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Brief Summary:
Coming into last week, all you heard about on social media and financial networks was how low sentiment
was. Everyone was looking for a bounce and what they got was another 2.7% move lower in the indices
and many stocks dropping double-digits (looking at you, Netflix). As I've written for several weeks now,
the current market environment is firmly in 'risk-off' mode and the inability of key levels to be held by the
major indices signals the lack of confidence the bulls to take us higher. Once again, last week we saw
breadth deteriorate and sellers set their scopes on the mega caps. We now have almost as many stocks
down over 30% as we did at the March low and Friday's decline saw a major uptick in stocks trading on
above-average volume that hit a new 6-month low. 

This week we have a lot of economic data for the market to digest as well as a continuation of earnings
season. Commodities appear to be cooling off with just 57% still trading above their 50-day moving
average. Some short-term mean reversion indicators along with a two 80% down days on Thursday and
Friday of last week show the potential for a bounce but I'm not convince that will be enough to take
control from the bears just yet. I'll be watching closely how the Big Four trade this week as well as how oil
and semiconductors perform.

Market Dashboard
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VRT is still below its signal level, rising briefly on Thursday but going to zero by Friday. 

Volatility: VRT 
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VIX moved higher last week, holding just under 30. We remain in a Low Volatility Environment
classification with our Top Composite at +1.

Volatility: Top & Environment
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Market Health Report
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The Market Health Report (MHR) continued to decline, finishing the week at -1. Breadth, sentiment, and
trend all moved negative and momentum dropped to neutral.



The Bullish Confidence Score dropped to +4 due to industry short-term breadth moving lower.

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 declined during the week.



Risk Appetite Ratio
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The average of the 18 RARs moved down to the 24th percentile last week. We continue to appear to
be in a 'risk off' environment  with only 17% of ratios still above the 50th percentile, the strongest
ratio is equal-to-cap weight equities as sellers focus on FAAMG stocks.



Another day week for U.S. equities. The S&P 500 declined a little over 2.7%, largely due to the drop
on Friday. Friday's drop took the index back below the previously important October '21 low and
another step closer to the March '22 lows.

Equities - S&P 500 Daily
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We are now back to more stocks being under the 20-day, 50-day, and 200-day moving averages than
are above. I don't think a lot needs to be same about this chart, in my opinion its sending a clear signal
that most stocks are in down trends right now. 

Equities - % Above MAs
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Similar to the prior chart, which showed across lookback periods of moving averages the data
continues to be bearish - across timeframes of new lows we're seeing the same thing. Friday's decline
saw a higher-high in the percent of stocks making new 52-week, 6-month, 3-month, and 20-day lows.
We aren't back to levels seen in March, but the latest drop in the index appears to be getting confirmed
by weakness in the individual stock as well. 

Equities - New Lows
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When looking at breadth data we often focus on trends as they pertain to % above moving averages,
drawdowns, and new highs or lows. But we can also look at the breadth of momentum. Below we
have the percent of the SPX that has an RSI above 70 ("overbought") or below 30 ("oversold"). This
can tell us how strong or weak momentum is for individual equities. In the bottom panel we can see
that the March bottom there were net less "oversold" stocks even as the index made lower-lows. This
matched the RSI for the S&P 500, which you can see on the S&P 500 Daily page, created a bullish
divergence. 

As of Friday's 2.7% drop, we move back to having more "oversold" stocks than "overbought" as
momentum levels move lower for individual equities. This is another sign that selling is picking up
and trends in stocks remain bearish.

Equities - Momentum
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I shared the below chart in last week's letter and want to provide a quick update. I noted the weakness
in semiconductors which was bearish for tech. Since then, both the semiconductor ETF (SMH) and
the Index (SOX) have moved further below the prior March lows. As of Friday, XLK is just a few
points above the March low and likely another down day will take the ETF below it.

Equities - Semiconductors 
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Checking in on the drawdown data, things don't look great (shocking, I know). We are back to over
40% of large cap stocks down over 20% and a little more than 19% down over 30%. This last point is
what I want to highlight. At the March low we peaked at 21%, so to already be at 19% shows that
selling is intensifying internally. The Index is still about 2.4% above the March closing low but the
internal declines are basically back or below those levels. 

