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Minor Stallout possible, but still likely SPX can break out into
October

Q Mark L. Newton, CMT AC
A@é«k HEAD OF TECHNICAL STRATEGY

Key Takeaways

= Short-term bullish trend likely faces short-term resistance before upside
breakout.

» Post-Expiration performance in September tends to be sub-par but not
always in Election years.

= Cycle composite makes the case for an SPX rally into mid-October ahead
of a slide.
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Short-term trends are bullish but prices are up against near-term resistance,
which might result in some minor consolidation lower post FOMC. This would
gel with bearish end of -September seasonality trends following a test of an
important resistance area. However, momentum and breadth remain quite
positive, and technically it’s right to expect that weakness proves short-lived
and SPX carries back higher into mid-October without much deterioration.
Treasuries also appear stretched, and positioning could allow for some minor
“Backing and filling” which might happen coincidentally. Overall, without
evidence of any serious technical damage, it's difficult turning too negative on
US equity markets. Most of the Triangle patterns for SPX, QQQ, IWM should all
be resolved by a pushback to the upside to join the DJIA's breakout this week.

It's thought that Wednesday's FOMC meeting results might provide some volatility
to US Equity markets given that swaps market pricing remains largely in between
25 and 50 basis points(b.p.). At present, both Equity and Bond markets seem to be
following the traditional “Fed-drift” phenomenon which typically has produced an
average of +0.38 b.p. of gains on a two-day basis for SSPX since 1994. (Day before
and day of the announcement)
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As seen below, the reading of 41.5 b.p. of rate cuts for the September FOMC
meeting is closer to 50b.p., but the question remains whether market
participants might view a 50 b.p. cut as alarming in an Election year. I'll leave
this narrative to the Economists to discuss whether a 50 b.p. cut would send a
mixed message on the soft landing that the Fed is hoping for.

However, it's noteworthy that the Swaps market on Fed Fund futures is right in the

middle, which very well might produce a surprise to market given either a 25, or
50-b.p. cut tomorrow.

September FOMC Rate Cuts
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While my Equity index charts have focused on the triangle formations which are
quite apparent on many indices over the last few months, not many are discussing
the shape of the push higher off the early September lows.

As seen below, this pattern clearly appears like a 5-wave advance. If my labeling
is correct, then a period of “backing and filling” could be necessary post-FOMC
decision tomorrow.
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While | suspect any selloff might prove short-lived, and not erase more than 50%
of the progress since early September, this area near SPX-5650 certainly looks
important as resistance given the indecision on the Fed's decision tomorrow.

Ideally, the three areas of importance lie at SPX-5672, 5689, and 5706. It's thought
that any of these might result in a stalling out if touched following Wednesday's
decision.

However, if this does indeed occur, and there is a steeper reversal than what
occurred in Tuesday'’s session, it's thought that SPX would only retrace 38.2% -50%
of the recent 11-day rally before pushing back to new highs into mid-October.

Thus, | do not expect a meaningful drawdown in late September. However, | can
make the technical case for a minor pullback which might start tomorrow and
prove short-lived.

S&P 500 Index
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Source: Trading View

Stock performance post-September expiration tends to be sub-par; However,
Election year seasonality is better in September than in October

The table below helps to show the longer-term performance of SPX following
September expiration, which normally brings about sub-par performance out of US
stock indices.

However, as | detailed last month, the median SPX performance in Election years
tends to be better in September than October, with +0.40% gains being far superior
then October’'s +0.10% going back since 1929.

Thus, while the performance over the last five years has proven largely sub-parin
the back half of September, I'm skeptical that SPX is in the same cycle as it was
during these prior years.

( fsinsight


https://cdn2.fsinsight.com/wp-content/uploads/2024/09/image-210.png

(5 Daily Technical Strategy September 17, 2024

S&P 500 September Quarterly Option Expiration Performance Since 1982
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S&P 500 September Quarterly Option Expiration Performance Since 1982

