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Brief Summary:
Breadth continues to improve in equities with strength showing up in mid and small caps, matching the
seasonal trend I noted last week. While large caps hit another new high, volatility has also been inching
higher for the second week in a row. In fact, small cap and Nasdaq volatility are also moving higher. This
is likely a result of heavy call buying activity (right tail pushing up vol), specifically trades in Tesla.
Speaking of Tesla, I think it's the biggest risk to the market right now. It's become the largest holding in
Consumer Discretionary and its volatility is a very large tail wagging a very important dog. 

While internals improve, the market is currently short-term over-extended and a brief pullback is not
unexpected. Momentum is the highest its been since Sept. '20 and the S&P 500 is more than 45% above
its 200-week moving average, a feat it hasn't accomplished since the late 1990s. Seasonality and internal
strength shouldn't be ignored, but the firming up of volatility, lofty sentiment, and the ripe potential for a
mean-reversion may present a buying opportunity in the future but the risk/reward currently is not
attractive. With an Market Health Report of +11, the market remains strong, just a little overheated at the
moment.

Commercial Traders have aggressively increased their 10yr bond exposure, which has been historically
followed by further downside in the 10yr rates, a bullish sign for bonds. PPI and CPI data comes out this
week, giving a possible inflation data catalyst for fixed income. Travel stocks have improved with a
strong advance on Friday, an area we've discussed a few weeks ago. Transports have also had a strong
run in recent weeks, a recent TAMRI signal industry. 

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). 

VIX rose for the second week, albeit at a very minimal amount. However, it's still of interest to see vol
firming up here while SPX hits new highs. A piece of this is due to Tesla, which I'll address later. But as
of right now, the VRT 2.0 has moved higher but still is below a signal threshold. 

Volatility: VRT 
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The VIX ticked higher again last week but remains in a Low Volatility Environment as it consolidates
between 17 and 15. 

Volatility: Top & Environment
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Market Health Report
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The Market Health Report (MHR) ticked lower by 1 point to +11. The loss in the score was attributed to
the move down in the Momentum Category. Because momentum is currently overly-extended to the
upside, it loses 1 point towards the Market Health Report total score. 



The S&P 500 advanced another week, finishing at another new all-time high. Momentum (Relative
Strength Index) has also climbed higher and is now at the highest level since September 2020. Price is
getting a little over-extended at this point and a brief retracement would not be the biggest surprise but
with internals remaining strong, a potential drawdown shouldn't be long-lived. 

Equities - S&P 500 Daily
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For the second week in a row, the S&P 500 rose to a new all-time high and the VIX moved higher. We
don't have a large sample size for this taking place due to the typical negative correlation between
equity and volatility. Below is a chart showing the prior occurrences. This appears to speak more
towards vol moving higher than major responses in equities. There seems to be a theme developing
where this doesn't appear to be a terrible time to be at least somewhat bullish on volatility. 

Equities - SPX & VIX Higher
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While not as often mentioned as the S&P 500 VIX, there is a VIX for other major indices as well. In
fact, the Russell 2000 and Nasdaq 100 VIX are both moving higher, following along with the Bond
VIX (MOVE Index). While SPX VIX is up over the last two weeks, it's not seeing the same move
higher as small cap and Nas volatility. A portion of what's driving Nasdaq (and some of SPX) VIX
higher is Tesla options and the aggressive buying of right tail options. 

Charlie McElligott of Nomura noted the TSLA option activity and the move in implied volatility for
January calls from 50% to 64% on Thursday, citing “because of the magnitude of this move and the
impact that TSLA and other mega-cap ‘weaponized Gamma’ names are having on Index per their
explosion higher in market cap, we’ve seen broad Nasdaq Index / QQQ iVol reset higher across the
entirety of the surface [and] it also impacted SPX iVol because of the significance of mega-cap
growth." Tesla is now the largest weighting in XLY and a top 5 in the S&P 500, making its price
action that much more important to the overall market. 

Volatility - Various VIXs
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If we were being picky, we'd still want more stocks above the 200-day moving average than we have
right now but broadly breadth has greatly improved over the last two months. Below is my Blended
Breadth Composite which continues to trend higher, an encouraging long-term sign.

Equities -  Breadth
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The next three pages will look at new high data, starting with 3-month then 6-month, then 52-week
highs. 

Friday saw 27% of large cap stocks hit a new 3-month high with the 15-day average of new 3-month
highs rising to the highest level since May. 

Equities -  New Highs
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6-month highs have been improving as well, with 26% of stocks as of Friday at a 6-month high and a
1-month average just below 20%. I'm watching the 30% area which put a cap on things over the
summer. An expansion above 30% would be a bullish sign of expanding breadth. We'll see if we get it
before year-end.

