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Sector Rotation: August

MARKET DASHBOARD

Index & Sector

Daily Sentiment Index
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Brief Summary:

Stocks pulled back last week, starting to line up with the seasonal trend of weakness in August discussed
last week. Meanwhile, VIX saw a move higher but not quite to a lofty level just yet. This also lines up
with seasonality and the persist VRT signal that's lasted for several weeks now. The Maestro Model
remains firmly positive, seeing marginal declines in Trend and Breadth. SPX still hasn't hit a 20-day low
and the breadth data hasn't broken down to a impactful levels.

Offense sectors held up well last week, led by energy which I've been discussing for several weeks now -
with its notable improvement in sentiment and breadth. crude oil also has been rising as the Crack Spread
continues to climb higher. This week I look at the massive drop in the SPR and how the White House
could get caught off guard if we keep seeing higher oil prices and they didn't take their chance to refill.
Natural Gas and Wheat are two other commodities I look at this week with bullish improvements.

This week we'll get a look at inflation data on Thursday with CPI and then PPI on Friday.
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VOLATILITY. VRT

VIX has (finally) started moving higher, closing above 17 on Friday which was a multi-week high. This
has now 'reset' the VRT which is back to zero.
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VOLATILITY. TOP & ENVIRONMENT TX

VIX remains in a Low Vol Environment (primarily due to the lack of backwardation in the futures curve
along other factors) and we haven't seen signs that have been associated with a peak in volatility yet.
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VOLATILITY - CURVE

The curve has begun to flatten out between 9-day and 1-month volatility with the spread narrowing
between 1-month and 3-month as well.
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VOLATILITY - SEASONALITY

Last week I discussed the seasonal strength that has typically picks up in August for VIX. That started
to develop last week as we got a roughly 4 point increase in vol (not much, but the bar was set low at
the first part of this year!) While spot VIX is up about 23% over the last 3-days, that still is below a
3-sigma or 4-sigma level. This suggests we could still see vol move higher as the argument that it's
'over extended" would be hard to argue at this point.
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MAESTRO MODEL

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

The Maestro Model moved lower by a few points, closing on Friday at +14 as Trend and Breadth dropped
by 1 point each.
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MAESTRO MODEL - CATEGORIES T

Trend/Momentum and Breadth each declined by 1 point from last week.
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SENTIMENT SCORE

Once again, the focus is on energy which saw another strong week in performance as well as in sentiment.
XLE was one of two, along with XLF, that saw an increase in its sector sentiment score. Tech individual
stock sentiment has held up fairly well. XLU saw 3 bullish momentum divergences on Friday along with
its sentiment now negative, giving a possible mean-reversion setup.

TR
Daity . Watth List . No Layout
N T e A K T
SPDR Consumer Discretionary Select Sector Fund ETF 0.44
SPDR Communication Services Select Sector ETF XLC 0.38
SPDR Materials Select Sector Fund ETF XLB 0.34
SPDR Financial Select Sector Fund ETF XLF 0.28
SPDR Technology Select Sector Fund ETF XLK 0.24
SPDR Consumer Staples Select Sector Fund ETF XLP 0.24
SPDR Energy Select Sector Fund ETF XLE 0.23
SPDR Industrial Select Sector Fund ETF XL 0.19
SPDR Real Estate Select Sector Fund ETF XLRE 0.08
SPDR Health Care Select Sector Fund ETF XLV 0.07
SPDR Utilities Select Sector Fund ETF XLU -0.01
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SENTIMENT SCORE: XLF & XLY
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SENTIMENT SCORE: XLI & XLLB
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SENTIMENT SCORE: XLRE & XLC TFX
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SENTIMENT SCORE: XLP & XLU
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SENTIMENT SCORE: XLK & XLV X
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SENTIMENT SCORE: XLE
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RISK APPETITE RATIO

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.

