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A quick note about the December schedule of publishing the weekly Thrasher Analytics letter....

There will not be a letter sent next Sunday (Dec. 10th) but there will be a letter sent the following week,
however it will be in your inbox on Monday evening (Dec. 18th). I will be traveling with my family, and
not able to publish on the regular schedule. Rather than skip two weeks, I will just be publishing one day
late on Dec. 18th. 

I appreciate your understanding and I am thankful it is very rare that a week is missed sending out content. 

Publishing Schedule
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Brief Summary:
November was the 18th best month and 4th best November since 1950. The Maestro Model Aggressive
Bullish Signal nailed the bottom and breadth has continued to expand, showing confirmation of the new
uptrend. We now sit at the summer high with momentum extended to the upside and a complete lack of
interest in downside hedging as the market shows a strong expectation for stocks to continue melting
higher into year-end. And that’s a very possible scenario, but we can’t ignore the short-term risks that are
starting to show themselves. Most notably, at the end of last week we got a VRT signal that opens the door
for a spike higher in the VIX. Market leaders, via the Mag 7, have also started to move lower which has
given way to new leaders to potentially emerge. Interest rate sensitive corners of the market have ripped
higher as the 10yr Treasury retreats as consensus becomes that the Fed is done and is now pricing in the
first cut in March or May of next year.

From an equity point of view, things look strong. More stocks are participating in the uptrend and the bulk
of large caps have been outperforming the Index. The biggest risk I see right now lies with volatility and
the compression in dispersion taking place along with the utter lack of investors entertaining the notion
that stocks may not go straight up in December like they did in November.

 

Market Dashboard
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At the end of last week, the Volatility Risk Trigger produced a signal. The VRT has been sitting at 24 for
a couple of weeks and finally had enough of the internal data reach the necessary thresholds to issue a
warning that the door is open for a spike higher in the VIX.

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. A slight up move in 9-day vol last week, closing
the gap towards 30-day but the rest of the curve has a strong slope up to 20.4 for 1-year vol. 

Volatility - Curve
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The 20-day standard deviation (dispersion) for spot VIX has fallen to 0.80 as of Friday. I’ve plotted
orange lines when we’ve been at or below current levels in dispersion. This was the focus of my 2017
Charles Dow Award winning paper, Forecasting a Volatility Tsunami - periods where dispersion was
very low and that it created the opportunity for volatility to spike higher. It does, of course, require the
VIX to spike but we very rarely see a spike outside of these periods.

Volatility - Dispersion
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The 21-day (1-month) correlation between VIX and VVIX (Volatility of the VIX) has gone negative.
While VIX has been declining, VVIX has held fairly firm around 86. This has caused correlation to
breakdown in a historically strong relationship between these two. You can see based on the blue
arrows on the chart the prior instanced, often seeing VIX move higher to ‘fix” the correlation decline.

Volatility - VVIX
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The below table comes from Charlie McElligott, Managing Director and Cross-Asset Strategist at
Nomura. Charlie shows here that there’s a lack of interest in anyone wanting to hedge downside risk
right now. He’s doing this through looking at at-the-money (ATM) volatility, Skew, Put, Skew, and
Call Skew. You can see his comments at the right of the table, noting there’s no demand for downside
“left tail” crash protection, instead the demand is chasing after “right tail” melt up type opportunities. 

Charlie notes that this alone doesn’t mean we will see a market crash or a material decline, but that if
one were to occur, most market participants aren’t prepared for it. Because of that, a downside move
could be exacerbated by the potential “chase” of hedges as volatility rises and those hedges get more
expensive.

Volatility - Hedges
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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. 

We are continuing to see improvement in the sub-categories of the Maestro Model. The trend is up 1 point
but did pull back slightly last week due to momentum getting stretched to the upside based on several of
the inputs. Sentiment/Vol stayed the same and Breadth rose 2 points. This has now pushed the Model
above +8, giving a conservative bullish signal. 



