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I'm excited to share with you that in the next couple of weeks (likely early 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:
We are now at a critical point for U.S. equities. Improvement has been made across the board: we've had
three breadth thrusts, the dollar has ticked slightly lower, and the key price levels for XLY, XLF, and XLI
I mentioned last week have held firm. However, short-term momentum has reached prior peak levels and
we aren't out of the words yet to say this isn't a counter-trend bounce. Price struggled to get above last
month's gap and there's a whole host of catalysts coming at the market this week. The Atlanta Fed
GDPNow forecast is calling for a second negative GDP month and we'll see if that is confirmed with Q2
GDP on Thursday. FOMC is on Weds with a 75 bps hike expected. This is also a big earnings with MSFT,
GOOGL, V, and UPS on Tuesday, META on Weds, AAPL, AMZN, and INTC on Thursday. Where the
broad market finishes after all of that will be extremely telling with regards to who retains control of this
trend: bulls or bears. 

If we finish Friday with a weaker dollar, XLY, XLF, and XLI above the 2020 high and the S&P 500
positive, then that's a big accomplishment for the bulls and will speak to the potential for a durable move
higher. On the bears side, we still haven't seen the same level of downside that's plagued the market in
prior bear markets and the calls for "peak bearishness" in sentiment data, notably from the BofA survey
argue more for a Oct. '08 bounce than a final bottom being in place. 

I'm eager to see how price action plays out this week, there will be plenty of catalysts to move price in
both directions and next week I'll dive into all the data and share with you what I think it means for the
market going forward.

Market Dashboard
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VRT has risen but remains below a signal threshold.

Volatility: VRT 
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Volatility: Top & Environment
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The VIX curve remained in contango this week. 1-month volatility is now 2.94 points below 3-
months. Long-dated volatility is holding firm at the 61st percentile with ulta-short term vol (9-day)
about even with 1-month and both under the 40th percentile. 

Volatility - Curve
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Market Health Report
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The Market Health Report (MHR) moved up to +8 on Friday, the highest reading since March. This is a
strong improvement with all the categories now at or above 0. We've had two +6 readings in 2022 and the
last two were unable to see price show any attempt at bullish follow-through. In March, like today, the
MHR improved but the rally shown to be a counter-trend bounce and equities quickly sold off. We need to
see if this week we get any bullish follow-through above 4,000 to give confidence the improvement in the
four categories is durable.  



The Bullish Confidence Score stayed at +5 with all categories above their respective thresholds. 

Bullish Confidence Score
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Below is a table of 17 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 32nd percentile.



Risk Appetite Ratio
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The average Risk Appetite Ratio percentile finished the week at the 32nd percentile.



Stocks are now at a critical fork in the road, a make-or-break moment so to speak. Last week's
advance filled the gap from the prior month but were unable to move above the gap, dropping on
Friday. Momentum (which we'll be looking closer at later) made a higher high and is back above 50.
Price remains under the March VWAP and a lot of eyes will be 4200, the key price levels technicians
are focused on for further upside. 

Equities - S&P 500 Daily
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We looked at this chart last week and I wanted to provide another update. Last week I wrote, "Buyers
want to see an expansion in bullish sentiment, but that's yet to happen just yet." Even though equities
rallied last week, we still didn't get a bullish expansion in sentiment. Instead, on Friday, we saw a drop
back to 30% bullish on the DSI - unable to break the prior highs from the last two months. 

Equities - Sentiment
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One chart and news story that's gotten a lot of attention this week are shown below. First, the BofA
survey showing allocations to equities at the lowest level since October 2008. Traders are pointing to
this as the sign that sentiment has reached 'peak bearishness'. What I find confusing about that, is
while the markets were down significantly in October 2008, that wasn't the bottom in the bear market.
From the lowest level in Oct. '08, there was still another roughly 10% of downside before THE low
was in. Meanwhile, from an anecdotal sentiment perspective, the WSJ ran a story about how retail
investors aren't showing fear of the down turn. They've been conditions that the market always
bounces back. The store cites, "In March, individual investors bought $28 billion of U.S.-listed stocks
and exchange-traded funds on a net basis—the largest monthly sum ever recorded by Vanda Research
since it started tracking data in 2014. Between April and June, that slipped to about $25 billion a
month on average, though that is still much higher than pre-pandemic levels. In April through June of
2019, for example, that number averaged $3 billion a month." Historically we don't see retail investors
still 'buying the dip' at the end of significant down turns but that's still what's happening today it
seems. So are we at 'peak bearishness' or not? And if we are, does that mean we've seen the bottom?
Typically sentiment bottoms BEFORE price not with it but there's no rule that requires such a pattern
I suppose...

