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Brief Summary:
In the final week of 2021 we saw good improvement made in the breadth and momentum data. As you'll
see on the first page of the letter - each of the major models I track saw improvement or already in bullish
territory. This is a good sign for equities as we head into the new year but the skeptic in me wonders if this
improvement just is a result of the ultra-low volume and trade activity that takes place in the final weeks of
December. I also can't seem to shake the fact of how poorly small caps have been performing, when Nov.
& Dec. are typically good months for the little guys of the stock market. 

The biggest improvement and the latest driver for equities has clearly been in the defensive pockets of the
market. All the utility and consumer staple stocks are above their 20-day moving average and the ratio of
cyclicals vs. defensives has been moving lower for several weeks. Real Estate and Utilities were the top
two performing sectors last week, Consumer Staples was the best performing sector for the month of
December, and Real State was the top performer in the fourth quarter. 

Stocks seasonally do well at the end of the year and 2021 was no expectation with the SPX up over 10% in
Q4 but it wasn't caused by a shift in preference to the high beta/'risk on' parts of the equity market. No, it
was the health care, staples, and real estate stocks that finished strong in the four weeks of the year.

Going into the new year I'm watching international markets, small caps, and commodities. I'm interested in
what was left behind in the year before and see if value shows up in the next twelve months. Metals have
become a laughingstock and no one even talks about foreign equities any more. Maybe this is the extreme
in sentiment they need but first they need to show some early signs of strength, we'll see if that happens. 

Market Dashboard
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As to be expected, volatility declined last week during the week of 2021, with spot finishing under 18.
VRT 2.0 remains below the signal threshold. 

Volatility: VRT 
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VIX moved into a Low Volatility Environment at the end of last week.

Volatility: Top & Environment
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Market Health Report
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The Market Health Report (MHR) continued to strength during the last week of the year. MHR is at the
highest level since November with all five categories above zero. 



All five categories of the Bullish Confidence Score are still above their thresholds, a positive sign for
equities. 

Bull Confidence Score
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Below is a table of 18 gauges of risk appetite such as offense vs. defense sectors, foreign markets vs.
domestic, small vs. large cap, lumber vs gold, high beta vs. broad market, high yield debt vs. Treasury debt,
etc. The table shows each ratio's 1-year percentile going back the last 3-months (35 trading days). As the
data improves, it turns green and as it declines it becomes red.

Risk Appetite Ratio
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Bearish

Bullish

The average Risk Appetite Ratio percentile improved by the end of last week, ticking higher by 1
point to an average on Friday of 45th percentile. While higher than the week before, this is still
below the half mark and suggests that some corners of the market remain cautious compared to levels
shown over the last year.



With most traders likely off their desk, closing their book early, stocks drifted lower on Thursday and
Friday. We remain above prior breakout levels and the S&P 500 is just a few points off its all-time
high. Momentum is testing the December swing high and hopefully isn't starting to make the top-end
of a bearish range - which typically occurs when RSI moves between sub-30 and as high as 60. We
move into the new year with improved breadth and broad market momentum and I'm encouraged to
see the MHR categories all back in positive territory. 

Equities - S&P 500 Daily
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Drawdown data improved last week with the average stock down "just" -9.2% and "just" 35% stocks
in a double-digit decline. This data isn't screaming bullish but it's an improvement, so we'll take what
we can get! The low volume trading period around Christmas and New Year's allowed stocks to patch
up their wounds and hopefully begin the process of long-term improvement. We'll get more insight
into this as trading begins this week and if heavier volume continues this trend or if weakness re-
enters the picture. The following weeks will give us a much clearer picture.

Equities -  Drawdown
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We finished 2021 with nearly all the stocks back above the short-term moving average as over 90% at
one point were trading over the 20-day MA. We also had good improvement in longer-term breadth
with 72% back above the 200-day MA. While this is still below levels seen earlier in the year, it's
encouraging that we're back above 60% and the trend is rising. I'll be watching if bulls can get us back
above 75%, which was the November high.

Equities -  Breadth
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I mentioned earlier that about 90% of stocks had gotten back above the 20-day MA, the data is even
more impressive when we peak at the sectors. Defensive sectors have shown serious strength and
have some of the best short-term breadth figures. 

In fact, all of the stocks in XLP and XLU are above the 20-day moving average, 93.8% of health
care, and 96.7% of real estate. What's driven the broad market higher has been the improvement in
these lower beta, defensive corners of the market. 

Equities - Sector Breadth -1
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Looking again at sector breadth, but this time at the % above the 200-day moving average. Again, we
can see the strength in the defensive sectors. All four have at least 75% of stocks above the long-term
MA while just three offense sectors have at least 75%.

Equities - Sector Breadth -2
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Once again we can see here the defensive portion of the market has been in the driver seat. The ratio
of Cyclical vs. Defensive industries continues to move lower with the defensive group sitting just a
few points off the high and cyclical stocks still under the November high. 

