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Brief Summary:
Nothing matters anymore except a few mega cap stocks. In fact, over the last three months, 30 stocks
have accounted for 73% and 10stocks have contributed 40% the year-to-date gain for the S&P 500. 

I've been discussing the breakdown in breadth and increasing in drawdown of stocks for several weeks.
This week is no different but like the past, I take a look at the data from a different angle and hopefully
give you a unique view at the market. Here's where we stand as of today:
-Market Health Report is just +1, the lowest reading at a new SPX high since January 2018.
- Just 67% of stocks are still above the 200-day Moving Average.
-The average S&P 500 stock is down 10% and even the three critical sectors (XLF, XLY, XLK) have an
average drawdown of over 10%, something that only happened at the peak in '18 and '00.
- Only 46.8% of stocks are outperforming the index right now, of the lowest readings since Sept. '20,
Dec. '19, and Oct. '18. 
-We went from 17% of stocks making new 6-month highs in November to less than 8% on Friday.
-Friday was the first time SPX has ever made a new 52wk high while IWM was under its 200-day MA.
-The market is showing a rotation away from cyclical stocks to defensive names.
-Inflation and employment figures have now reached levels that have typically associated with the Fed
hiking rates. The FOMC meets this week, and a hawkish shift would not be welcomed by the tech-heavy,
margin-stretched, growth-focused weighted equity market right now.

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). 

On Friday we saw the S&P 500 squeeze out another marginal new all-time high but while VIX has moved
lower, it still remains well above its multi-month low. Spot VIX did see one of its largest single week
declines last week, following last week's Letter note that VIX was 'over extended' relative to VVIX,
implying we should see volatility move lower which in fact it did. 

Volatility: VRT 
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Spot VIX has continued to move lower since the Aggressive and Conservative Peak Volatility Signals
but we remain in a High Volatility Environment as some of the internal data remains elevated.

Volatility: Top & Environment
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Market Health Report
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The Market Health Report (MHR) moved up to +1 by Friday but has given us a signal we haven't seen
since late-January 2018: a MRH under +2 when the index hit at least a 3-month high. This tells us that the
5 categories are still low even though the index is showing strength. In '18 the blow off top was set a few
days later and a 10% correction soon followed. 



Mid-last week I sent a special update with the Bullish Confidence Score rising back to +5, marking a
potential dip buying setup as some of the internal data improved off very low levels. We closed out the
week still at a +5 as the index moved to a new all-time high. 

Equities - Bull Confidence
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Lack of confirmation will be a heavy theme in this week's letter and really has been a theme for many
letters as it pertains to narrow participation. What we can add to that lack of confirmation list is
additional lower-high in momentum that accompanies Friday's new high. Buyers came in aggressively
off the test of the 50-day moving average and took stocks back to highs. We last saw a new 52wk high
with an RSI under 60 in March, but we'd have to go back to June '17 and March '15 for the times
before that. We don't see a new high with this low of a RSI reading very often.

Equities - S&P 500 Daily
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Once again, another week of lower-highs in the % of stocks above the various moving average. In
November we had 75% above the 50-day MA, with Friday's new high in the index we sit just under
60%. Same for % above the 200-day MA, we're now at just 67%. Excluding the recovery from the
Covid Crash, the last time we hit a new 52wk high and had less than 68% of stocks above the 200-day
MA was August '18, a month before the index saw a peak before the Q4 mini-bear.

Equities -  Breadth
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On Friday we saw 90.5% of stocks rise over the prior week. Below we can see when at least 85% of
stocks advanced in a single week with the index at a 52-week high. Minor pullbacks were not
uncommon, notably Sept. '20 and 2012, but we can't ignore the 2013-2014 period where minor pulls
backs saw aggressive dip buying, similar to the year we've just had.

Equities -  Weekly Gain
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With the Index now at another new high we still have the average stock down over 10% and one of
the highest readings of stocks down at least 20% from a high, at 16.87%. The last time we saw the
S&P 500 within 0.5% of a 52-week high and the average drawdown was at least 10% was October
2018. 

The declining level of participation is amazing right now and I've got several more studies on this
topic to discuss on the topic in this week's note.

Equities -  Drawdown
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In November letter and in a public blog post (Using Drawdown Data As A Market Indicator) I
discussed a concept of looking at three important sectors (Consumer Disc. Financials, Technology)
and their respective average stock drawdown and how it impacted the broad market. I wrote that when
these three saw an average DD rise to 10%, stocks saw significant weakness, having happened just
twice: the peak in 2000 and the peak in 2018. In November the average of the three was a drawdown
of 8.8%. As of Friday, we have eclipsed the 10% threshold, marking just the third time in over twenty
years these three key sectors have had this level of extreme weakness by their individual stocks.

