
F E B R U A R Y  6 ,  2 0 2 2

W E E K L Y  R E S E A R C H  &  A N A L Y S I S

T A B L E  O F
C O N T E N T S

Volatility 

B Y  A N D R E W  T H R A S H E R ,  C M T

Equities

Thrasher Analytics LLC                      - Not For Redistribution -

Trend Models

Bullish Bearish

Market Health Report

Hedge Fund Stocks

Sentiment

Sectors & Commodity

S U M M A R Y  O F  M O D E L S

 



Brief Summary:
I said last week the theme was that equities had hit a fork in the road, and I'd argue that theme continued to
play out and we've yet to see which path they will take. All eyes are on central banks as the Lagarde from
the ECB turned abruptly hawkish during a Q&A last week, suggesting we may begin seeing an even faster
pace of tapering and rise in rates than initial expected out of Europe. This setups for a global path of
tapering/tightening, just as the U.S. economy is pulling back on fiscal support as well....not ideal timing! 

Breadth data remains weak and wasn't assisted by massive price moves in stocks like Facebook, dropping
25% between Thursday and Friday. We haven't seen an expansion in fewer net-new highs just yet, but we
can't rule out that happening with less stocks above the 20/50/200 day moving averages. Dip buyers have
made an attempt to move into Nasdaq 100 futures, a historically bullish sign for equities. 

The Market Health Report has fallen to a -8, the lowest reading since March 2020 and as I show in the
letter, often is followed by further price weakness but also setups for a solid track record of an eventual
bullish signal as well. The markets remain messy and price action resembles little of what traders grew
used to in 2021. Bond volatility sits near its 1-year high and credit spreads are beginning to move higher.  

Market Dashboard
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VRT remains below its signal threshold. 

Volatility: VRT 
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VIX remains below our prior Peak signals but also remains in a high volatility environment, suggesting
volatility is still prone to make large intra-week moves.

Volatility: Top & Environment
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Market Health Report
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The Market Health Report (MHR) continued to move lower last week, even though we saw equities get a
bounce. MHR finished at -8. For the first time since the current decline in stocks started, sentiment has
now gone negative and breadth sunk to a lower-low. I'll look more at the MHR on the next page.



Market Health Report
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While MHR is at -8, it hasn't triggered a bearish signal since we haven't seen a new 15-day low in price.
But looking back at prior -8 readings when SPX was above a 15-day low, we get the chart below. The
major takeaway is that only a few occurrences saw an immediate low in price. Most of the time we
continued to see weakness in equities. Q4 '18 has been a similar pattern in price to today and like in '18,
we saw a -8 occur on the first counter-trend bounce on Oct. 17th, 2018. 

The one positive is when we see MHR get this low, the following bullish signal, when the model goes to
+6 has produced some great signals (green arrows) that equities would continue to rally. I'm looking
forward to whenever we do in fact get some strength back into the Market Health Report, but as of now,
we have a lot of work to do to get there. 



We saw some improvement to the Bullish Confidence Score, which rose to +3 last week. We're still 2
categories short of getting a bullish signal with Risk Appetite Index and Industry breadth still weak.

Bullish 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 saw a slight improvement last week.



Risk Appetite Ratio
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The average of the 18 RARs moved to the 34th percentile by Friday, slightly higher than the week
before but still well below the midline. Most of the improvement came from the international ratios
and the broker-dealer ratio.



After an attempt to move back above the 100-day moving average and the prior September high, The
market went 'risk off' on Thursday and was unable to make up enough ground on Friday to recover.
On the positive side, we do now have the S&P 500 back above the 200-day moving average and
momentum is sitting just below 50, bulls want to get the RSI back in a bullish range, meaning lows in
the 40s and no longer see dips into the 30s. The equity picture remains messy and large caps remain in
a multi-month consolidation. 

Equities - S&P 500 Daily
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We no longer have a majority of stocks above the 20-, 50-, or 200-day moving averages. While the
index has regained its long-term MA, just 48.5% of stocks share that achievement. I'll show on the
next page why this sets up for a messy market.

Equities - MA Breadth -1
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Looking back at market history of when there were less than 50% of stocks above the  20-, 50-, or
200-day moving averages, the trading environment got less than ideal. As you can see on the chart
below during the orange periods, Often price action poor until we exited this environment due to an
improvement in breadth. 

Equities - MA Breadth -1
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I mentioned earlier that environment of Q4 '18 looks similar to what we're experiencing today. To
that, one difference is the new net 52-week high data today vs.  2018, at least so far. In '18 we saw an
expansion in new new-52week lows and sellers took control of the tape. We broke below -10% net
new lows early on due to bearish market internals. Today we haven't seen a net move under 10%.
While many stocks are down 20+%, there's still many that are holding near highs in the financial and
energy sectors. I'll be watching this figure closely to see if we begin experiencing an expansion in
bearish breadth due to a lack of new highs and a growing is the new lows, a characteristic that
accompanies continued bearish price action.

Equities - Net New Highs
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The focus on the Fed and macro-driven events has picked up quite a bit this year, and rightfully so.
While the bond market is seeing an increase in volatility (more on this later), there has yet to be any
rippling effects over to the National Financial Leverage Index (NFLI). Historically when the NFLI
goes positive, financial markets begin to turn sour. The chart below goes back to the 1970s, showing
each time NFLI rose and stayed above its 50-day average, markets showed a penchant to move 'risk
off' the most recent examples were Q4 '18 and just before the Covid Crash. 

The good news: The NFLI is at -17, so as of yet, there isn't a concern of financial leveraged during
the expectation of rising rates choking off fixed income markets.

Equities - Financial Leverage
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Commercial Traders have bought the dip in Nasdaq 100 futures. This is a positive sign that dip buyers
haven't entirely been sent out to pasture! Below I've plotted lines each time Commercial Traders went
net-long Nasdaq 100 contracts, something they often do just before or at market lows. Do note that
they were early in 2018, attempting to go net-long Nasdaq futures well ahead of the final low, but for
the other instances, their timing was fairly accurate. 

Equities -  Nasdaq COT 
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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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Along with commodities, bonds are the major headline kicking off 2022. Below is a chart comparing
the MOVE Index, the measure of bond volatility along with the Volatility Index, the measure of
equity volatility. The MOVE Index is just off its 52-week high, sitting at the 96th percentile while
equity volatility is well off its 52-week high at the 48th percentile. Fixed Income is the massive tail
that can wag the dog and right now there's a lot of nervousness in bond land as shown by the rising
level of bond VIX.

Fixed Income - Volatility
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In a prior letter I noted that we weren't seeing an expansion in high yield spreads, and that's still the
case today but we are seeing movement in AAA credit spread so I want to share this chart once
again. Below we have the HY Spread, the B-rated spread, and the AAA-rated spread. In the first two
mentioned, we are still under the prior high but AAA credit is showing a greater degree of
nervousness, rising to a higher-high as the market begins demanding a higher yield on the higher
quality debt. This is interesting as we often see the high yield markets move first, but this time it's the
AAA debt that has become skittish. From here we want to see if HY debt also starts to see its spread
widen, confirming what's transpiring in higher quality bonds.

Fixed Income - Spreads
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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.



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
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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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