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Brief Summary:
The Maestro Model has continued to improve but is still not to a level to give a Conservative Buy signal.
While breadth for large cap equities and most sectors improves, we did see a pullback last week in Risk
Appetite and a continued breakdown in the Consumer Ratio and performance (both relative and absolute)
of IPO stocks. 

This week's letter takes a look at Consumer Disc. and Energy sectors as well as crude oil. All three have
very interesting chart setups based on price action and internals. Small Caps began testing the 200-day
moving average last week but haven't had a strong enough break to suggest a change of character has
occurred. The SPX still sits a little over 2% from its own 200-day MA and 6% from a 3-month high. 

Volatility markets remain of interest as they did last week. The spread between 9d-12m Volatility has
risen to over 10 points, the upper end of its range over the last two years. Last week was opex for VIX
futures and we now have a shortened Holiday week for U.S. markets. Seasonally is bullish but that doesn't
mean we can't still see some fireworks. 

Market Dashboard
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VRT increased to 48 with Spot VIX finishing the week at 23.

Volatility: VRT 
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Volatility: Top & Environment
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VIX has moved back into the Low Volatility Environment.



9-day volatility continued to decline last week as futures went through opex and Spot VIX saw a
slight increase, holding above 23. There's now a growing spread between 9-day and 1year, shown on
the next page.

Volatility - Curve
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The difference between 9-day volatility and 12-month volatility has increased to over 10 points, the
largest since during the summer. Coming into 2022 we saw the spread peak at 15 but 10 points has been
the high-end of the range year-to-date. The prior two times we saw such a large spread between ultra-short
term contracts and the 1yr, spot ended its decline and saw a material increase.

Volatility: Futures Spread
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Maestro Model 
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Please be sure to check out the Maestro Model Summary PDF in the Archive on the website. 

The Maestro Model moved up to 0 last week. Both Breadth and Sentiment categories saw improvement.



Maestro Model - Categories
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Trend remains positive, Sentiment improved, and Breadth has moved to its highest level in several weeks.



Sentiment Score 
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The difference between the average stock sentiment and sector sentiment for XLY has continued to grow.
Industrial sentiment remains elevated but has come down from its peak. The energy sector sentiment has
declined, off its peak of over 0.8 to .58 as of Friday.



Sentiment Score: XLF & XLY
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Sentiment Score: XLI & XLB
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Sentiment Score: XLRE & XLC
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Sentiment Score: XLP & XLU
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Sentiment Score: XLK & XLV
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Sentiment Score: XLE
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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 44th percentile.



Risk Appetite Ratio
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Risk Appetite fell last week, moving slightly away from the 50th percentile we've been watching so
closely in recent weeks. The relative performance of copper vs. gold and offense vs. defense sectors
contributed to the overall decline of the indicator. 



Stocks pulled back last week, finishing down 0.69%. Last week's letter noted the uptick in declining
issues on the previous Friday, suggesting some short-term selling pressure may have been building.
Overall, the market handled option expiration week well and we now move into a holiday-shortened
week with U.S. markets closed Thursday and open for half of Friday. News should be light with the
only major release being the minutes from the FOMC meeting. Volume will likely be low, giving way
to opportunity for quiet price action or some low volume fireworks, we'll see which we get! For the
daily chart, SPX remains below the 200-day MA and patience likely warranted until we see how price
resolves the key moving average.

Equities - S&P 500 Daily
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I've added an add'l section of the breadth thrust composite chart, titled Primary Long-Term Thrusts.
These are the handful of thrusts that are in the original composite that have the best track record and
only have the highest bar to clear to signal. The original composite is still what 'feeds' the breadth
category of the Maestro Model.

No change in the Breadth Thrust Composite.

Equities - Breadth Thrusts
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The equal weight version of the Consumer Ratio had been showing strength recently but has now
failed to break out to a new multi-month high. Meanwhile, the weakness in mega caps like Tesla
continue to weigh on the Cap Weight ratio, which has continued to decline. 

Equity - Consumer Ratio
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Recent IPO stocks also are seeing price weakness with the Renaissance IPO ETF (IPO) failing to
move above the summer lows and its relative performance against the broad market sitting near YTD
lows. 

Equities - IPO Stocks
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A couple of weeks ago I noted the contrarian setup in sentiment for the S&P 500 Growth factor. Since
then, we saw a bounce but the ratio against Value is now failing at the prior summer low after coming
off one of the lowest levels of momentum in over two years. The dash-for-trash helped bolster the
growth factor but that short-covering induced rally didn't continue last week and value began showing
strength. I'll be watching how this ratio shapes up as we move into year-end. 

