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The S&P 500 is close to its all-time high and yet market breadth has been deteriorating, 
which means that the stock market could soon start to stumble.

There are a number of ways that stock market breadth can be measured, including the num-
ber stocks hitting an all-time highs vs the number of stocks hitting all-time lows, the number 
of stocks trading above a certain trend line such as the 200 day moving average and other 
methodologies. Essentially, market breadth tries to measure how many stocks are participat-
ing in a market trend.

If only a few stocks are performing well in an upwards trending market this indicates that 
the market's positive performance could be on borrowed time.  When the stock market is 
increasing and fewer and fewer stocks are participating in the rally, it is often an indication 
that investors are starting to get concerned with market valuation. Investors typically start 
to shift away from the "riskier" stocks in the market to a few large company stocks, as they 
want to remain invested, but reduce their risk. When a large number of investors follow the 
same course of action, a lot of stocks tend to perform poorly, a few large company stocks 
perform well and the overall market can keep moving higher. This is particularly true with 
a cap-weighted index such as the S&P 500 where the price movement of a few companies 
dominates the index.

So what is the problem? All that investors need to do is follow the trend and focus on the 
large company stocks, right? Not so fast. Yes, the trend can be rewarding while it lasts, but 
when it breaks the consequences can be strongly negative for the stocks driving the market 
higher. The classic example of this scenario is 1999/2000 where fewer and fewer stocks 
drove the stock market higher and once those stocks started to correct, the rest of the stock 
market accelerated to the downside. 

So, where are we today? Market breadth has been deteriorating on a number of fronts. The 
Nasdaq has been showing deteriorating breadth. As it has been increasing in value, the num-
ber of advancing issues has been decreasing compared to the number of declining issues.
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In the graph above, the red line represents the Nasdaq and the black line represents the 
Advance-Decline (AD) line. The number of issues advancing relative to declining peaked in 
mid-June. The Nasdaq continued higher into July, despite a larger number of issues declin-
ing in price. The divergence between the Nasdaq and the AD line typically does not go on 
for an extended period. The AD line typically leads. In the last week, the Nasdaq has started 
to turn lower catching up to the AD line.

Another way to monitor market breadth is between two stock indexes with diff erent capi-
talization characteristics. The graph below illustrates the performance of the S&P 500 on an 
equally weighted basis using the ETF (RSP) and the S&P 500. In RSP, all 500 companies 
have the same weight (approximately 0.2% for each company). This compares to the S&P 
500 where Apple has a 5.9% weight and Microsoft has a 5.6% weight. Both of these stocks 
have been performing well recently, helping to support the S&P 500.

The graph above (top panel) shows that the S&P 500 (equal weight) has been going nowhere 
since early May. Yes, the S&P 500 is higher, but that is because of a few large caps push-
ing the stock market higher. The graph in the second panel shows that the S&P 500 (equal 
weight has been underperforming the S&P 500 since the beginning of June. In other words, 
there have been fewer and fewer stocks performing well, despite the S&P 500 moving high-
er in June and into early July.

It should be noted that just because market breadth has been getting worse, it does not mean 
that the trend has to continue until the market corrects. It is possible that market breadth 
could improve, with more stocks participating and the stock market moving higher. Never-
theless, the worse the stock market breadth gets, the more susceptible the stock market is to 
a correction. Currently, the deteriorating market breadth does not bode well for the future 
prospects of the market. This is particularly true over the next two months of the year: Au-
gust and September, which over the long-term have been the two worst performing contigu-
ous months of the year. 
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Disclaimer: Comments, charts and opinions off ered in this report are produced by 
www.alphamountain.com and are for information purposes only. They should not 
be considered as advice to purchase or to sell mentioned securities. Any information 
off ered in this report is believed to be accurate, but is not guaranteed. Brooke Thack-
ray is a Research Analyst with Horizons ETFs Management (Canada) Inc. (“Hori-
zons ETFs”). All of the views expressed herein are the personal views of Brooke 
Thackray and are not necessarily the views of Horizons ETFs (Canada), although 
any of the opinions or recommendations found herein may be refl ected in positions 
or transactions in the various client portfolios managed by Horizons ETFs, includ-
ing the Horizons Seasonal Rotation ETF. Comments, opinions and views expressed 
are of a general nature and should not be considered as advice to purchase or to sell 
mentioned securities. Horizons ETFs has a direct interest in the management and 
performance fees of the Horizons Seasonal Rotation ETF (the “ETF”), and may, at 
any given time, have a direct or indirect interest in the ETF or its holdings. Com-
missions, management fees and expenses all may be associated with an investment 
in the Horizons Seasonal Rotation ETF (the “ETF”). managed by Horizons ETFs 
Management (Canada) Inc. The ETF is not guaranteed, its value changes frequently 
and past performance may not be repeated. The ETF may have exposure to leveraged 
investment techniques that magnify gains and losses and which may result in greater 
volatility in value and could be subject to aggressive investment risk and price volatil-
ity risk Such risks are described in the prospectus. The prospectus contains important 
detailed information about the ETF. Please read the prospectus before investing.

While the writer of this newsletter has used his best eff orts in preparing this publica-
tion, no warranty with respect to the accuracy or completeness is given. The informa-
tion presented is for educational purposes and is not investment advice. Historical 
results do not guarantee future results
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