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Brief Summary:
Once again, energy was the best performing sector last week, up +7.4% with all sectors moving higher.
The S&P 500 was able to breach the critical 50% recovery level with small caps also testing the 200-day
moving average by Friday as well. The market is putting a lot of weight on the belief the Fed will pause or
slow their hiking cycle, even though all the Fed Speak we've gotten since the last FOMC announcement
has been attempting to talk the market away from that belief. This week we'll get a look at several housing
indicators with NAHB on the 15th, Building Permits and Starts on the 16th, and Existing Sales on the
18th. We'll also get Retail Sales on the 17th along with the minutes from July's FOMC meeting. WMT and
TGT also report earnings this week, following their big guide lower and WMT recent announcement of
cutting 200 corporate jobs.

The breadth data continues to improve, we've now had 9 breadths which is a multi-year high. In this
week's letter I introduce a new and improved model, called Maestro Model which replaces the Market
Health Report. I'll also soon be releasing a new sentiment model for sectors. I continue to strive to bring
the best forms of analysis to subscribers, giving a unique and powerful view of the market that can't be
found anywhere else. 

Market Dashboard
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VRT remains elevated but not quite to a signal threshold. 

Volatility: VRT 
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Volatility: Top & Environment
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The VIX moved lower last week and remains in a Low Volatility Environment. 



There's now almost a 11 point spread between 12-month and 9-day volatility as the curve continues to
steepen. 

Volatility - Curve
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This week brings another option expiration for VIX contracts. While June brought crickets, we often
see major moves coming out of opex. 

Volatility - Opex
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Volatility of the VIX (VVIX) has been inching higher recently while spot VIX moves lower and
closed under 20 on Friday. We don't see a break in correlation between these two very often, in fact its
the lowest 3-week correlation in several years as shown by the chart below. I've noted blue arrows
when the 14-day correlation goes negative between VVIX and VIX, with many significant increases
in volatility often following.

Volatility - VVIX vs. VIX Correl
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I shared the below chart last December just as VIX was peaking in the low 30s and fell back into the
teens and it's time to discuss momentum of the ratio between VIX and VVIX again. Last December I
highlighted the 'overbought' condition calling for lower volatility, now we have the opposite
development, momentum on the weekly chart has become 'oversold' which we don't see happen very
often. You can see green arrows when weekly momentum using the RSI goes under 30 and the
'reaction' in volatility that has often followed. Sentiment has seen a big shift from overly fearful to
overly confident as equities saw a strong move over the last few weeks, this has caused a possible
overdone decline in spot VIX that appears ripe for reversion based on its relationship with VVIX.

Volatility - VVIX/VIX Momentum
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Maestro Model - Overview
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Aggressive Bearish: Highest SPX close in 6-months with the model at less than +9 and at least one of  
category negative.
Aggressive Bullish: Lowest SPX low in 3-weeks with the model off its low by 10-25% and the
Capitulation Gauge at a +2 or higher or the model higher by 50% or more and the Capitulation Gauge
is above zero.
Conservative Bullish: Model is greater than +5 and has less than two categories negative.
Conservative Bearish: Model is less than -8. 

I've very excited to introduce a new model to you, one that will be replacing (as a big upgrade!) the old
Market Health Report. 

Previously, the Market Health Report (MHR) relied on inputs separated between four categories:
Sentiment, Trend, Momentum, Breadth, and Volatility. Some of these categories remain, some have been
combined and one has been added in order to create the new Maestro Model. In musical terms, the
Maestro is the conductor, interpreting the score of music (data) and communicating adjustments to draw
out the best sound possible from the performers. I've named this model the Maestro Model as it interprets
the data from the market and economy, communicating in a clear and concise message the necessary
adjustments being call for with regards to risk and market direction. 

The major changes from MHR are the combining of VIX and Sentiment categories, volatility in my
opinion is a gauge of sentiment and better fits within that broad category. The same with Momentum and
Trend, these have been combined as they tell the same similar story. A new category, economic, has been
added to measure higher frequency economic data that's market-sensitive data. Each category contains
more inputs than the MHR. The full model has a range of -27 to +27. The MHR relied on signals
occurring at 15-day lows, Maestro no long has such constraint. The new model also incorporates other
proprietary indicators and models developed at Thrasher Analytics, including for example, the VIX Top
Composite, Breadth Thrust Composite. Maestro also gives two sets of  signals: Aggressive and
Conservative. 

With the introduction of the Maestro Model is the Capitulation Gauge. This is a quantitative tool to gauge
when the market has capitulated on the downside, potentially signaling a low in equities that is used within
the Aggressive Bullish signal. Some of Capitulation Gauge inputs include things like less than 20% of
stocks above the 200-day MA, the VIX Top Composite, Over 25% of stocks with a bullish momentum
divergence, sentiment (DSI) is under 10% bullish.



Maestro Model - history
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Below is a look at the model since 2007, which is as far back as some of the data inputs go in their history
so I unfortunately can't take the full market further. In the bottom panel you can see the Capitulation
Gauge. The middle panel shows the Maestro Model and overlaid on the S&P 500 chart are the various
signals, with a color coded legend at the bottom of the chart. As the model changes I'll of course provide
detailed commentary. 



Maestro Model - Current
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Below is a look at the model over the last few years. The Aggressive Signal highlighted the drop in the
model's score at the peak with the full score falling under -8 a couple of weeks later, with a Conservative
Bearish signal. We've had two Aggressive Bullish signals, one ahead of a brief bounce and the second at
the immediate low in June. We finished last week at +3, just a few points from a Conservative Bullish
signal.