Equities - Growth vs. Value
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Turning the focus now back to the broad market, the new high list has been showing good signs of
improvement. The Index isn't to a 3-month high yet but we're already seeing more 3- and 6-month
highs by individual stocks. We'll get a better apples-to-apples comparison once/if the index reaches its
own 3- month high which is roughly 6% away from where we closed on Friday.

Equities - New Highs
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A few weeks ago I shared this chart of small caps approaching their 200-day moving average, noting
we needed to see a character change by small caps seeing a breakout above the level that had been
resistance earlier in the year. Since then, the picture has been messy. S&P 600 saw an initial break,
then a backfill and closed the week marginally above the 200-day MA. Meanwhile, the Russell 2000
has failed to hold its own long-term average. Due to the lack of volume and shortened trading periods,
this week likely won't give us a lot of insight here but I'll see keep an eye on how small caps perform.

Equities - Small Caps
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While stocks have rallied off the October low, we've seen both high yield and AAA bond spreads
move lower. Notably, the drop in corporate bond spreads which have fallen to one of the lowest levels
this year. This tells us the bond market isn't sniffing out any major risks at this point which is a good
sign for equities. 

Equities - Bond Spreads

wwww.ThrasherAnalytics.com                   - Not For Redistribution-



Total assets at the Fed peaked in April and now has seen a year-over-year decline.  The growth in
assets as the Fed went on a buying spread of quantitative easing for the better part of a decade helped
support risk assets and move equities higher. In 2018 we saw stocks stumble as that support was
pulled and the market began to fear Powell would be too aggressive in raising rates. The market hasn't
had a lot of practice since the Financial Crisis of operating without QE. In 2018 stocks got spooked by
the idea the Fed wouldn't be as supportive as it had been and raise rates aggressively. Powell bent his
knee to Wall St. and the party went on for a few more years. While there may not be immediate
implications of the YoY move from positive to negative, what once was a tailwind for risk assets now
begins to turn to a possible headwind.

Equities - Fed Balance Sheet
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Sector Performance



Sector - Breadth  200-MA

Big improvements in staples, which now have the third most stocks above the 200-day moving average.
While Consumer Disc. has had sub-par performance, the majority of its stocks are also above the 200-day
MA - more on this later in the letter.



Sector - XLY

Amazon makes up 19% and Tesla accounts for 15% of XLY, and their poor price action has been a weight
around the neck of the sector ETF. However, the rest of the holdings appear to be doing much better with
60.7% of stocks above the 200-day MA and nearly 88% are above the 50-day MA, while the ETF itself
still isn't above either price level. In my note on sentiment, I've discussed the spread in sector vs. individual
stock sentiment for this sector and the breadth data tells the same story. Many of the non-Amazon/Tesla
holdings are showing strength but you wouldn't know it based on the XLY.



Sector - XLE -1

Crude oil has been moving lower but energy stocks have bucked that trend, holding XLE above $90 and
testing its most recent prior high. The 90-day correlation between the commodity and the sector has gone
negative, something we don't see happen very often. I've drawn dotted vertical lines on the prior instances
where correlation went negative as a result of crude going lower and stocks going higher. Since 2000
there's just 4 such examples and what stands out on the chart below is that we saw the strength in energy
stocks hold firm and crude oil play 'catch up' with a bounce higher for at least a few months. What I'm
keeping a close eye on is that possible double top in XLE, energy bulls want to see a breakout hold above
the early June high, which the ETF closed just slightly below on Friday. 



Sector - XLE -2

Here we can see a better look at that possible double top in XLE. I've also included the 1-month flows of
the major energy ETFs (XLE, OIH, VDE, XOP, and IYE). The last time XLE was above $90 and then
moved to its 200-day MA, fund flows were firmly negative as investors didn't trust the latest strength in the
sector. The 200-day MA held as support and we now have another test of the $90 level but this time flows
are still positive. They've come down from their peak but have not gone negative nor been as bearish as
they were in June. Looking at the bottom panel, momentum saw a peak against the prior high in the
Composite Index that then turned into a bearish divergence. Momentum is more supportive of a possible
double top than I'd like to see and still has runway left before it gets to 0 or a prior turning point.



Commodity - Crude Oil

Now looking at crude oil by itself, we can see the failed break at $110 and the move lower to $80/barrel on
this weekly chart. Producers have now gone net-short the commodity for the first time since the Covid
Crash. Setting that crisis aside, the prior moves to net-short had mixed results for crude. In 2015 we saw oil
continue lower and in 2017 we saw a final low a few weeks later that resulted in Producers going back to
net-long. The example that most resembles today looks more like 2015 as Money Managers were also short
at that time vs. being net-long in 2017. If crude continues lower, I'm watching the prior 2018 high as
possible support.



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.