Equities - Drawdown
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Something unique to Thrasher Analytics, is a study that looks at the percent of stocks making new
lows or highs but are doing so on above-average volume. This gives us insight into whether the
changes in breadth data are being accomplished because there's heavy selling (based on volume) or 
 simply just a lack of market participates, allowing low volume trading to move stocks. When we
scrub the data for just stocks making new 6-month lows on above-average volume, Friday's move hit
7.34%, which as the highest level since March. This tells us that many stocks that were hitting fresh
6-month lows were doing so on heavy volume, i.e. conviction of the market collective.

Equities - Above-Avg Volume
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On Thursday and Friday the S&P 500 saw over 80% of its stocks decline. This makes the third back-
to-back 80% down pattern under the 200-day moving average. The last two saw brief bounces, so a
bounce from here wouldn't be a big surprise but another failed at the 200-day MA would just confirm
who remains in control of the tape, bears. 

Equities - 80% Down Days
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For a large chunk of 2021, the FAAMG stocks were the primary drivers of the market higher. I
shared in this letter as well as publicly on my blog in December that the top 10 stocks accounted for
40% of the YTD gain and the top 30 accounted for 73% of the SPX performance. Recently, sellers
have shifted their focus to the FAAMG group and the four largest accounts for 18.45% of the S&P
500 right now: Apple, Microsoft, Amazon, and Tesla. MSFT has already made a lower-low below
the March level and if the other three also slide further, it will be extremely difficult for the
outperformance of smaller capitalized stocks to buoy the index. Below are some levels I'm watching
on the remaining three of the Big Four. Bulls don't want to see the top-heavy S&P 500 try and absorb
down trends in the Big Four, I'll show why on the next page.

Equities - The Big Four
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http://www.athrasher.com/narrowing-leadership/


Below is a chart from BofA and shows central bank liquidity along with the market cap of the
FAAMG+NT group. Notice the high correlation since the financial crisis low in 2009. It's not that the
Fed pumped money directly into these stocks, but the environment created by over a decade of
quantitative easing and low rates was extremely conductive to these growth stocks (along with other
factors of course) sent these mega caps higher. Now we have the beginning of that liquidity getting
pulled from the market and we've already seen the result of that as growth stocks get pummeled and
the market leaders (what were deemed 'the generals' in the 2000s) are often the last to get shot at, but
they're getting shot at now as sellers cause FAAMG to underperform over the last couple of weeks. 

Equities - The Big Four
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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 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 not 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.

Update: The list of hedge funds stocks has been refreshed to reflect new positioning.

Hedge Fund Stocks
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Sector Performance



Sector - Breadth

The notable shift in sector breadth last week was the strength in consumer staples, which now has the
second most stocks above the 200-day moving average. All the offense sectors remain below 50% and just
one defensive sector (health care) has less than 50% of its stocks above the long-term average.



Commodities - Performance

Seeing several commodities begin to pull back from the strong Q1 runs. Below we have the YTD
performance of major commodity futures, many still up north of 20% but others have fallen to single-digit
gains or negative. On the next page we'll look at how they've done since March.



Commodities - Performance

Below is the performance of the same futures, but this time since March 8th. Many are down since then
with some commodities off by over 15%. This helps explain the commodity breadth chart I've shared in the
past and will update on the next page.



Commodities - Breadth

Here we have the percent of commodities that are trading above their respective 50-day moving averages.
This figure peaked at over 90% earlier this year but sits now at just 57% with the CRB index just a few
points off its multi-year high. The index is being held up by the strong performance in energy commodities,
but below the surface, many have already fallen below their intermediate moving average.



Commodities - Sentiment

Looking now at the Commodity index (via DBC) and the Daily Sentiment Index for the CRB Index, we
can see the latest failed breakout in price with a lower-high in sentiment as well as volatility adjusted
momentum. The trend appears to be cooling off for the commodities market. This doesn't necessarily mean
the trend is over, as nothing moves in a straight line forever, but at least a consolidation or some pulling
back would make some sense here.



Commodities - Crude Oil

Crude oil and other energy commodities have helped propel the whole commodity market higher in 2022.
I've previously mentioned the importance of monitoring how Commercial Traders and Producers are
positioned and how that can give us a good view in potential changes in crude oil's trend. Over the last few
weeks, both groups of market players have pulled back their net position in oil with drops to under the 50th
percentile. While oil is still holding above $100, Producers and Commercial traders have begun pulling in
their exposures, suggesting we may see some weakness in oil in the near short-term. The obvious caveat to
that is a macro event. 



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
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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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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.


