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Brief Summary:
After a week off and a 9-hour drive home with an 11-month old in the backseat, I'm back and ready to dive
back into these markets. Thursday and Friday saw a big sell-off, taking the S&P 500 back to the prior
lows. Fortunately, most of the data didn't get worse, but it didn't get a whole lot better either. We still have
over 60% of stocks down more than 20% and only a few stocks remain above the long-term averages. The
most bullish development last week was the lack of lower-lows once again in mid/small/micro caps.
Friday was a 11:1 down day for the S&P 1500 but sentiment for the S&P 500 closed at 11% which is
roughly where it was at the May and March lows (9% and 11%, respectively). 

Once again, this week will be heavily driven by macro events with FOMC on Weds. and more inflation
and consumer data throughout the week. Weds. is also VIX expiration, so that can always cause some
fireworks but volatility has been fairly muted recently, closing out well off its high by the end of last
week.

The lack of worsening data with last week's sell-off is encouraging but should also be taken with a grain of
salt, it's hard to expect a large swath of stocks to see a major decline matching the index in just two days
time. That's a big ask, and one many traders and analysts will likely fail to recognize. But we can't be too
picky, the improvement in data is bullish but requires continuation. Just like our discussion on breadth
thrusts, we need confirmation and completion before getting confident sellers have become exhausted and
bulls have returned in mass. 

Market Dashboard
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VRT is still below its signal level.

Volatility: VRT 
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VIX move higher on Friday but is still below 30 and remains in a Low Volatility Environment
classification.

Volatility: Top & Environment
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Market Health Report
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The Market Health Report (MHR) improved to -2. This is a good improvement from being at -9 a few
weeks ago but still a negative reading show a weak market.



The Bullish Confidence Score declined 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 is at the 28th percentile.



Risk Appetite Ratio
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The average Risk Appetite Ratio percentile finished the week down to the 28th percentile but well
off its multi-month low.



Equities were unable to break above the March lows and the Sept. '20 VWAP, seeing two large
declines to finish the week. SPX now sits exactly at its prior closing low, 3901 but with momentum
slightly higher. The theme seems to be 'the bleeding as slowed' as much of the data is at or slightly
above the prior lows, suggesting we could see a potential bounce should there be no fireworks from
the Fed on Weds.

Equities - S&P 500 Daily
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With SPX back at its prior closing low, we can see slightly more stocks are under the 20-day moving
average, and a couple more have fallen below the 50-day MA but at 24%, the same number are above
the 200-day moving average. When under 15% across timeframes, it's hard to get too much worse at
this point but still worth monitoring how stocks are trading relative to their key moving averages.

Equities - Moving Avg Breadth
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On Friday the S&P 500 fell right back to its prior closing low, giving us a good look at how internals
have shaped up during that quick decline. It took basically two days to give back that counter-trend
climb which didn't give a lot of time for stocks to drop back to those prior lows. We have less lows in
52-week and 6-month lookback periods but did get more new 3-month and 20-day lows compared to
the last time SPX was at this level but still less than early May drop. I'd call this a wash, not worse but
not really much better.

Equities - New Lows
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Similar to the other referenced breadth studies, the drawdown studies are in-line with where they were
in May. We still have over 60% of stocks down more than 20% and 31% of large cap equities are
down more than 30%. The index is down 18% but the damage internally is still pretty bad. 

Equities - Drawdowns
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Like the index, most stocks still have their 14-day RSI higher than where it was in May. This is based
on the % of stocks that are 'oversold' (i.e. RSI under 30). We went from a net -20 to "just" -2% of
stocks with an 'oversold' RSI. Again, it would be a big hill to climb to get momentum right back to
those prior lows over an essentially two day drop but the improvement is still noteworthy.

Equities - Momentum
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Looking at new lows by asset size, what stands out the most is that large caps actually had the most
new 6-month lows on Friday than mid or small caps. It wasn't a huge difference, but 13% more large
cap compared to 11.7% small cap stocks made a 6-month low. 

Equities - Asset Size Lows
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Looking again at the performance by asset size, we have another higher-low for mid, small, and micro
caps. The last time I referenced this chart when large caps were the sole asset size making a lower-
low, we saw a bounce higher across asset sizes. I've written numerous times this year how the market
is being driven by the FAAMG and Big 4 and this can be clearly shown by the poor performance in
the S&P 500 compared to the smaller capitalized indices. 

Equities - Asset Size 
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I've previously written that since the decline in stocks has been so orderly, we haven't seen a major
'wash out' in the daily internals since March. I quantify 'wash out' by the 10-day average of advance-
declining volume falling below -700. This often gets followed by at least a short-term bounce in
equities as mean-reversion kicks in. The chart below shows green arrows when the 10-day average
goes back above -700. During strong up trends, this has been a great dip buying sign, we'll see if we
get the same bullish response in a clear down trend as we currently find ourselves in.

Equities - Daily Internals
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Based on Commitment of Traders data, sentiment of Large and Small Traders has gotten quite low.
Both are holding a 1-year net position under the 15th percentile. You can see on the chart below that
the market peaked with Large Traders hitting a new 1yr high in net position and Small Traders
immediately began to sell. Now Small Traders are being joined by the Large Traders. over the last
several years, when both net position percentiles went below 10, we were often near or at a durable
low. This is attributed to a large share of traders having sold out, leaving few hands left to fold and
thus sending prices higher. Large Traders aren't there yet, we'll see if this week of trading pushes them
over the edge.

Equities - COT Sentiment
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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

All sectors, except for energy, saw their breadth tick lower last week. All of the offense sectors have less
than 20% of stocks above the 200-day moving average. 



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.


