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I'm excited to share with you that in the next couple of weeks (likely at the beginning of August) I'll
be doing a notable update to the Thrasher Analytics letter which will include more actionable
content, models, and institutional quality research. For example, the Market Health Report will be
getting an update and a new proprietary sentiment indicator will be rolled out. 

My goal with each week's letter is to consistently provide high quality content on financial markets
that you can't find anywhere else - giving each subscriber an extra edge in their own analysis and
decision making. I really think you're going to like the improvements and I look forward to hearing
your feedback once they have been made!

Upcoming Changes
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Brief Summary:
Markets rolled over last week, with large caps dropping roughly 2%. The risk-off environment has
continued to plague equities with risk appetite sitting near lows and defensive sectors showing the only
signs of improvement. Bonds have come off their lows but spreads continue to widen and bond volatility
(via the MOVE Index) hit a new 1-year high. The proverbial window is open for a Zweig Breadth thrust
but it'll have to happen soon or will be yet another failed attempt by the bulls. We move into the Q2
earnings season with Wall St. setting a high bar of margin expansion out of corporate America.
Commodities have continued to work their way lower but lumber prices have seen a pop as the best
performer over the last month. Energy markets continue to draw focus with news out of Europe,
specifically Germany, showing their crisis is far from over as flows out of Russia decline. 

Market Dashboard
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VRT is still below its signal level.

Volatility: VRT 
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VIX went lower last week 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) moved down to -6. All four categories are at or below zero.



The Bullish Confidence Score moved down 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 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 21st percentile.



Risk Appetite Ratio
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The average Risk Appetite Ratio percentile finished the week lower to the 21st percentile and has not
been confirming the brief bout of higher stock prices the index is attempting to show. Notable
weakness in semiconductors, high yield debt, consumer disc. and transports as well as the earlier
weakness in energy stocks have not been great signs that a final bottom is in place from a risk
appetite perspective.



S&P 500 fell 2% last week which would have been a larger decline if it weren't for the bounce on
Friday ahead of the long weekend. Price action filled the gap that led to the June low and then began
to move lower. This is a common price pattern, filling a gap but unable to sustain the swing. Gaps can
be areas of support and resistance as we saw last week. We finished the week still under the March
2020 VWAP and while we've seen roughly 20% of stocks regain their 50-day MA at this point, the
index remains below its own.

Equities - S&P 500 Daily
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The VIX curve remained in contango this week. From a volatility perspective, you wouldn't find much
fear in the futures market, even with the 2% drop last week in stocks.

Volatility - Curve
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Once again, we have a divergence between bond and equity volatility. The MOVE Index has moved
to its highest level since the Covid Crash - a 1-year high - while the VIX dropped to a 26, even though
equities also declined last week. While bond volatility expands, bond prices also moved higher. It's
not often we see MOVE Index go higher and rates go lower, it's not an extremely rare event but like
equity volatility, VIX often moves inverse to stock prices. 

Volatility - MOVE
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Stocks got their bounce but were unable to sustain it, falling 2% last week and the ratio of cyclical
stocks to defensive made a new lower-low. Similar to the Risk Appetite Ratios, the internals of the
market right now aren't screaming bullishness. 

Equities - Cyclical vs. Defense
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One of the most well-known breadth thrusts was created by Martin Zweig. The threshold to produce a
signal is high, having only been done a handful of times in the last 10+ years. The first criteria is the
10-day average of advancing-declining stocks fall under 0.4, which we've done. Next, the 10-day
average needs to rise above 0.615 within two weeks. We have just a few days left to accomplish that,
with the 10-day average currently at .555. Should we get a Zweig Thrust, that would be very bullish
for U.S. equities going forward but we've seen several failed attempts also occur during this current
down trend, so we can't assume this one will be completed until it is - stay tuned.

Equities - Breadth Thrust
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Sentiment has come off the lows for U.S. equity indices but we're still well off the levels that
accompany strong up trends. the 10-day average of the Daily Sentiment Index for the S&P 500 and
Nasdaq 100 finished last week at 21%, less than half of where bulls would want it to be. Still a lot of
work to be done here.

Equities - Sentiment
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Equities - Semiconductors
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Semiconductors made a new low last week which isn't ideal as we move into Q2 earnings season.
Expectations are high (more on this on the following page) and with the importance of tech stocks to
the market, the weakness in semis is discouraging. 



Equities - Earnings Season
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The following chart comes from Goldman and shows the high bar being set for Q2 earnings season.
Every sector except one (Communications) is expected to see margin expansion over the next year.
This comes during a time as economic data continues to weakness and inflation data, while consensus
seems to be that its peaked, the data has not. The Atlanta Fed GDPNow forecast has fallen negative
for Q2, suggesting a second quarter of negative economic growth. The chart on the right shows what
happens to profit margins when we're in a recession - a far cry from what Wall St. is expecting at this
point. Earnings season could be rough for Q2 and introduce additional volatility to an already fragile
market.



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

Once again, the biggest improvement continues to be in defensive sectors, specifically staples and utilities. 



Commodity - Lumber

A few weeks ago I wrote a bullish thesis for lumber and wanted to circle back to provide an update. The
thesis was based on a bullish setup in the COT data with Commercials building a net-long position.
Initially lumber prices took another step lower but have recently firmed up as Commercial Traders
continue to hold net-long. While most commodities have weakened recently, lumber has been the best
performer over the last month (up 8%) with only 4 commodities positive over the last month (lumber, corn,
cattle, and oats). Sentiment for lumber has also improved, with the DSI rising to 72% bullish. 



Fixed Income - MOVE Index

Earlier in the letter I mentioned that bond volatility was rising, with the MOVE Index reaching a new 1-
year high. What's also moving higher are bond spreads. Both high yield and investment grade spreads are
moving higher with HY spreads reaching new 1-year highs. Bond prices have moved off their lows but it
seems the fixed income market is still a bit angry. 



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.