Equities -  New Highs
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Looking at new highs across asset size we can really see how strong small caps and mid caps have
been. the S&P 600 small cap index saw its most new highs on Friday in nearly 6-months. Grouping
them together, the S&P 1500 new high list is also trending higher, more due to small and mid caps
which is a nice change in trend from earlier in the year which was driven almost entirely by large
caps. 

Equities -  New Highs
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While individual equities have been greatly improving and the broad indices are hitting new highs, we
have now seen the S&P 500 rising more than 45% above its long-term 200-week moving average.
This is a feat the index hasn't done since the late 90s. It's hard to argue that the index isn't at least
short-term stretched right now. While being more than 45% above the 200w-MA didn't detail the up
trend in the late 90s, we did see minor pullbacks often follow before resuming the move to higher-
highs.

Equities -  Stretched Stocks
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Drawdown data still remains elevated with 32% of stocks down 10+% and 9.5% down 20+%. The
average large cap stock is down 9.5%, above the September SPX high when the average stock was off
"just" 7.9%.

Equities - Drawdown
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Equal-weight S&P 500 has been trending with the cap-weighted index, hitting new highs. We finished
last week with the FAAMG group rising back to test the prior September high. Will we get a breakout
as FAAMG joins the breakout party? 

Equities - FAAMG & EW
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Both the S&P 500 and Nasdaq 100 have Daily Sentiment Index (DSI) readings of 93% bullish with a
10-day average of 85.8%. Orange lines on the chart below show when the 10-day average is above
85% and as you can tell, they weren't great short-term periods for equities. Most periods saw at least a
brief pullback, most recently the 5% decline in September. Elevated sentiment is a long-term bearish
sign but from a short-term perspective, the risk/reward isn't screaming bullish.

Equities - Sentiment
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Last week I shared the below chart, noting the potential for a breakout higher or lower for growth vs.
value and the potential impact for small caps. The ratio ended up making (an initial)move higher but
saw a minor pullback to finish the week. Small caps were still able to advance relative to large caps,
seeing strong improvements to their breadth data and seasonality (shared earlier and last week). Will
growth sustain the breakout or see a false break that would likely be further bullish for small caps.
Refer back to last week's note on further details surrounding this topic. 

Equities - Growth vs. Value
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Equities - XLY & TESLA

wwww.ThrasherAnalytics.com                   - Not For Redistribution-

Tesla may be the biggest risk to the market right now. This is attributable to its size, the largest stock
in XLY and a top 5 in the SPX. While that alone isn't a major concern, the TSLA chart and the XLY
chart look shaky. First XLY.... Volatility Adjusted Momentum (VaM) has only been this high twice in
the last decade: April '10 and January '18, each preceded pullbacks in the sector and the broad market.
XLY is also trading at 12.4% above its 50-day moving average. It's been this far ahead of the MA
twice, each following major declines ('09 & '20) as the sector bounced back, not 12+ months after
recovering and making a year's worth of new highs. 

As far as Tesla, it's nearly 50% above its 50-day MA and is showing similar price patterns that
accompanied prior major pullbacks in the stock. The volatility alone of Tesla, which has seen eleven
30+% drawdowns in the last ten years, makes it a very big tail wagging a very important dog. And we
can't ignore its founder, which over the weekend said he'd sell 10% of his stock based on a Twitter poll
which as of this writing show's results favoring the sell. a 10% reduction would be about $21 billion.
This comes after his brother, Kimbal Musk, sold $108.7 million of Tesla stock last week, making
Elon's poll timing a little bit curious. 

https://www.wsj.com/articles/twitter-voters-back-idea-of-elon-musk-selling-10-of-his-tesla-shares-11636312972?mod=djemalertNEWS
https://www.sec.gov/Archives/edgar/data/1318605/000149473121000003/xslF345X03/edgardoc.xml


Sectors - Performance
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Fixed Income - Bond COT
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Big moves in positioning for 10yr bond futures. Large Traders took down their net position from over
80th %tile to the 30th while Commercial Traders jacked theirs up to the 100th %tile. Blue arrows
show when Commercial Traders have been this heavy in bond futures and the resulting move in the
10yr Treasury Yield. As you can see, the yield on 10yr Treasury's has often moved lower following
this aggressive positioning by Commercial Traders.

Jason at SentimenTrader tweeted on Friday that Commercials moved to be long more than 600k
contracts, the most since late summer 2018 while also being short $79 billion of equity index futures. 

https://twitter.com/sentimentrader/status/1456717377773711364/photo/1


TA Mean Reversion Indicator
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Sectors

Countries

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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Major Markets & Indices

Commodities



TA Mean Reversion Indicator
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Thematic/Active ETFs



TA Mean Reversion Indicator
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Two weeks ago the S&P 500 Transportation Index produced a Yellow signal on the TAMRI. This was
following by further upside in transports, being one of the strongest corners of the market most
recently with some individual names seeing large moves higher (rental cars, auto parts, carmakers,
ect.)



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
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Trend Models
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Trend Models
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