, notice how they all came as natural gas
was peaking and soon saw lower - and in some cases much lower - prices. 
3rd. Positioning - Large Traders have a massive net-long position in nat gas while Commercial traders
have their largest net-short. Should gas revert lower, those Large Traders, who are mostly trend
followers, are likely to see systematic signals to de-risk and that's a lot of longs that will need to be
unwound.
4th. Price. - I've drawn a horizontal line at $4.75, which we are currently just below as of Friday.
Notice how this has been a critical price level for the nat gas market for the last 30 years. Resistance
in 1996, support three times in the early 2000s, then resistance for the last decade. 

Maybe gas breaks out to a major new high, but based on the above 4 points, I think there's too many
headwinds for price to fight in order to see that happen. Outside of a macro event (weather-related) I
think it's going to be very tough for gas prices to keep rising.

Commodity -  Natural Gas
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Gold continued to rally last week, with another strong advance on Friday, finishing just under the
August VWAP and prior recent swing highs. While momentum has broken out and strengthened,
sentiment interesting has not. We still have very few bulls for gold futures at just 25% bullish based on
DSI data (bottom panel of the chart). If gold gets a breakout this week and clears $1832 on a closing
basis, I think it will start getting a lot more attention.

Commodity -  Gold
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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

wwww.ThrasherAnalytics.com                   - Not For Redistribution-



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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