The average Risk Appetite Ratio percentile is at the 62nd percentile.
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RISK APPETITE RATIO

Risk Appetite held up well last week as broad indices declined. This was helped by the strength in
Offensive sectors like Consumer Disc. and Energy, as well as weakness in Utilities and strength in
Home Construction and High Yield Debt.
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HiIGH & LOW REL. STRENGTH LIST TX

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 stayed at 8 and new low list decreased from 38 to 36.
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EQUITIES - S&P 500 DAILY

The S&P 500 pulled back last week, initially seeing a bounce on Thursday at the VWAP from the
June low but then undercut it on Friday as sellers came in force again. From here I'm watching the
VWAP from the breakout level after the multi-month consolidation. The breakout above 4200 was
significant and so we want to use that level as our next key VWAP. Under that, would be the 50-day
MA. If bulls are still in charge, we should see this area... 4390-4425 hold as support. From there we
could see a test of that previously mentioned breakout level at 4200.
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EQUITIES - BREADTH THRUSTS

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 remains at +1.
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EQUITIES - BREADTH

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.

35 Days Ago 30 Days Ago 25 Days Ago 20 Days Ago 15 Days Ago 10 Days Ago 5 Days Ago Current
Moving Average Breadth

SE&P 500 % above 200-day MA 55.9 55.1 59.4 61.8 66.8 7.6 70.0 61.6
Masdag 100 % above 200-day MA 76.2 733 72.3 713 78.2 82.2 81.2 73.3
S&P 500 % above 50-day MA 61.8 58.6 67.6 71.8 82.3 86.7 80.3 60.0
MNasdag 100 % above 50-day MA 71.3 76.2 70.3 74.3 84.2 85.1 84.2 55.5
S&P 500 % above 20-day MA 79.1 68.2 72.4 63.2 80.3 823 63.8 37.6
Nasdag 100 % above 20-day MA 82.2 71.3 57.4 455 83.2 81.2 69.3 386
Bullish Breadth
S&P 500 % RSI[14) > 70 84 5.2 11.9 3.8 9.0 125 10.9 4.4
Nasdag 100 % RSI{14) > 70 13.9 7.9 6.9 2.0 13.9 10.9 12.9 4.0
SE&P 400 % Mew 52 week highs 6.0 1.5 11.2 3.5 7.2 6.0 6.0 5.7
S&P 600 % Mew 52 week highs 3.5 2.0 7.0 12 3.0 3.3 4.8 4.8
S&P 500 % MNew 52 week highs 8.0 2.6 8.0 24 8.0 7.2 5.6 3.8
Nasdag 100 % Mew 52 week highs 6.9 2.0 3.0 2.0 13.9 7.9 13.9 2.0
S&P 500 % New 6 month highs 9.9 2.8 9.9 3.0 9.7 9.7 6.8 5.6
Masdag 100 % Mew & month highs 10.9 5.0 5.0 2.0 20.8 10.9 13.9 4.0
Bearish Bearish
S&P 500 % RSI(14) < 30 1.2 0.3 1.0 1.0 1.0 0.2 1.0 4.4
Nasdag 100 % RSI{14) < 30 0.0 1.0 1.0 2.0 0.0 0.0 0.0 5.0
SE&P 400 % MNew 52 week lows 0.0 1.7 0.2 1.5 1.0 0.3 0.2 15
S&P 600 % Mew 52 week lows 1.7 2.0 15 0.8 0.8 0.7 0.2 1.0
S&P 500 % Mew 52 week lows 0.4 0.8 0.6 0.8 0.8 0.0 0.4 2.2
Nasdaq 100 % Mew 52 week lows 0.0 1.0 1.0 0.0 0o 0.0 1.0 2.0
S&P 500 % New & month lows 0.6 1.8 1.6 1.6 1.0 0.0 1.4 3.6
Masdag 100 % Mew & month lows 0.0 3.0 4.0 2.0 0.0 0.0 1.0 3.0
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EQUITIES - NEW LOWS

Last week I discussed the divergence in new highs as the market was moving up, but we were seeing
less new highs across time frames. Now we shift focus to the new lows list. Not a lot of activity here,
with just 7% of stocks at a 3-month low. 25% of large cap stocks hit a 20-day low, while we still have
SPX a little less than 2% above its own 20-day low as of Friday.

