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Brief Summary:
The S&P 500 flirted with 'bear market territory' of dropping -20% before buyers came in on Friday to send
the index higher. I think we could be due for a tactical bounce with the S&P 500, Nasdaq 100, and Nasdaq
Composite all at 'oversold' levels that have led to bounces in the past. Breadth continues to be bearish with
expanding new lows across asset sizes but markets don't move in straight lines and as I shared a few weeks
back with a of the Nasdaq from 2000-2002, counter-trend bounces are quite common. On the bright side,
we did see the first step in generating potential bullish breadth thrusts. Until we see them completed, the
markets remain at risk of being controlled by bears but Friday's strength got a few doors open for us to see
a thrust should strength continue. The internal damage of the market remains severe and market tries to
balance the risk of a softening economy throttling back the Fed's rate hike plan with a strong economy that
"allows" the Fed to keep on its plan to hike - which is worse seems to be the big question. Thankfully, we
don't need to answer it to navigate the price action of the market. 

Metals markets look interesting right now, I share charts for gold, silver, platinum, and palladium. From a
sector view, real estate may be seeing a 'wash out' in its breadth data along with small caps that could
show some relative strength should we see an equity bounce. While growth stocks remain extremely
volatile and have declined significantly, they still pose a risk as they cause forced selling by funds that
have gotten bloated on growth over the last few years and are now caught flat footed in their retreat. 

Market Dashboard
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VRT is still below its signal level.

Volatility: VRT 
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VIX closed the week lower, just under 30. We finished Friday in still 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 low but saw a slight uptick on Friday to -7. 



The Bullish Confidence Score fell to +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 remains at the 24th percentile



Risk Appetite Ratio
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The average Risk Appetite Ratio percentile saw a slight up move to the 27th percentile. 



The S&P 500 dropped another two percent and change, holding below the March low. In an interview
on Fox Business on Monday I said the support level I was watching next was the March 2020 VWAP,
which is where we came within spitting distance on Thursday before Friday's bounce higher.
Momentum remains above 'oversold' levels on the daily chart. I think we could see a tactical bounce
here which I'll dig into later in the letter but if we get under that March 2020 then we could see
another round of selling as the 'risk off' theme continues. 

Equities - S&P 500 Daily
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Going into Friday's bounce, we were continuing to see expanding new lows across asset sizes. Large
caps, mid caps, small caps - they all were showing higher levels of new 6-month lows. Then on Friday
we saw the pop and not a single large cap stock hit a fresh 6-month low, some of the most beaten-up
stocks saw 10-30% one-day advances, which is not uncommon in a down trend. Some of the biggest
up moves happen in down trends.

Equities - 6-month Lows
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I shared this chart in 2021, noting when we see over half the market hit a 52-week low and at the time
we weren't seeing breaks above 33% on the minor dips. As of late-last week we have breached 50%
with 52% of stocks now down to a 1yr low. This has been a fork in the road for the market since 1995.
Either it sees a major bottom ('98, '10, '11, '14) or a counter-trend bounce ('01, '02, '07, '08, '18). This
is telling us a lot of stocks are down and that could draw some bottom pickers but if sellers aren't
exhausted then it could be a short-lived bounce. I'm watching the 200-week MA (green line) which
currently sits at 4,436 as an important upside price level.

Equities - 52wk Lows
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Now for some good news...

We've started to see the first signs of possible bullish breadth thrusts. Several important (in my
opinion) thrusts have two components: 1. a major low in the data followed by 2. a sign of strength.
One such example is below, the 6-month High/Low Index, smoothed over 20-days. When this data set
gets to less than 25% (meaning less than 25% of stocks are at a net-new 6m high) and then moves to
over 80%. This hasn't happened often but when it does, stocks ripped: '98, '03, '09, '16, '20. We got the
first part, we saw less than 25% now we need to see over 80% be breached in the next 35 days. I'll of
course update you if that happens. 

Equities - Breadth Thrusts
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Here's another one that's setting up...

Another breadth thrust I watch is the back-to-back 90% up volume days. We hit it on Friday, over
90% of the NYSE volume was positive, now we need to see another 90% day within the next two
weeks. This one happens more frequently than the thrust mentioned on the prior page, but often
occurs at or near major lows when the market has in a down trend.