Equities -  Cyclical vs. Defense
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27.72% of stocks have made a 6-month high in the last five days. This has been about the peak in 6-
month high we've seen since the summer. The 1-month average of this data is still sub-20% but has
begun turning higher with the late-December strength. Can we get an expansion in new 6-month highs
at the beginning of the new year? That's what bulls would want to see to get more confident in the
record setting up trend we're in has legs to continue. 

Equities -  6-Month Highs
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International markets didn't receive very much love in 2021 with the spotlight staying firming with
domestic mega cap stocks. Emerging markets, EAFE, and ACWI ex-US are still near or under the
September lows. If these indices can't get back above the 200-day MA then there's little hope to see
rotation back to foreign markets. But if they can get some strength, I expect many money managers
are under-invested in foreign equities and they may be forced to chase should they improve. 

Last week I mentioned the z-score for ACWI ex-US had gotten stretched to the downside. That's still
a chart I'm watching and a move back above the 200-MA would be a good sign that buyers are indeed
seeing value internationally and that proverbial rubber band begins to contract from such a stretched
position. 

Equities -  Int'l Markets -1
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Looking at the breadth data for foreign markets, just 54% of countries are above the 200-day moving
average, one of the lowest levels in over twelve months. The trend of lower-highs and lower-lows in
breadth isn't a bullish sign for foreign equities and will need to improve should they have a chance of
drawing in bulls in 2022. 

Equities -  Int'l Markets -1

wwww.ThrasherAnalytics.com                   - Not For Redistribution-



I wrote last week that one of the key charts was the support levels in micro and small cap stocks.
Turning back to small caps once again, the Russell 2000 remains under the 200-day moving average
with SPX continuing to punch out marginal new highs. The SPX hitting a new high with small caps
under the 200-MA isn't something that's happened before in over a decade. Historically the end of the
year and January are bullish seasonal periods for small caps but that didn't play out this go around - at
least not yet. I'm watching that 200-MA for IWM, if it can regain that level then we could see traders
move back into small caps. 

Equities -  Small Caps

wwww.ThrasherAnalytics.com                   - Not For Redistribution-



Several letters ago, I shared this chart of growth vs. value and that if growth could show strength
(sending the ratio lower) then that would be bullish for small caps. They couldn't do it and growth
remained strong and with it, small caps weakened relative to large caps. I bring this chart back up
because I think it's a very good chart to keep an eye on for the new year and value has once again been
trying to take control and the ratio is inching back to near the breakout point. So, again, if value can
take over in relative performance, that should be bullish for small caps as well. 

Equities -  Growth vs. Value
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A new section of the report I'll be sharing in the new year will be looking at the most important
stocks to hedge funds. Using data from HedgeMind, which publishes a list of the 50 stocks that the
most hedge funds hold in their top 10 largest positions. This means these stocks likely are "in play"
by many hedge funds as they accumulate shares or exit positions. 

Using the Thrasher Analytics Mean Reversion Indicator (TAMRI), I've sorted the stocks by their
combined (Absolute & Relative) score, showing the 1st and 4th quartiles. These are no buy and sell
recommendations. These lists show stocks that have potential to mean revert higher (when the
TAMRI is low) or revert lower (TAMRI is high). I've also included the 1-year z-score of each stock. 

This can act as a great source of idea generation of stocks that hedge funds may be active buyers or
sellers in the coming weeks. I'll provide an updated list each week.

Hedge Fund Stocks
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https://hedgemind.com/


Sectors - Performance
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I think 2022 could potentially be a good year for commodities based on the catalysts that could show
up from the rise in natural gas prices spiking fertilizer prices and continued global supply issues. This
could explain why there's rumors that China is hoarding over half the global grain supply. The
Canadian dollar has a strong positive correlation, and often leading, relationship with the CRB
Commodity Index. I last referenced this chart when the  Canadian Dollar  was making a bearish
divergence with commodities. We did see a minor pullback in the CRB Index but it's since soak up
that decline and sits just below the prior highs. At the same time, the Canadian Dollar appears to be
finding support at the prior lows and saw a bullish bounce higher last week. If the  Canadian Dollar 
 continues to strength, along with other commodity sensitive currencies like the Aussie Dollar, then
that should be a bullish sign for commodities. 

Commodity - Canadian Dollar
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https://asia.nikkei.com/Spotlight/Datawatch/China-hoards-over-half-the-world-s-grain-pushing-up-global-prices


TA Mean Reversion Indicator

Below are short-term, intermediate, and major signals produced from improvements in the Thrasher
Analytics Mean Reversion Indicator. Please refer to the summery PDF in the newsletter archive on the
website for more details.



TA Mean Reversion Indicator
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For new signals, the next step is seeking price confirmation of the TAMRI signal by price strengthening.



TA Mean Reversion Indicator
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For new signals, the next step is seeking price confirmation of the TAMRI signal by price strengthening.



Daily Sentiment Index

wwww.ThrasherAnalytics.com                   - Not For Redistribution-

Source: trade-futures.com



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

wwww.ThrasherAnalytics.com                   - Not For Redistribution-



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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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.