What I'm watching for here is the 6-month low list and if we see a breach above 5%. Currently we
have just 4% of stocks at a 6-month low. This was one of the tools I used to call the top in January
2022. I shared a study of when we see SPX fall under its short-term moving average and over 5% of
stocks are already at a 6-month low. This matched the developments in the 2020, 2018, and 2007
peaks. So far, we aren't seeing that degree of breakdown in breadth yet.
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EQUITIES - AUGUST HIGH

With this minor pullback in stocks, we have moved back to having less than half of stocks trading
above their August 2022 high. We peaked at 52% in February and got close to that level again here
recently, hitting 51.6% before dropping to 48.4% on Friday.
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EQUITIES - FAAMG

We got some big earnings reports for the FAAMG group this week, specifically AAPL and AMZN.
Apple moved lower but Amazon jump over 8% on Friday. Amazon helped absorb some of the
weakness in the other FAAMG gang and even on an equally-weighted basis, the group has held strong
recently. It's the Equal-Weight S&P 500 that hit a key price level and moved lower and pulled the
Cap-Weighted SPX down a few points last week.
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EQUITIES - LIQUIDITY

Here's another update on the important developments of "Fed Liquidity." The TGA has continued to
get 'refilled' but banks have begun to slow/stop their pull from the RRP which had been helping make
up for the loss of liquidity caused by the TGA. I believe this helps explain a minor degree of the
recent weakness, bond markets began to get volatile, and liquidity was drying up along a list of other
developments that caused bears to have a brief day in the sun.
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EQUITIES - SECTOR SENTIMENT

Offense and Defense sectors saw a move lower in sentiment, but Defensive sentiment saw a much
larger change. This helped lift the spread higher despite the decline in stock prices.
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SECTOR FUND FLOWS

Duadly - ETF Flowed - Fund Flows Layout
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SECTOR PERFORMANCE
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XLE SPDR Energy Select Sector Fund ETF
XLY SPDR Consumer Discretionary Select Sector Fund
XLF SPDR Financial Select Sector Fund ETF
bR SPDR Industrial Select Sector Fund ETF
XLP SPDR Consumer Staples Select Sector Fund ETF
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SECTOR - BREADTH 200-MA

Just when defensive sectors began to show improvement in their breadth, last week the gave it back and
sone. XLU saw a big drop in % of stocks above the 200-day MA. Meanwhile, Energy has moved back into
the top spot with the most stocks above the 200-day MA at 82.6%.
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COMMODITY - CRUDE OIL

Last week I discussed the Crack Spread (which continued to rise last week) as a bullish catalyst for crude
oil prices. This week I want to look at the inventories in the U.S. The White House drained the SPR to help
combat inflation and has now taken it down to the lowest level since 1985. They had their chance to reload
the reserve when oil was in the high $60 or low $70s but we if oil prices continue to climb, there's one
buyer (the US Gov't) that find itself stuck in quite a pickle.
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COMMODITY - NATURAL GAS

Speaking of energy markets, Large Traders continue to pile into Natural Gas futures. Even though prices
have stagnated recently and pulled back, each week we continue to see their net position grow.
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COMMODITY - WHEAT

The other COT chart I want to share this week is for Wheat futures. Prices of wheat saw a drop under $800
and have been weak for most of the last twelve months but look what Commercial Traders are doing. pretty
aggressively buying this consolidation and recent dip. They went from a 0%tile position to 68th Yotile and
while still net-short, they are working that position off, similar to what we saw as Wheat bottomed in
2017/2018 when they last were this net-short futures.
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DAILY SENTIMENT INDEX
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TREND MODELS
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