Equities - Breadth Thrusts
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The S&P 500 (below), Nasdaq 100, and Nasdaq Composite are all now oversold. This is why I think
we could see a tactical bounce. Below I'm showing when the Momentum Composite (which looks at
the z-scores of various momentum indicators), Volatility Adjusted Momentum, and the ADX (a trend
strength indicator) are 'oversold' on the weekly chart at the same time. This has happened for the S&P
500 just one other time since the Financial Crisis, after the Covid Crash. It takes a lot to get major
indices to be 'oversold' on weekly charts based on this criteria. 

Equities - Oversold SPX
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Same chart as on the last page but showing the Nasdaq 100 (QQQ). 

Equities - Oversold QQQ
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Finally, the same chart again but for the Nasdaq Composite. 

Equities - Oversold Nas Comp
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Below is the S&P 600 small cap index along with its % of stocks above the 200-day moving average
and the relative performance ratio to the S&P 500. We now have 19% of small cap stocks above the
200-day moving average. What I'm watching for is breadth to improve and get back above 20%,
which I've marked prior instance with a green line and note that when breadth improves for small caps
we often see strong relative strength against the SPX. If we do get a tactical bounce, small caps may
be a place to keep an eye on.

Equities - Small Cap
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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

Most sectors saw an uptick in breadth, Utilities and Staples both now are back to having over 80% of
stocks above the 200-day moving average.



Sector - Real Estate 1

Real Estate has the lowest breadth of the defensive sectors but the chart sticks out, let's look at why. Below
is XLRE which dropped back to its pre-Covid Crash peak, bouncing off this level on Friday. Meanwhile, it
reached 10% of stocks above the 200-day MA which it's done three prior times in recent years. Each time
saw a bounce higher as breadth 'washed out'. If XLRE can hold above $41 then breadth may continue to
see some improvement.



Sector - Real Estate 2

The second XLRE chart that looks interesting is the percent of real estate stocks that had their momentum
become 'oversold'. Over 50% of XLRE stocks saw their RSI fall under 30 last week. This sector could ripe
for an oversold bounce.



Commodity - Crops

I've written quite a few times about the commodity market and its potential dire implications, specifically
agriculture, due to likely shortages. This is just a reminder to keep an eye on ag prices, crop expectation
reports in the U.S. are already coming in low. India just issued an export ban on wheat due to food security
being at risk. On Thursday, I had the honor of being a guest on the Simplify Keeping it Simple
podcast/webcast hosted by Harvey Bassman (creator of the MOVE Index) and Michael Green a well
respected volatility portfolio manager. On the show I mentioned that Fed action may be chapter one of this
decline but food prices and shocks they could cause very well could be chapter two. The move by India
which comes after China has banned certain exports as well is how it starts, protectionism policy followed
by outright shortages. Hopefully it doesn't come to that but it's a very real risk.



Commodity - Gold

It's been a little while since I've shared this chart study but the last time I did ended up being a nice bottom
in gold prices. Let's dive in. Below is a weekly chart of gold and in the bottom panel is the spread between
the 3 and 21 week moving averages for the ratio of gold to U.S. dollars. The USD has been extremely
strong gold....hasn't been. This has caused the ratio of gold:dollar to drop and the spread between the short
and medium term moving averages to widen. The chart below goes back to 2008 and shows the prior times
we've seen a widening in the spread of the 3/21 MAs, marked with green arrows on the chart. 



Commodity - Silver

Like gold, silver prices have been declining and it appears Commercial Traders are buying the dip. The net
position of Commercial Traders has risen to the 94th percentile. Above the 90th, we have often seen at
least a short-term bounce in silver prices (green circles on the chart). Commercials are still net-short and as
you can see on the chart, they are almost always net-short silver. But they've been lowering that bearish
bias during this latest decline.



Commodity - Palladium/Platinum

Sticking with this theme of metals, let's take a look at palladium and platinum. I wrote several times in
2021 about the growing net-long position in palladium by Large Traders. The metal bottomed in December
and ripped by almost 100% before seeing a double top in March and falling 37%. Large Traders are once
again buying this weakness and back to holding a large (historically) net-long position in palladium futures.
They are also buying the dip in platinum (right chart), sitting at just 5k net-short. 



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.



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.



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.


