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Brief Summary:
Markets got through triple witching week (option expiration) last week and now we move into VIX option
expiration week. Stocks remain strong but are slightly over-extended in the short term. I share how
momentum typically does rise to high levels at the start of a new range, but we also have the S&P and
Nasdaq stretched from their 50-day moving averages with sentiment at the high end of its range for them
as well. This would be a natural place to see some consolidation or pullback. I'm still watching the VIX
and think it's being underpriced. The Maestro Model saw a strong improvement last week, notably from
the Breadth category as we finally are getting more stocks participating in the up trend. 

This week's letter takes another look at energy markets with some bullish setups in natural gas and crude
oil. We are now in hurricane season, so it's possible we get a weather-related catalyst for energy
commodities, but the charts also look interesting at current levels. 

Market Dashboard
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Volatility saw a slight increasing, rising on a day that equities were also up which eventually sent the 10-
day correlation between VIX and SPX positive for the first time this year. With equity and index Opex on
Friday, volatility moved back lower, finishing under 14 on Friday.

Volatility: VRT 
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Volatility: Top & Environment
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VIX remains in a High Volatility Environment due to be so stretched to the downside, there's a higher risk
of it moving up than seeing further decline. 



The full VIX curve is back to 1-year lows  with 9-day vol now under 12.

Volatility - Curve
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Last Friday was option expiration for Index and equity contracts. This week well get OpEx for VIX
options.

Volatility: OpEx
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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 saw a big improvement over the last week, notably with the Breadth category seeing a
rise back to positive. We finished the week at +10, the highest level in several weeks. 



Maestro Model - Categories
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Trend saw another drop to +4 but breadth saw a big rise to +4 after being negative for several weeks.
Sentiment still is above a negative level but was flat by Friday.



Sentiment Score 
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New bullish sentiment signal for XLE last week. Energy still is one of the lowest sentiment scores. Later
in the level I'll take a look at the sentiment for one of the factors as Value begins to show signs of
improvement.



Sentiment Score: XLF & XLY
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Sentiment Score: XLI & XLB

wwww.ThrasherAnalytics.com                   - Not For Redistribution-



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 16 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 611st percentile.



Risk Appetite Ratio
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Risk appetite continues to improve. Most inputs are in the green with the lowest ratios being
international-related.



Each week will take a look at the stocks making new 6-month highs (on the left) and lows (on the
right) relative to the S&P 500. This list will be of large cap stocks and grouped based on their sector.
If it's making a 6-month AND a 12-month relative high (or low) then it'll be shown in green (or red)
and if it's a new 12-month absolute new high (price) then it will be in bold. This type of scan be useful
in seeing what stocks are showing strength as well as which sectors have the most stocks making
relative gains. We can also get insight into the breadth of the market based on whether there are more
new relative highs or lows each week. I hope you find this useful as a source of idea generation and a
unique view on the broad health of the market.

New high list went from 6 to 3 and new low list fell from 28 to 18.

 High & Low Rel. Strength List
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Equities saw a strong week with the S&P 500 rising above 4400. Friday pulled back with equity OpEx
seeing an increase in activity and flows. The SPX is now extended on a daily chart, roughly 5.5%
above its 50-day MA (more on this later). The RSI is above 70 as well but this is less concerning as
it's not unusual to see strong momentum after we see a new range established, which I'll discuss more
later in the letter.

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 0.

Equities - Breadth Thrusts
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Below is a table showing the changes in breadth data over the last 35 days. This provides insight into
whether bullish or bearish data is improving or declining. 

Equities - Breadth
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A study done by Ned Davis Research looked at the smoothed 5 day average of new 1-year highs and
lows on the S&P 500 and when this figure rises above 10% or below 10%. They made the argument
that that we rarely saw the 5-day average rise above 10% when not in a bull market. The one instance
being for a very brief period following the 2000 peak. You'll notice the green dots on the chart below
show each occurrence, almost always when the Index is in an established up trend. Currently, we are
at 8.17%. So not quite there yet but getting close. 

Equities - New Highs
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Below is a chart looking at the historical performance of the S&P 500 in the first 6-months of a pre-
election year. Currently, 2013 is the 3rd strongest at this point in the year. 1995 and 1991 and 2019
was close. 