Equities -  52-week Lows
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http://www.athrasher.com/using-drawdown-data-as-a-market-indicator/


There's been a lot of discussion by financial writers and bank analysts about the extremely narrow
contribution to returns within the Nasdaq 100. I prefer to focus on the S&P 500, which was the focus
of my own study on % of stocks contributing to the index performance. Below we have the YTD
contribution by each S&P 500 stock, sorted by index weighting and then put in groups of ten. 

As you can see on the chart below, the top 10 SPX stocks have accounted for 40% of the year-to-date
gain. Truly amazing. But what's also just as impressive, there's not a 10-stock group that is negative
right now. 

Equities - % Contribution: YTD
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Let's look at the percent contributed to the last 3-months of the S&P 500 gain. Again, the top 30
stocks account for 73% of the gain and over 50% is accounted for by just the top ten stocks. When
does Standard & Poor's just ditch 450 of the constituents? 

Equities - % Contribution: 3M
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Is it normal to see this low of a level in stocks showing strength? Below is a study showing each
year's % of stocks that were outperforming the index, going back to 2006. Typically we see 55% to
60% of stocks outperform the index, with several years seeing a drift lower into year-end but rarely
do we get below 50% or to current near 46%. A few periods stand out. At the '07 peak we got to 46%
also at the '09 low when many stocks were assumed left for dead. We saw a low level of
outperformance near the 2015 high. More recently in Q4 '18 and at the end of the year in 2019. We'll
zoom in on the next page.

Equities - % Outperforming

wwww.ThrasherAnalytics.com                   - Not For Redistribution-



Here's a look at the same chart for just 2017-current. 2017 was a strong year for the index which got
good support by individual stocks as well. 2018 saw a steady drift lower from 60% to 44% by the
time the index broke lower, a similar move as we've experienced this year - a slow bleed. Coming out
of the Covid Crash, the index saw an extremely strong v-shaped recovery, outpacing most stocks
until later in the year. This year we had strong outperformance by individual stocks in the first part of
the year and then things began breaking down in the summer. 

While the same size is small, when we've seen this small number of stocks able to outperform the
index, the index was more susceptible to a bearish move than when the majority of stocks showed
strength.

Equities - % Outperforming
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Is it just that stocks aren't going up as much as the index or that they aren't going up at all? Looking
at the % of the SPX making new 6-month highs we've gone from 17% in November to not even 8%
on Friday.

Equities - 6-month Highs
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I've pounded the table on the lack of broad partiicpation, but what about some of the risk ratios? Are
investors still favoring economically sensitive sectors? Not anymore. The Consumer Ratio, the
relative performance between Consumer Discretionary and Consumer Staples is making lower-highs
for both the cap and equal weighted versions. 

Equities - Consumer Ratio
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Here's a chart of Cyclical Stocks and Defensive Stocks, with the underlying industries listed on the
chart below. Cyclical Stocks have begun to under-perform Defensive (third panel) and have
continued to make lower-highs in absolute terms as well. The latest leg higher off the most recent dip
has been focused more on health care/staples/telecom/utilities - not really the sign of "Risk On" you'd
expect or hope for.

Equities - Cyclical vs. Defense
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The FOMC meets this week, and we'll get their report on Weds. Michael Harnett of Bank of America
shared an interesting observation in a recent note, highlighting that CPI data has risen on average
0.6% MoM this year and if it stays at that pace or even dips to just 0.2% growth, we'll still be above
the 2% target rate the Fed has set by mid-next year. “CPI has averaged 0.6% MoM gains in 2021. If
that continues [over] the next six months, US headline CPI will be 7.4% in April.” - Hartnett

Econ - Inflation
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Hartnett also noted that the Fed has historically always raised its key rate when the KC Fed Labor
Market Conditions Index got above zero. According to the KC Fed, "A positive value indicates that
labor market conditions are above their long-run average, while a negative value signifies that labor
market conditions are below their long-run average." The chart below shows when the Index moves
above zero and Hartnett is right,  since the 1990s, the Fed has soon begun raising rates - most
recently at the end of 2015. We crossed above zero in April of this year, symbolically checking the
'tight labor market' box for the Fed and the inflation data checks that box as well. So what excuse
does the Fed have left? They'll think of something but it's becoming increasingly difficult for Powell
to kick the can.

Econ - Labor Market
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Sectors - Performance

wwww.ThrasherAnalytics.com                   - Not For Redistribution-



TA Mean Reversion Indicator

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

wwww.ThrasherAnalytics.com                   - Not For Redistribution-

Now seeking price confirmation of the TAMRI signal.



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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