Maestro Model - Categories
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Trend/Momentum and Breadth both up. Economic data also rose and bank stocks improved. 



Sentiment Score 
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Big change in the sentiment data with Real Estate now the highest-ranking sector for sentiment, followed
by Financials and Tech. 



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 59th percentile.



Risk Appetite Ratio
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The Average Risk Appetite Ratio has continued to inch higher but is still far from the levels seen in
the summer. 
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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. 



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.

High & Low Rel. Strength List
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Strength continues to come into equities, pushing the S&P 500 back to the summer highs. Momentum
on the daily chart is still above 70. However, on the weekly chart the 14-period RSI is at 62, creating a
bearish divergence as price has shown more strength than the momentum indicator. This divergence
isn’t required to be resolved by price declining, it also be resolved by momentum playing “catch up”
or price going sideways. The divergence is a yellow warning flag but not a call for immediate
collapse. To the upside, the March 2022 high would be the next time. If we see weakness in the SPX,
the first level of possible support I’ll be watching is around 4500-4510, the Sept. high area.

Equities - S&P 500 Daily

wwww.ThrasherAnalytics.com                   - Not For Redistribution-



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 has rose to +3 with several new thrusts emerging last week.

Equities - Breadth Thrusts
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The new high list across time frames have continued to expand and we are nearing levels not seen
since the summer. In fact, on Friday we hit 61% of stocks making a 20-day low, exceeding the levels
hit in the summer months. Individual stock breadth continues to show confirmation of the current up
trend, a bullish intermediate catalyst for the market.

Equities - New Highs
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One area of breadth that’s showing less bullishness is the number of new highs in large cap industries.
At the start of the summer down trend, we were hitting levels in the 20% range of new 52-week highs.
I’ve smoothed the data on the chart below over 5-day, and we can see that the current level of 4.5%
over the last 5-day (7.5% on Friday) is well off what we had in the summer. This isn’t a huge shock;
the market is still recovering, and the early bulk of the strength came from the mag 7 stocks. That’s
sense begun to broaden out but on a broad industry level, there still much level to be desired.

Equities - Industry Breadth
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On the prior page I mentioned that the rally has broadened out after the initial Mag 7 leadership. We
can see that on the chart below which looks at the percent of stocks outperforming the S&P 500 each
day and in the bottom panel, looking at just positive days of performance for the Index. For example,
on Friday we had 73% of stocks outperform, regularly seeing 60+% days. Notice what we had in the
summer, on up days towards the peak, we hadn’t had a day above 60% when the Index was positive.
This meant fewer stocks were able to keep up with the Index (which I discussed at-length in real time
during the lead up to the high). That’s not the case today, now we are seeing much more participation
and strength in stocks behind just the Mag 7.

Equities - OutPerformance
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While talking about the Magnificent 7, let’s take a look at their performance recently. In the bottom
panel of the chart below we can see the strength in equal weight S&P 500, showing a strong move
higher. Meanwhile, the Mag 7 is threatening to make a failed breakout, dropping at the end of last
week back to the July high. This is a double-edged sword, it’s encouraging to see an increase in
participation, but because of the weight of the Mag 7 carries within the Index, if they begin to decline
it can produce a headwind for the broad market. The most “ideal” situation is to see the groups rise
together vs. develop a negative correlation as they are starting to do now. 

Equities - Mag 7
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Checking back in on the group of stocks I shared several weeks ago that should do well if we saw
rates continue to decline. Value has continued to rise, and real estate and small caps have produced a
solid performance. As have banks and utilities. These interest rates sensitive group of stocks are
suggesting rates are expected to continue to move lower. 

Equities - Rate Sensative
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Defense sector sentiment is starting to gain ground on Offense sentiment. While they are both rising,
note the Spread is starting to decline due to the strength in Defense sentiment.

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

All Offense Sectors now have over half of their stocks above the 200-day moving average. Real Estate has
seen a big improvement, rising to 64.5% but the rest of Defensive Sectors are below 50%.



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.