Equities - Pre-Election
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The S&P 500 is now  5.47% above its 50-day moving average and the Nasdaq 100 is 10.55% above
its 50-day moving average. These are levels that have recently been followed by pullbacks in each
respective index. In August and November when the SPX got to 7% we saw it pull back and August
and Feb. '23 saw the Nasdaq 100 pull back once it breached 11%. We're close to each respective level
right now, with still a little room for each Index to run but we are getting to a point where both are
extended in the short-term. Sentiment is also heated for both. The 5-day average of DSI for the S&P
500 is at 88% and is 91% for the Nasdaq. Price is stretched and sentiment is excessively bullish. It
would make sense to see some cooling off in the near-term.

Equities - Short-Term Extended
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I mentioned earlier that the daily RSI for the S&P 500 was elevated, north of 70. This has gotten a lot
of attention recently as calls for the market being "overbought". However, when we zoom out and
look at the weekly chart we can see that when the market enters a new bull range, using the
parameters I've discussed in past letters - a rise by the RSI above 60 - then it's not uncommon for the
weekly momentum indicator to go north of 70, which it hasn't done yet. In the past, when the S&P
500 has seen a material pullback, the RSI has been from 90 (during the melt up that ended in Jan.
2018) to a fairly shallow pullback with RSI at 67 in 2011.  Most recently we saw 79 and 74 on the RSI
before the Covid Crash and 2022 Peak. This isn't to say we should seek a certain level but to point out
that it's not that unusual to see strong weekly momentum when a new range has been stablished.

Equities - Elevated RSI
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Each week's letter focuses on the sentiment indicator for the major sectors, but I also trach the major
factors as well. I evaluate each factor with its own sentiment gauge, which compares the sentiment of
the factor against other factors - just like the Sector Sentiment model does with the sectors. I also find
it interesting to compare the factors to the sentiment of the sectors, which is why I include both
indicators on the chart of the S&P 500 Value ETF (IVE) below. Here we can see sentiment is
extremely low and beginning to curve up. This is similar to what we've seen at prior key turning
points in both relative and absolute performance for IVE. Growth stocks have been a strong rise in
2023 but I'm keeping a close eye on Value as its sentiment improves. 

Equities - Value Sentiment

wwww.ThrasherAnalytics.com                   - Not For Redistribution-



Defense sentiment saw a good improvement last week which saws the spread between Offense and
Defense Sentiment to peak and pull back after hitting that March high. This is another reason we
could see stocks cool off with sentiment being so elevated for the individual Indices but also sectors as
well.

Equities - Sector Sentiment
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ETF Fund Flows

Below is table showing fund flows for bond and equity ETFs. The data shown is through Thursday. 



Sector Performance



Sector - Breadth 200-MA

Notable improvement in defensive sector breadth with 3 sectors at or near 50%.



Commodity - Crude Oil

Las week I discussed how the Producers had moved slightly net-long crude oil and this was something to
be watching as it'd be bullish for the commodity. Another bullish development for oil lately has been the
rise in the Crack Spread. This is the price difference of a barrel of oil and the refined products made from
it. When the crack spread it rising it suggests an increase in demand for oil as a higher premium is placed
relative to the derivative products that oil is used for. Today we have the spread at the highest level since
April even though oil prices are sitting just off their multi-month low. 



Commodity - Natural Gas

This is an update on the natural gas chart I've been talking about recently. Large Traders have increasing
their net position and are now up to 266,000 contracts. Nat gas has been moving higher off that swing level
around $2 and is closing in on $3. In the past instances when Large Traders went net-short and then moved
back to being long, when they got to this level of a position, 266k contracts, it had been pretty close if not
right at the low in in natural gas.  We are now in hurricane season with reports of above-average sea
temperatures. This could create a catalyst for a move higher in both oil and gas prices should a hurricane
disrupt production and transport in the Gulf of Mexico or the Eastern Coast. 



Forex - Yen

The Japanese Yen has been declining for multiple years and sits just off a multi-year low. What makes the
chart interesting is just how low sentiment is, currently the DSI is at 7% bullish. Meanwhile, Commercial
Traders are long 118,000 contracts, near the upper end of the historic range. I've plotted blue dots when
Commercials go long over 100,000 contracts and sentiment is under 10% bullish. There are several
instances of the Yen continuing to decline but also a few marking significant turning points. Currently
there's no sign of price showing a bottoming process, but we could get a potential double bottom 4% lower
near 0.67. 



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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Trend Models
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Trend Models
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Trend Models
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