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Brief Summary:
Another week of the market being open and another week of stocks going down. This time sellers pounced
on the retailers with Walmart, Target, and Ross Stores seeing some of the largest declines they've
experienced since going public. Their message of a potentially weakening consumer and bloated inventory
levels were not taken well by the market. Things were only made worse by the mega cap stocks putting
their weight down on the index to cause a lower-low. However, this move lower was not confirmed by
mid, small, or micro cap indices but the 496 other stocks are no match for the 18% weighting of the four
largest. 

We hit - intraday - the oddly over-emphasized 20% decline level for the S&P 500. Meanwhile, BofA
shares that retail accounts haven't moved much off their heavy equity allocations, suggesting if stocks
keep bleeding then there's still some selling to be done by the retail investor. 

Two commodities no one seems to like these days, gold and lumber, have some bullish setups based on the
Commitment of Traders (COT) data. Commercial Traders are getting more bullish (or at least less bearish)
and both could see moves higher.

Market Dashboard
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VRT is still below its signal level.

Volatility: VRT 
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VIX closed the week still under 30 and 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) remains dropped one point to -8 with all five categories at or below
zero.



The Bullish Confidence Score remains at +2.

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 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 is at the 27th percentile



Risk Appetite Ratio
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The average Risk Appetite Ratio percentile finished the week unchanged at the 27th percentile. 



I mentioned last week that I was watching the March 2020 VWAP  as potential support and that's
where it appears we saw buyers attempt to come in last week. We finished 50 points above that level
with some late-day buying on Friday pushing the index into a positive close on OpEx day but still
down for the week. Bulls made a few attempts last week to push the index higher but sellers remained
in control. We remain in 'risk off' mode with the Big 4 mega cap stocks controlling the tape, which
we'll look more at later in the letter. 

Equities - S&P 500 Daily
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With the index closing down on another week, we continue to lose more stocks above the 200-day
moving average. By Friday, we have just 24% of the S&P 500 still trading above the 200-day MA
(and most of those are likely energy stocks and a few utilities). The internals remain week for large
caps.

Equities - Above MAs
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While the S&P 500 slid another -3% lower last week, most stocks didn't make a lower-low. Across
timeframes, we saw fewer new lows join the index in testing/declining below the prior May low. As
I've written numerous times in this letter, the mega caps are what are controlling things and when
Tesla and Apple drop 3-4% (or more) in a single day, it almost doesn't matter what the other stocks
do, the index is going down. As I shared on the last page, we continue to see less stocks above the
200-day MA which can occur as a function of both time and price, but we aren't seeing a major
expansion new lows - but as I said - we don't have to in order to get the index to step lower.

Equities - New Lows
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Large-Caps were alone in making a lower-low last week. Mid-, Small-, and Micro- Caps still remain
above their respective prior lows. At some point I think small caps will become 'interesting' from a
buyers perspective but the broad market continues to trade on what the Big 4 do and few traders are
likely paying attention to the lack of confirmation in smaller asset size indices but it's worth noting the
lack of a lower-low in smaller stocks.

Equities - Asset Size
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Here again we can see the weakness in FAAMG stocks impacting the broad market. an equal-
weighting of the FAAMG names made a lower-low while an equal-weighting of the S&P 500 did not.

Equities - FAAMG vs. EW
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When I reference the Big 4, that includes AAPL, MSFT, AMZN, and TSLA. Because of the decline
in TSLA shares, it no longer is in the top 4 biggest stocks but I do believe it's volatility still has a
major impact on the broad market. Meanwhile the current largest four stocks (AAPL, MSFT, AMZN,
and GOOGL) account for 18.85% of the S&P 500 and are down YTD, respectively: -22%, -24%,
-35%, and -24%. The broad index may just be flirting with -20% drawdown but the biggest stocks
have already well breached that level and are making lower-lows. 

Equities - Big 4
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One argument for why we may still have room to drop is based on how much equities retail investors
are still holding. According to Bank of America, their private client group is still holding 63% of their
accounts in equities, just barely off the high of 66% a few months ago and still well above the 54% at
the Covid Cash low and 39% following the financial crisis. There's of course not a requirement we
must see these figures fall below the average of roughly 55% but this data suggests there's still some
selling that could take place should the account owners deem it warranted. 

Equities - Equity Allocation
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Bloomberg shared the below table which gives additional emphasis on the importance of the Big 4 or
just mega cap tech stocks in general. 

