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Brief Summary:
Thank you for the kind words from those that emailed me about my surgery. I'm doing fine but I
appreciate the sentiment. 

This week I share one of my favorite seasonality charts. It's a favorite because it's a chart you won't find
anywhere else. It's related to volatility and has nothing to do with Santa. Last year I discussed it as it led to
a massive move in volatility that caught many by surprise. This potential bullish seasonal pattern for the
VIX, if it does develop, occurs as have volatility consolidating to one of its tightest ranges all year and it's
begun to improve in correlation to the equity market, another factor that's often led to moves higher in
volatility. 

The major equity indices lost their 200-day moving average and the hoped-for improvement at this level
was lost after the Fed and ECB caused investors to panic, shedding risk exposure. We've known that risk
appetite has been waning recently with the Risk Appetite chart remaining below the 50th percentile and
actually diverging from the market in recent weeks. Breadth data has begun to improve but Friday saw the
most new 20-day lows since September and sector leadership remains defensive. Speaking of breadth, we
do have the possible setup for a Zweig Breadth Thrust if we see a strong return to bullishness into year-
end. I'll monitor this closely and share if it does occur. 

This week we'll get VIX option expiration and also several housing reports. Including, NAHB Housing
Index, housing starts, building permits, and existing sales. 

Market Dashboard
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VRT remains at 48 with spot VIX consolidating around 23. 

Volatility: VRT 
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Volatility: Top & Environment
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VIX remains in a Low Volatility Environment.



The VIX curves moves out of equity option week back in full upward sloping as the premium in 9-day
vol gets sucked out. We now move into VIX OpEx.

Volatility - Curve
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VIX Options have their December expiration this week. We saw November OpEx met with little
fanfare, similar to October with the prior two months seeing a strong move higher in spot VIX. 

Volatility - OpEx
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While still negative, the 10-day correlation between equities and the VIX has begun to rise again. I
share this as it's interesting development while we move into VIX OpEX and spot has begun to
consolidate. 

Volatility - Correlation
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I shared this chart last year and we saw a move in spot VIX from 17 to 35. We're now approaching the
same seasonal potential this year. This study looks at when VIX is in the bottom 20th percentile in the
days after Christmas. VIX becomes "cheap", delivering a proverbial present to those that are paying
attention. Since 2005 there's been 11 years that this has occurred and VIX was higher 72% of the time
with a median change of +23% 1-month later. Currently, VIX is at the 30th percentile, having dipped
below the 20th when it had fallen below 20 a couple weeks ago. If we see a continued decline, then
it's possible we see this setup once again next week. I'll of course write about this in next Sunday's
note (Yes, I'll still write a brief note on Christmas - don't tell my wife!)

Volatility - VIX Christmas
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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 improved to +5 last week.



Maestro Model - Categories
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Interesting to see trend and breadth actually both see their scores improve last week. A degree of this is the
momentum component of the Trend category.



Sentiment Score 
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XLE was the only positive sector last week, doubling the performance of the S&P 500. XLY sector
sentiment has continued to stay low, sitting at 0.04. Tesla has weighed heavily on the performance of the
sector in recent weeks.



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 43rd percentile.



Risk Appetite Ratio
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Risk Appetite has continued to decline, finishing the week at the 43rd percentile.



The S&P 500 continued to slide last week, moving further away from the 200-day moving average
and on Friday breaking below 3900. We also slid under the 50-day MA which hasn't been a key level
for buyers or sellers this year. We remain in a down trend until price shows a shift in character with
bulls shifting resistance to support and a sector rotation takes place. Just not seeing that yet.

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.

Thrust count sits at +3.

Equities - Breadth Thrusts
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Sadly, we're back to monitoring the list of new lows for the equity market. Friday saw the percentage
of stocks at a new 20-day low hit the highest level since September, when the S&P 500 made one of
its lowest closes on the year. 

Equities - New Lows
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Looking across asset sizes, it's the small cap stocks that appear to be under the most pressure recently
6.5% of the S&P 600 hit a new 6-month low on Friday, almost double what was experienced by large
and mid-caps. Seasonally, this is the time of year that small cap stocks typically show strength but that
hasn't been the case recently. 

Equities - 6-month Lows
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Globally, equities have weakened with less than 40% of countries still trading above their respective
200-day moving averages. Like the S&P 500, international markets have also been under pressure. 

Equity - Global Breadth
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The one possible positive to come out of this recent weakness, is the possible setup for the famous
Zweig Breadth Thrust. These are rare to see, we've had less than 10 in the last decade. The most
recent one came after the 2018 decline. The Thrust occurs when NYSE advance/decline goes from
less than 0.4 to over 0.615 in ten trading days. This signals a move from extreme weakness to extreme
strength but must occur in a short period of time, which is why we don't see it happen very often. On
Friday the data was less than 0.4, so if we get a strong move into year-end, it could signal a Zweig
Thrust but of course nothing is promised. I'll share this chart again if we do indeed see this trigger. If
we do, it would be a big bullish development that we haven't seen occur this year on prior counter-
trend rallies.

Equities - Zweig Thrust
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Last week I shared the Big 4 assets and their importance economically. It's been a little while since we
last checked in on the Big 4 stocks. Below we have the daily charts for Apple, Microsoft, Amazon,
and Tesla. At one time they were the largest four companies in the U.S. and how do their trends look?
Awful. Tesla is at a new low and the other three aren't far from their own respective 52-week lows.
Investors have yet to return to their believed tech leaders. There isn't a requirement that these four lead
the next leg higher, but I find it interesting from a sentiment perspective that investors aren't seeking
shelter in these mega caps and instead are keeping them in distribution mode, moving lower even
when the broad indices have rallied.

Equities - Big 4 Stocks
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Sector Performance



Sector - Breadth 200-MA

Lots of moves under 50% for many sectors last week in percent of stocks above the 200-day MA. We now
just have XLI, XLE, XLY, XLV, and XLP with the majority of stocks still above the long-term average.



Sector - Leadership

I've discussed several times in this letter the need for sector rotation to occur to help signal a new bull
market. Here's an updated look at the sector performance going into the current low and since then. We still
have XLC, XLY, XLK, and XLRE the worst performers since October 12th. The only major development
has been the bout of weakness in energy, which was still the best-performer last week. This doesn't
resemble the development of a new bull market as some other analysts would suggest.



Fund Flows

I shared last week the big outflows being experienced by the major energy ETFs. That got followed by
energy being the best performing sector on the week, but they still saw outflows continue. This can be
partially explained (potentially) by equity option expiration and the impact that had on ETF flows, but it
still seems investors have been losing their love for energy, even when it still has some of the best breadth
data and other sentiment gauges (shared last week) are in the gutter.  Consumer Staples have seen 4.2% of
AUM traded on inflows over the last month, the largest inflow by more than double of the next sector
(utilities). Notice the top three sectors by 1-month flows as a percent of AUM: XLP, XLU, XLV -
defensive ETFs. Investors still aren't showing a preference for 'risk on' sectors and the performance of the
market has begun to reflect that fact.



Commodity - Crude Oil

Producers have continued to go net-short crude oil futures as the price of oil moves below a key price level
of $74.50. From here we want to see if/when producers return to being bullish on their net position, going
from net-short to net-let, that's when we've seen strong bullish price action in crude. Note the black arrows
on the second panel showing four prior examples. Today, we still have that trend going against crude but
they aren't short a heavy amount at just 21,000 contracts - an amount that could easily be reversed fairly
quickly as they were net-long over 100,000 contracts at the end of last year.



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.