Equities - Sentiment
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https://www.wsj.com/articles/many-investors-are-fleeing-the-stock-market-but-some-are-doubling-down-if-i-lose-15-000-im-not-going-to-die-11658055601


Good improvements were made in the breadth data last week, with the three breadth thrusts being
produced, the most since 2020. Three is the minimum we want to see, ideally we get four, and we still
may if bulls remain in control this week. At the March peak we had just two, so this is showing
breadth has shown more bullish potential on this (so far) counter-trend rally that may show it self to
be a durable low. 

Equities - Breadth Thrusts
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One of the breadth thrusts that triggered last week is below. This thrust looks at the volatility of each
stock in the S&P 500 and the range of that volatility. When the percent of stocks with volatility below
its 6-month average goes from under 20% to over 80%, the thrust is triggered. On Friday we hit
81.9%. As you can see from the chart, we don't see this extreme change in volatility very often and its
track record has been pretty solid. 

Equities - Volatility Thrusts
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Thrasher Analytics



Equity - Momentum 1
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First, we'll look at the bullish momentum chart and then the bearish one on the next page. Below is a
3-week chart of the S&P 500 (3 week keeps each bar looking at the same amount of time vs. monthly
which can have more or less days worth of data in each bar). Here we have the 14-period RSI and the
Composite Index. The RSI has fallen to the prior range lows that have marked the bottoms since the
Financial Crisis. If this decline isn't something more protracted (like '08 or '01) then a low in the RSI
here makes sense. The Composite Index is bouncing off the long-term lows going back to the 1960s.
Connie Brown (the creator of the Composite Index) writes that momentum has a long-term memory
and these key levels are significant when tested. 



Equity - Momentum 2
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When we zoom in and focus on the 1-day chart of the S&P 500 and Nasdaq 100 things get less
bullish. Here we an see the Composite Index has run right up to prior resistance for both indices.
Since the peak in January this has been where the S&P 500's momentum has run out of steam and the
last counter-trend bounce in the NDY failed at this level of momentum as well. 

While long-term charts show major support in momentum, there's still some whipsawing potential on
the shorter period charts. 



Equity - Historical Z-Scores
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Let's zoom out once again but this time look at the 2-year and 1-year Z-Scores for the S&P 500 and
compare prior major market lows and where we are today. On the bottom panel is the 1-yr, which
bottomed at a 3.5 sigma. The problem is, historically we see a larger decline than just 3.5. It hasn't
been unusual to get a big bounce. For example, at 3.5 sigma, we had two 20% counter-trend rallies in
March and Sept. '01 within the long-term down trend. In '73 we hit a 3 sigma and bounced 9% but
still had 32% to the downside before a final low was put in. The bottom in 2000, 2007, 2018, and
2020 each reached a 4-sigma 1year decline. This suggests from a historical perspective, there's still
"room" to the downside. Finally, looking at the 2yr Z-Score, we've barely broken 0 with prior major
declines at least reaching 3 standard deviations to the downside. The speed of the price decline
matters, which is why I look at both 1 and 2 year Z-Scores but both are suggesting we are far from
being "oversold" or "stretched" at current levels.



Equity - FAAMG & EW S&P 500
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Looking at the bounce in stocks from a perspective of equal-weight stocks and the FAAMG names,
we can see equal-weight has run back to the May lows but unable to get above while the broad index
and FAAMG both have broken above this price level. This is a big week for FAAMG as they all will
report Q2 earnings at some point this week. 



Equity - U.S. Dollar is Key 1
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If equities have bottomed and are ready to make their second-half of the year moving higher then I
think the dollar holds the key to confirming this shift. We'll look at the relationship of stocks and the
USD over the next three pages.

First, the DotCom decline.  Notice the counter-trend rallies saw the dollar strength until we had
finally bottomed in equities and the move higher was accompanied by a weakening currency. The
dollar began moving lower in early 2002, failing to break above the 2000 low. That resistance failure
marked the low in the SPX (note dotted vertical line). 



Equity - U.S. Dollar is Key 2
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Now we have the Financial Crisis bear market. The first two rallies failed as the dollar moved higher
in early and mid 2008. Then the bounce off the October low saw the dollar weaken. There still wasn't
enough bullishness in stocks to get that low to hold but when the dollar tried to make a higher-high, it
failed and that failure above the Oct. high marked the 2009 low as stocks rallied and the currency
depreciated.  



Equity - U.S. Dollar is Key 3
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This brings us to today's market. The rally in march saw the dollar climb higher and now we have the
current advance... At first the dollar did keep moving higher, with a major development of breaking
parity with the Euro but by the end of last week it began to weaken. Is this the start to a slide in the
dollar? If so, that should be bullish for stocks. This is a big week for econ data with FOMC and Q2
GDP both being announced this week and both likely to have a material impact on how the DXY
behaves. 



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

Energy breadth improved last week with a move back above 50% for XLE in stocks trading above the 200-
day moving average. 



Sector - Key Support

We got a good bounce in XLY, XLI, and XLF last week off the key support levels I wrote about in the
prior letter. These three continue to be critical charts to keep an eye on. 



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.


