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I am of the belief that markets are driven by supply and demand and through
extension, sentiment of market participants. Sentiment at its extremes can be
an extremely useful tool to analyze financial markets and has been one
deployed in weekly Thrasher Analytics letters since inception. While there are
many gauges of market sentiment, there are not great indicators of sentiment
for individual sectors. 

That's why I developed the Thrasher Analytics Sentiment Indicator. A tool
works to uncover the underlying sentiment of each stock sector and potentially
provide insight into upcoming changes in trend of those sectors. 

Introduction



In the top panel we have the absolute (black) and relative (gray) historical
price action. 

In the second panel (blue) is a composite of momentum divergences for the
sector. Here we're looking for when there's clusters of 3 or more bullish
divergences to signal possible trend changes.

In the third panel (black line) is the sentiment score for the sector. This
score is created based on multiple inputs that include performance for the
sector:

Distance from a 52-week high relative to the broad market's distance to
its high.
Relative performance against the broad over a specific period of time.
Several volume-specific characteristics

All of the sector sentiment charts are laid out the same way. The goal here was
to produce a chart that gave a complete look at the analysis for each sector. 



The fourth panel (black histogram) takes the sentiment score using the same
above criteria except each stock is compared to not just the broad market but
to its respected sector as well. The average score is then accumulated.

The fifth panel shows clusters of breadth thrusts for the sector. Just as I
believe breadth thrusts are extremely useful for the broad market and are
just as helpful for each sector to identify periods of strength.

The above-mentioned data sets are used to create quantitative signals to identify
potential opportunities of the sector showing relative and/or absolute strength.
These are marked with green arrows in the top panel. What qualifies as a bullish
signal for the sectors based on sentiment? 



In the example of XLV below, we can see in early 2022 as price was moving
lower, the Sector Sentiment was making higher-lows along with the average
stock's sentiment also making higher-lows. This suggested a possible bottom in
XLV which did occur and XLV began to show both strong relative and absolute
performance of the following weeks. We can also combine the sentiment scores
with bullish momentum divergences, which can also produce a bullish signal for
a sector. 
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