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Brief Summary:
I wrote last week that a bounce was likely and that's what we got with the S&P 500 rallying 6.45%. Sellers
stayed focused on energy, which dipped 2.6% during the week and is now off roughly 15% on the month.
I think there's still potential in this corner of the market and share several charts to support this thesis. 

The bounce appears to have been led by the mega caps, with the Largest 50 Stocks in the SPX showing
strong relative performance while small caps lagged. The drawdown data still shows a large hole that
individual stocks will need to climb from. Over 70% of the market hasn't seen a new high in over 3-
months, which outside of major declines, has led to continued upside. This will act as a good 'tell' if we are
in for something more protracted or not. The only instance that saw further decline was in 2008, so should
stocks be unable to keep moving higher from here may tell us that the decline is more structural than many
may believe. 

The bounce in equities is encouraging but the control remains with the bears until evidence is provided
otherwise. That evidence needing to be a cluster of breadth thrusts or the very least, a higher-low that
suggests the trend has begun to change. We haven't seen either of these yet, so the rally remains suspect.

Market Dashboard
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VRT is still below its signal level.

Volatility: VRT 
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VIX went lower last week, falling back under 30 but remains in a High Volatility Environment.

Volatility: Top & Environment
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Market Health Report
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The Market Health Report (MHR) tick up to +5 on Friday as equities saw a bounce. All four categories are  
at or below zero.



The Bullish Confidence Score ticked higher to +4.

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 25th percentile.



Risk Appetite Ratio
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The average Risk Appetite Ratio percentile finished the week lower to the 25th percentile but (so far)
has not made a lower-low with price. While we didn't see a lower-low, it's important to remember
that percentiles can't decline forever. There is a lower bound and as the prior page shows, many are
still in the red.



Last week I wrote that a bounce in equites wouldn't be a big surprise, and that's what we saw as U.S.
stocks move higher last week - climbing back above the March '20 VWAP. The 14-day RSI held its
prior low. Currently, in my view this is still classified as a 'counter-trend rally' until proven otherwise.
We haven't made a higher-low and still haven't seen a cluster of breadth thrusts. We could still see
these things develop in the near future, but until then - rallies remain suspect. 

Equities - S&P 500 Daily
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The VIX curve remained in contango this week with the front portion of the curve inching closer to
their respective 50th percentiles. 

Volatility - Curve
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What led the rally in stocks, the mega caps. Below we have an index of the 50 largest stocks in the
S&P 500, expanding our view slightly beyond just the FAAMG group I often discuss. We can see in
the middle panel the relative performance of the 50 largest leading the broad index higher.
Meanwhile, in the bottom panel the relative performance of small caps to the SPX has lagged
recently. The latest round of attempted dip buying has been focused on the relatively safe
(historically) largest stocks which helped drive the broad indices higher.

Equities - Largest 50
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Now let's take a look at the big 4: Apple, Amazon, Microsoft, and Tesla. The price levels I'm focused
on are the prior highs for each stock. For bulls to re-establish control, we need to see higher highs in
these names. None of the four have accomplished this so far.

Equities - Big 4
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Checking in on the drawdown data. The S&P 500 moved back to its prior swing low from May but
the drawdown data has failed to 'keep up.' At the May low we had 61% of stocks down 20+% and
31% down over 30%. With the index back at this level we are at 65% down 20+% and 33% down
more than 30%. This suggests that while the index, which was drove higher by mega caps as the chart
two pages ago showed, has moved higher most stocks still are in a deep drawdown.

Equities - Drawdown
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Equities - No New Highs
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We've now hit the 70% level of stocks that haven't made a new high in 3-months. This level has often
driven the index higher except in 2008. If we aren't in a major bear market (ala 2008) then a continued
bounce from here would make sense as the decline has been significant. But if we are in something
more structural, then rallies will continue to be sold from here. 



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

While the index rallied, defensive sectors saw the biggest improvement in breadth. XLP is back above 50%
of stocks trading over their 200-day moving averages and XLU is close behind at 48%. 



Sector - Energy

Energy has seen a pullback recently, down 15% over the last month and didn't participate in last week's
bounce in stocks. Taking a step back, there's still a long-term potential move here with the sector only
making up 5% of the index compared to Tech, which is at 27%. Nothing moves in a straight line but it I
believe there's still some juice left to squeeze in this reversion play.



Sector - Energy

Small caps have seen the largest destruction from a valuation perspective but looking specifically at small
cap energy stocks, the setup looks interesting. PSCE, the ETF that tracks Small Cap Energy, has fallen
back to the pivot high from late last year and sits just above the 200-day moving average. Volatility
Adjusted Momentum is also now at its lowest point since the Covid Crash. If energy stocks bounce, then
we should see a move higher in small cap energy names from here. 



Sector - Energy

Bison Interests, an energy-focused fund, recently shared this chart on Twitter. It showed the trades in
energy-related stocks by Buffet (via Berkshire Hathaway). Warren doesn't purport to be a market timer but
his trades in the energy sector have been very timely. Most recently, he's been a buyer and adding to
positions in the energy space via CVX and OXY. Buffett doesn't seem to think the energy trade is over and
I tend to agree.



Commodity - Crude Oil

Sticking with our focus on energy, the latest COT data for crude oil shows Producers being buyers of the
dip while Money Managers have now become net-short. From a macro view, there's a lot happening in the
energy market, specifically the crisis in Europe that's partially caused by Russia and Europe's over-
attempted reliance on clean energy.  Commodities have always been historically volatile so seeing the drop
in crude isn't a big shocker. I find it most interesting that Producers are still buying the dip with oil at over
$100/barrel. I still don't discount the possibility we see $150/barrel before year-end but we must take it one
step and one day at a time.



Commodity - Breadth

We now have less than 20% of major commodities trading above their 50-day moving averages. Many
have seen a shake out and the proverbial rubber band has relaxed after being extremely stretched. This
'reset' I think is a positive for commodity traders as it potentially clears the decks for the next step higher. I
don't think the catalyst that drove many ag commodities higher and energy higher are done yet. We're still
seeing reports of countries gating their exports or hording what they can can get. The supply shocks haven't
been resolved in my view.



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.
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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
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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.


