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Brief Summary:
First, let me begin by saying thank you for your understanding in a letter not being sent last week. I was
traveling with my wife and daughter and while I hate having to miss a week (it very rarely happens), I was
out of country and unable to write. But I am back and happy to share an update with each of you...

Markets remained strong over the last two weeks, the Maestro Model has continued to improve and is now
at +17. However, the VRT also continues to signal a possible threat of a VIX spike with dispersion falling
to levels we rarely hit as the market increases its confidence in a year-end melt up and a hibernating VIX.

With the S&P 500 rallying, small caps and micro caps have also joined the party with small cap breadth
and price action showing strong improvements. Broadly, breadth has been very strong with participation
expanding. The only caveat is we are reaching levels that ask the question, what will carry us the next leg
as just about every stock is now above its key moving averages? 

This week will be quiet from an economic front, we’ll get some existing and new home data as well as
PCE inflation figures. Volume will begin to decline as traders take to holiday. I share this week the VIX-
mas setup in the VIX following Christmas, something to keep an eye on next week if VIX continues to
stay low. 

 

Market Dashboard
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Over the last two weeks, the VRT has remained at a 72 level (signal threshold) while VIX has remained
weak. A new 6-month low, ‘turns off’ the signal, but we continue to see the signal persist and while the
VIX has remained low, its decline has slowed and notably seeing it up today (Monday) with equities
positive by about 50 bps (some of which is a result of the ‘Monday Effect’ in volatility but still interesting
seeing it positive on a solid equity day). 

Volatility: VRT 
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Volatility: Top & Environment
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VIX is under 13 and remains in a High Volatility Environment due to the mean-reversion components of
the model which are stretched to a historical high level. 



We remain in a firm contango curve for volatility. 

Volatility - Curve
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Below is an updated chart I shared in the last letter looking at the dispersion in the VIX. I’m sharing it
again to note the current level of the 20-day std dev, which is at the lowest it’s been since just before
the Covid Crash and in 2017. This speaks to the excessively high level of sentiment and confidence in
equity markets right now, keeping VIX asleep, not just low but hardly moving at all! As a reminder,
this doesn’t mean VIX HAS to spike higher, it just shows that the door is open for a spike to occur,
and we very rarely see a spike in volatility outside of these periods.

Volatility - Dispersion
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Each year around this time I share the following chart, that looks at the VIX just after Christmas. The
study I had done several years ago looked at when the VIX was in the bottom 20th percentile in the
days after Christmas and noting that this often put a ‘bottom’ in volatility. Not every year does this
occur, but I’ve plotted orange lines when this has set up. Many instances did see a spike in the VIX
soon after, as volatility got underpriced during the end of the year and the seasonal pattern helped
push the VIX higher. The fact that we are so far seeing that setup occur (we aren’t quite in the time
window, but VIX is at the 1st %tile right now) AND dispersion has collapsed, makes for a very
interesting volatility environment.

Volatility - VIX-mas
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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 rose another 5 points since the prior letter, up to +17 with contributions from the
economic category and breadth. 



Maestro Model - Categories
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Trend/Momentum and Breadth both up. Economic category also increased. 



Sentiment Score 
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Many sectors are getting sentiment readings at multi-month or multi-year highs. Notable seeing Real
Estate the top sector at 0.66 and Utilities were the only sector to see a decline in sentiment. 



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 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 59th percentile.



Risk Appetite Ratio
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The Average Risk Appetite Ratio has continued to move higher and is very close to its summer high.
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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. 



New highs in the Index as the S&P 500 crosses above the March levels and momentum continues to
climb. The 14-day RSI is now at the highest level since September ‘20. In 2020, we saw the
recovering from the Covid Crash and by September, equities had gotten pretty extended with RSI at
current levels. We then saw a very quick -7% pullback. This isn’t to say we must repeat that type of
price action but draws a line to show when the proverbial rubber band is stretched, what can result. 

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 had gotten up to +4.

Equities - Breadth Thrusts

wwww.ThrasherAnalytics.com                   - Not For Redistribution-



Across asset sizes we are seeing the new high list expand. Just over half of the S&P 1500 saw a new
3-month high last Thursday, that’s a massive reading. 

Equities - New Highs
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Speaking to the improvement across asset sizes, below we can see that small and micro cap stocks
have had a strong rally. Both groups are now 7.3% to 9.6% above their respective 200-day moving
averages after being over 10% below the long-term average just a couple months ago.

Equities - Asset Size
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Turning back to large caps now, looking at the percentage of stocks above the 50- and 200-day
moving average, we have hit new highs relative to where we were in the summer. nearly 90% of
stocks have breached the 50-day MA, a huge number and almost 75% are above the long-term
average.

Equities - Moving Avg Breadth
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72% of large cap stocks have hit a 3-month high in the last month, that’s a figure we haven’t seen
since early 2021 and exceeds the level hit over the summer. The spread in 3-month lows and highs
nailed the bottom in October (blue dot) and that data is now showing the heavy strength being shown
by the market right now. Can it be sustained? That’s the major question.

Equities - 3-month HIghs
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What’s helped drive stocks higher? Liquidity isn’t 100% responsible but it’s definitely helped. We can
see below that RRP has continued its steady decline as banks pull funds from the Repo program and
that’s helped provide support to other financial assets. 

Equities - Fed Liquidity
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The Spread dipped negative briefly as Defensive sentiment improved but last week Offense sentiment
took back over and rose to 37, moving the Spread back above zero. 

Equities - Sector Sentiment
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ETF Fund FLow

Below is a table with fund flow data through Thursday of last week.



Sector - Performance



Sector - Relative Strength

Below is a look at each sector's relative performance trend against the S&P 500.



Sector - Breadth 200-MA

Utility stocks pulled back under the 200-day MA, with just 43% now still above after being over 60%
previously. Financials remain the strongest at 91.7%.



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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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.


