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Brief Summary:
Markets continued to sell off last week, with the S&P 500 down now more than -13% on the year. Most
sectors have moved back into being in a down trend and the Market Health Report is back at a very low,
-8. However, even with all the bearish data we have at our feet, I do think there's a chance we see at least a
short-term bounce soon. 

The sentiment data is 'less bad' than in March and most stocks outperformed on Friday as the index
dropped largely due to mega caps and notably Amazon. We've had several -90% down days, which
historically has caused a rally in equities over the past 10+ years. There's plenty of market-moving data
announced that could get the ball rolling, from ISM, jobs, and of course the Fed. Don't get me wrong, I do
believe we are still in a bear market at least a well-established down trend. I share the chart of the Nasdaq
from 2000-2002 and the nine double-digit counter-trend rallies that were produced during that time period
as the index saw a multi-year decline. Markets don't move in straight lines and while I do think we could
see a bounce, to make the assumption that it's sustainable, we need to see confirmation in the data with
improving MHR readings along with price holding key support levels. 

Market Dashboard
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VRT is still below its signal level.

Volatility: VRT 
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VIX moved higher last week, moving into the 30s. We finished Friday in a High Volatility
Environment classification.

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 -8. All five categories are
now at or below zero. With a reading under -6 at a 15-day low, we are now looking for a confirmation
signal which would involve an immediate close lower. I'll be discussing this in further detail later, but I do
think there's a chance we see a short-term bounce but it can't be ignored how weak the internals of the
market are based on the five categories of the MHR.



The Bullish Confidence Score dropped to +3.

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 remains at the 24th percentile



Risk Appetite Ratio
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The average Risk Appetite Ratio percentile remains at the 24th percentile and in 'risk off' mode.



Another down week for U.S. equities, the S&P 500 is now down -13.3% for the year. The big 'event'
was Friday's drop below the prior March low, driven largely by the disappointing earnings
announcements from Amazon and Apple. I wrote last week how critical the Big Four (both included)
were the market right now, so the large drop Friday isn't a major surprise. I do think we could see a
bounce from here, I'll be sharing the reasons why later in the letter. But the price levels I'm watching
are the VWAP from Sept. '20 - this was the last time the market truly had a decline of greater than a
few percent, we bounced at this level in March as shown on the chart below and saw a break below on
Friday. If buyers can regain that area, that would be possible. On further weakness, I'm watching the
VWAP from the major March '20 low, which would get us under 3,900. 

Equities - S&P 500 Daily
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The lease surprising (I would expect) chart from this week's letter is below. It shows a breadth
composite of the percentiles for various breadth indicators, which sits at 0.03, showing just how low
the breadth data has gotten over the last several months.

Equities - % Above MAs
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An update on this chart once again - we continue to see expansion in new lows, but Friday's price
action notably did see a slight drop in lows. I attribute this to the fact Friday's move lower was heavily
on the back of Amazon and the other mega caps. They drove the indices lower but were not joined by
a large cohort of fellow large cap stocks. We still had almost 10% of stocks hit a new 1-year low on
Friday and 21% at a 3-month low, which suggests distribution is still taking place within U.S.
equities.

Equities - New Lows
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Checking back in at the data of stocks making 6-month lows on above average we can see that Friday
saw another move higher, hitting 12.9%. Here, we are seeing higher-highs in bearish breadth data but
also not near the levels we saw in March.

Equities - Above Avg Vol 6M
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As of Friday, we've had three 90% down days over the last six days, this is a rare feat, something that
has happened just a few times since the financial crisis. I've marked green lines on the prior instances
along with the date for those that would like to look more closely at each instance. Seeing this heavy
downside bias has often been followed by a rise in equities. This is part of why I think we could see
some kind of short-term relief rally, the selling has gotten heavy handed and may be due for pause.

Equities - 90% Down Days
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I mentioned earlier that Friday's decline was largely due to Amazon and the other mega cap stocks.
We can see that being the case with 69% of large cap stocks outperforming the index on Friday. The
orange arrows on the chart show when at least 60% outperform on days the index is down at least
-1.5%. You'll notice short-term bounces often follow such days. The temporary relief rallies can be
short-term (a day or two in some case). 

Equities - Outperformance
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The Daily Sentiment Index (DSI) for the S&P 500 made a higher-low with last week's lower-low in
price. This sets up a potential bullish divergence that also lends to why I think we could see a short-
term bounce. In March we had % bullish at 11% and were 20% on Friday. While everyone is focused
on (in my opinion) lesser quality sentiment data such as AAII, DSI data suggests a slightly less
bearish bias on Friday's decline.

Equities - Sentiment
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The final reason I think we could see a bounce, is the momentum for the ratio between VIX and
VVIX become "overbought" with Friday's expansion in volatility. This has often (but not always)
marked a high in spot VIX as the rise in spot VIX outpaces the move in VVIX, sending the 7-day
momentum indicator above 70. Note the red arrows on the chart below for prior occurrences.

Volatility  - Overbought RSI
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While on the topic of short-term counter-trend rallies within a larger long-term down trend, I think
keeping in mind what happened following the dot-com bubble is a worthy trip into market history.
Below is the Nasdaq Composite from 2000 through 2022. There were nine counter-trend rallies over
15%. Some were extremely large, 34-44%. These periods can be extremely frustrating for investors -
watching the markets rip higher (and in many cases still not make a higher-high) only to give it all
back as sellers resume their control of the tape. This is not an argument for a repeat of the historical
precedent but a simple reminder that not every rally is "the bottom" and why it's critical we see
improvement in the data to confirm any signs of bullish confidence. This is where our Bullish
Confidence Score and Market Health Report can be so critical in being unemotionally data-
dependent. 

Equities - Counter-Trend Rally
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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

Nearly all (except energy) sectors saw a drop in breadth, notably Real Estate saw a large move lower in %
of stocks above the 200-day moving average. 



Fixed Income - COT

Bonds continue to get slaughtered, and we move into a new week and a new month with plenty of
economic data on the docket (ISM, jobs, etc.) along with the expected first 50bps hike by the Fed. But I
find it very interesting that Large Traders saw a large move higher in their net position within 10yr
Treasury bonds. Their percentile went from less than 5th to 54th over the last couple of weeks. It appears
Asset Managers are attempting to call a bond in bonds, likely assuming all the bearishness is baked into at
this point. We'll see if they are right. 



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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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
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