The article references the Five tech stocks (MSFT, AMZN, GOOGL, AAPL, and FB) and their
massive weighting in the most popular retirement mutual funds. For instance, the T. Rowe Price Blue
Chip fund has almost half of its assets in just these five names. Fidelity's Growth fund has 37% in
these names. These mutual funds alone account for $227.96 billion in assets. At an average weighting
of 36.57%, that's $83 billion worth of those five stocks. Should those equity allocations BofA
referenced come down, these types of funds will be hit with redemptions and these names will likely
continue to be under pressure by sellers. 

Equities - Mutual Funds
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https://www.bloomberg.com/news/articles/2022-05-20/index-funds-and-401-k-s-hit-by-slump-in-apple-aapl-and-amazon-amzn
https://www.bloomberg.com/news/articles/2022-05-20/index-funds-and-401-k-s-hit-by-slump-in-apple-aapl-and-amazon-amzn


A lot of attention on Friday was given to the SPX dropping (intraday) -20%. I'll talk about this more
later but looking at the % of stocks that are already down 20%, we hit just 40% that are still above that
20% threshold. This now matches the 2011 decline and exceeds the 2016 low. 

Equities - Down 20%
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Saved by late-day buyers, the S&P 500 hit the -20% drawdown level on Friday. Looking back at
history when at least an intraday low marked a -20% decline, we can see each instance since 1950
below. 20% is an arbitrary figure but psychologically it does seem that number has drawn in dip
buyers interest in the past. Of the 14 declines that hit -20%, six of them exceeded that threshold (I'm
excluding the '87 and '20 crashes). This means 57% of the time when we got to the "important" 20%
drawdown level, the market decided 'that's enough!' and buyers took back control. The glaring
exceptions are of course the 1970s, dot-com bubble, and '08 financial crisis, when stocks fell -36% to
-53%. 

I personally think it's a mistake to rely too heavily on market analogs and the constant pontification
some analysts make of "we are repeating XYZ year." Only looking back can we say what this market
will have resembled but in real-time we must take it day-by-day and look for signs of the market data
improving. So far, it doesn't appear to be and we can't know how long it will take to do so. But one
box we can now check is the -20% (intraday at least) drawdown.

Equities - "bear market"
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Last week I wrote how the Nasdaq Composite had hit 'oversold' levels. Below we are now looking at
the % of the Nasdaq 100 that's above the 200-day MA, which has fallen to 10.8%. I've drawn blue
lines when this figure has breached 10%. We reached 10% in the middle (not just the end) of the dot-
com bear and the '08 bear markets and at the low in the quick '18 decline and Covid Crash. Breadth
can be extremely useful when viewed in the right lens, what we want to see is an improvement here,
not just a wash out into potentially single-digit levels. 

Equities - Nasdaq 100 Breadth
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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.

Hedge Fund Stocks
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Sector Performance



Sector - Breadth

Excluding Energy, all the remaining Offense Sectors have less than 15% of their stocks above the 200-day
moving average. Staples saw a big drop down as well following the large declines in TGT, WMT, and
ROST following their poor earnings reports.



Commodity - Gold

I wrote about gold last week based on the relationship of gold to the U.S. dollar suggesting we see a bounce
in the metal. Gold did move higher, rising almost 2% last week. I still think gold prices could move higher
based on the COT data. I've written in the last about using the % of open interest held by Commercials.
First I called the top in gold when the % dropped below 60%. Commercials are now back to having their
net-long at 100% of open interest. Breaking down the COT data further, we can see the sellers in gold
futures are Money Managers while Producers (the assumed 'smart money') are lowering their net-shorts and
holding a net position near the highest level in several years. The last time they were at this level was in
2018, after briefly going net-long in 2013, and 2008. 



Commodity - Lumber

The other commodity chart that has a bullish setup based on COT data is Lumber. Commercials have risen
to a 78th percentile net position while Small Traders have dropped under the 1st percentile. Commercials
have in fact now gone net-long Lumber, something they haven't done since the last major low in lumber
prices before they went from $250 to $1500. The vertical lines on the chart show the prior instances
Commercials went net-long since 2011. Meanwhile, sentiment for lumber is extremely bearish. The Daily
Sentiment Index is at just 9% bullish. No one seems to be bullish on lumber except those that actually use
the commodity in their business. 



Crypto - Bitcoin

Bitcoin, along with most other coins, has been in a major decline now for several months. Currently the
prior lows in Bitcoin seem to be drawing in some buyers, $29,400 is the area I'm keeping an eye on.
Volatility Adjusted Momentum has also fallen to the prior low and turning slightly higher. There's still a lot
of work bulls need to do from here but if BTC can hold above this level then we may see the start to a
constructive bounce but below that we could see further selling to $20,000. 



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

wwww.ThrasherAnalytics.com                   - Not For Redistribution-



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.