Maestro Model - Categories
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Here we have each of the individual categories that feed the Maestro Model. You may notice the below
values add up to -1 which is different than the prior page showing the model at +3. This is because the
Breadth category receives a double weighting in the model. This is because I believe breadth is the most
important and most impactful category to evaluate the market, which truly is a market of individual stocks
that we can evaluate through breadth. 



Sentiment Score - Soon!
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That's not all!

I also have another set of models to roll out but didn't want to overwhelm you with too much at once.  But
to give you a sneak peek at what's coming, check out the chart below. I've developed a Sentiment Score
that will be applied to sectors and potentially individual stocks. I'll be going into much greater detail very
soon about what this Score is and how it's used. I considered using this new tool as a topic of a paper to
publish in a professional journal (I think it's that unique and useful!) but instead I'm going to make it a
feature of Thrasher Analytics, giving subscribers an extra edge in evaluating markets. 

(Also notice the inclusion of sector breadth thrusts and a tool to measure momentum divergences)

Stay tuned!



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 39th percentile.



Risk Appetite Ratio
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The average Risk Appetite Ratio percentile move up last week to the 39th percentile.



Last week I wrote about the significance of the 50% recovery threshold, which we began to test last
Thursday and saw a solid break above on Friday. If we can continue to hold above that level (4232-
ish) and 4200 then bulls should stay in control of this tape. We closed the week with RSI north of 70
for the first time this year and with price now setting its targets on the 200-day MA which is 49 points
away.

Equities - S&P 500 Daily
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Speaking of the 200-day moving average, small cap stocks are already at that level right now. Both
the S&P 600 and Russell 200 saw slightly closes above the 200-MA on Friday. I'm watching this
week if price can hold this break above. The old saying of "bad things happen under the 200-day" gets
put behind us if we see more asset classes recover this long-term average and hold above.

Equities - Key Price Levels
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We got some more thrusts last week, pushing to the total to a multi-year high of 9! this is the most
we've seen since 2011. As a reminder, the Breadth Thrust Composite is part of the Maestro Model. 

Equities - Breadth Thrusts
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One of the latest thrusts we've seen has been in the average stock drawdown being cut in half. We've
seen this occur during counter-trend rallies in 2001 and 2008 but it's also followed major lows as well.
Stocks are digging themselves out of a large hole, but the drawdown has now been cut in half for the
average large cap stock.

Equities - Breadth Thrusts
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Across most lookback periods we're seeing an expansion in new highs. For 20-day, 3-month, and 6-
month highs we're seeing stocks recovering. Over 60% of stocks made a 20-day high on Friday, a
multi-year high. This only holdout is the 52-week high list, which still sits below the prior June high
even as the index breaks above its own June high. I'll be watching this week if we begin seeing more
new 52-week highs and get this lookback period to confirm what the shorter periods are showing.

Equities - New Highs
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Equity - Momentum

wwww.ThrasherAnalytics.com                   - Not For Redistribution-

As of Friday we have 26.8% of large cap stocks holding a 14-day RSI over 70. This puts the net
'overbought (% overbought minus % oversold) at 26.6%, the highest reading since just after the
Covid Crash in 2020. When we last had over a net over 25% in 2020 we did see a minor pullback in
the Index has recent gains got digested. What stands out to me is we never saw a net over 25% during
the Financial Crisis during counter-trend rallies. We saw stocks get 'overbought' but not to the degree
they are now until the final low in 2009 was put in. Several notable peaks did occur with this many
stocks over-extended but when coming off a major low the pullbacks have been fairly minor.



Equity - U.S. Dollar is Key 
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The dollar continues to be key for equity traders and we've still not seeing major weakness in the
U.S. currency. Last week we saw a drop under the 50-day moving average that the dollar attempted
to recover on Friday with a slight bounce higher. The Dollar Index still holds above 105. I'm
watching if we can get a more durable lower-low in the dollar or if we see a move back above the 50-
day MA and a possible run at the prior high. The trend in the dollar is a major 'tell' for macro risk
appetite and is a chart to keep a close eye on.



Equity - Short Covering
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Part of what's driven stocks higher in recent weeks has been a massive short covering according to
data from Goldman Sachs based on their prime book, shown below. Goldman noted we're in the
middle of their 3rd largest (so far) hedge fund short covering event.  Those pounding the table on this
still being a counter-trend rally point to this data as a sign the market isn't seeing 'real' buying but just
an unwind of shorts, artificially pushing the market higher. That very well could be true but the if
SPX can hold above 4200 then 'real' buyers very well could emerge to take the baton and push
markets higher. But if we don't hold key levels, then there's plenty of bearish data out there to latch
on to that can drive stocks lower. 



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

Big improvement in several sectors with XLI, XLB, XLE, XLP, and XLU all now with more than half of
stocks above the 200-day MA. 



Commodity - Crude Oil 

Crude oil bounced back above $90/barrel last week. I discussed the bullish setups in oil last week but this
week I wanted to focus on the Crack Spread, the difference in price between oil and products refined from
the commodity. The Crack Spread often leads oil, and so far it's not making a lower-low and is suggesting
oil prices should hold firm and could get back to $100.



Commodity - 1-Mont Change

Last week I looked at the performance of grocery store commodities. Below we are looking at the 1-month
performance across commodities. The latest CPI inflation data showed a small tick lower in the YoY figure
but food prices at home actually rise, from 12.2% to 13.1%, attributed to I wrote in last week's letter. How
have commodities done over the last month? Many are materially higher, natural gas is up 31%, Cotton
+23%, orange juice +19%, metals are up 7 to 14%. The worst performing commodity is lumber and it rose
25% just last week. 



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

wwww.ThrasherAnalytics.com                   - Not For Redistribution-



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.


