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The S&P 600 and 400 pulled out of their correction-territory-skimming nosedives, finishing higher for the
week—their first simultaneous weekly gains since mid-August. On the other side of the near-term
momentum spectrum, the Nasdaq Composite closed Friday with yet another all-time high, as big Tech
continues to be the only game in town. Since August, the Nasdaq has outpaced the S&P 400 and 600 by
roughly 15%.

Last week’s breadth recovery was not universal; the equal-weighted S&P 500 trailed the cap-weighted index
for the sixth consecutive week. The painful four-year march lower for the average stock’s relative strength
line continues. Zooming out even more, this relationship now sits at a 23-year low.

The mixed bag in breadth was met with an upgrade to our tangentially related 10-Week NYSE High/Low
Logic Index. The number of new highs and lows has receded, offering a slight measure of confidence that
the spate of extreme market bifurcation may be easing. With no change to the Technical score, the overall
MTI stayed at Low Neutral. Leuthold tactical accounts remain out of the deep end of risk with 51% net
equity exposure.

MTTI Sentiment subsets evolved in different directions over the past month, leaving the category on the cusp
of an upgrade should we see a few more small improvements. Option-based signals deteriorated, mainly
because the VIX® was subdued, suggesting a bit too much complacency. Yet, consumer surveys improved,
with three stock market confidence gauges signaling less investor optimism which, as contrarian metrics,
means this sub-group improved on the MTI scorecard.

The third category, Volumes and Flows, recorded five upticks last month, including a jump to maximum
positive in the NASDAQ/NYSE Volume Oscillator. A low oscillator reading implies investors are becoming
more indecisive than they were earlier in the year, when buying interest was stronger. The Russell 2000
Commitment of Traders report also moved to a stronger reading—weakness in small caps may be attracting
some buying interest. Indicators of supposedly well-informed investors also ticked higher, with the NYSE
Short Interest Ratio and the Smart Money Index both improving. Finally, margin debt growth retreated
from its danger zone, although it’s still higher than we would like to see.

Overall, market sentiment has cooled from recent extremes, a logical response to the weakness in the
peripheral indexes. That moderation is a positive for our MTI scoring, but it does little to alleviate our
broader concerns. With valuations still elevated and the economic backdrop increasingly challenging, this
may be one of those periods when fading sentiment is less a contrarian opportunity than a rational response
to deteriorating conditions.
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