Option Expiration Day Option Expiration Week Week After

Year PNT Change 9% Change PNT Change % Change PNT Change 9% Change
1982 -1.22 -0.99 1.58 1.31 077 063
1983 1.86 1.13 -0.68 -0.41 327 1.97
1984 -1.80 -1.07 -3.11 -1.84 043 0.26
1985 -1.34 -0.73 -0 86 -0.47 -0.76 -0 42
1986 -0.10 -0.04 1.54 0.67 0.02 0.01
1987 -0.07 -0.02 -7.12 -2.21 5.30 1.68
1988 252 094 3.81 143 -0 89 -0 33
1989 190 0.55 -3.70 -1.06 1.9 0.58
1990 -0.16 -0.05 -5.51 -1.74 -5.27 -1.69
1991 0.36 0.09 433 1.13 =2.02 -0.52
1992 3.00 0.7 3.35 0.80 -8.58 -2.03
1993 -0.60 -0.13 -2 89 -0.63 -=1.20 =0 26
1994 -3.62 -0.76 30 064 -11.52 -2 44
1995 -0.26 —0.04 10.67 1.86 -1.62 -0.28
1996 402 0.59 6.48 0.95 -0.83 -0.12
1997 322 034 26.60 288 -529 -0.56
1998 1.22 0.12 11.03 1.09 24 66 2.42
1999 16.94 1.28 -16.24 -1.20 -58.06 —4 35
2000 -15.06 -1.02 -28.69 -1.92 -17.09 =1.17
2001 -18.74 -1.90 -126.74 -11.60 75.14 7.78
2002 207 0.25 —14 42 —4 99 -18.02 -2.13
2003 =328 -0.32 17.67 1.73 -39 45 -3.81
2004 5.05 0.45 4.63 0.41 -18.44 -1.63
2005 10.18 0.83 -3.57 =0.29 =-22.62 -=1.83
2006 3.59 027 20.95 1.61 -5.09 -0.39
2007 7.00 0.46 41.50 2.80 1.00 0.07
2008 48 .57 4.03 338 0.27 —42 .07 -3.35
2009 2.81 0.26 25.57 2.45 -23 92 -2 24
2010 093 0.08 16.04 1.45 23.08 2.05
2011 6.90 0.57 61.78 5.35 =79.58 =6 54
2012 -0.11 -0.01 -5.62 -0.38 -19.48 -1.33
2013 -12.43 -0.72 21.92 1.30 -18.16 -1.06
2014 =0 .96 =0.05 24 86 1.25 -27.55 -1.37
2015 -32.17 -1.62 -3.02 -0.15 -26.69 -1.36
2016 -8.10 -0.38 11.35 0.53 2553 1.19
2017 4.61 0.18 38.80 1.58 1.99 0.08
2018 -1.08 -0.04 2469 0.85 -15.69 -0.54
2019 -14.72 -0.49 -15.32 -0.51 -30.28 -1.01
2020 -37.54 -1.12 -21.50 -0.64 =21.01 -0.63
2021 -40.76 -0.91 -25.59 -0.57 22.49 0.51
2022 -28.02 -0.72 -194.03 —4.77 -180.10 —4 .65
2023 -54 78 -1.22 ~7.17 -0.16 -130.26 =2.93
Average -0.03 -0.03 -0.76
Median -0.03 0.47 =0.55
Up 19 23 13
Down 23 19 29
__% Higher 45.2 54.8 31.0

i - Since 1990

Average -0.03 0.04 -1.06
Median -0.03 0.59 =1.12
Up 16 20 7
Down 18 14 27
% Higher 471 58.8 20.6

Source: Stock Traders Almanac

( fsinsight Page 8

powered by fundstrat


https://cdn2.fsinsight.com/wp-content/uploads/2024/09/image-211.png

(5 Daily Technical Strategy September 17, 2024

SPX Short-term cycle composite seems to favor strength into mid-October

Given the resilience of the SPX's advance during August, the phasing of the cycles
looks to have shifted on the SPX cycle composite chart from Foundation for the
Study of Cycles.

As seen below, the cycle seems to have bottomed on time according to this
composite last year, peaked nearly on time in Spring. Thereafter, it looks to have
bottomed about a month late in May, but then peaked on time in July.

Then a bottom happened in September after a choppy period which looks to have
occurred according to this composite back in early September.

If this composite shows success in following through on this projection, it would
currently peak in mid-October, with not much weakness being seen now.

Increasingly, given the triangle patterns happening in many of the benchmark
indices, I'm expecting that any weakness into late September likely proves
minimal and SPX pushes higher into mid-October ahead of a pre-Election peak.

Then, given that the last two lows in this composite prior to early September
occurred about 3 weeks too late, it's thought that a bottom in late November might
also materialize at/near Election time before a rally into next year.

The weekly cycle composite shows that any weakness that materializes
between October and November likely should prove to be a buying opportunity
for strength into next Spring. I'll cover the 2025 cycles in my December report
which discusses the 2025 Annual Outlook.

SPX Short-term Cycle
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Disclosures

This research is for the clients of FS Insight only. FSI Subscription entitles the subscriber to 1 user,
research cannot be shared or redistributed. For additional information, please contact your sales
representative or FS Insight at fsinsight.com.

Analyst Certification (Reg AC)

Mark L. Newton, CMT, the research analyst denoted by an “"AC” on the cover of this report, hereby certifies
that all of the views expressed in this report accurately reflect his personal views, which have not been
influenced by considerations of the firm's business or client relationships. Neither |, nor a member of my
household is an officer, director, or advisory board member of the issuer(s) or has another significant
affiliation with the issuer(s) that is/are the subject of this research report. There is a possibility that we will
from time to time have long or short positions in, and buy or sell, the securities or derivatives, if any.
referred to in this research.

Conflicts of Interest

This research contains the views, opinions and recommendations of FS Insight. At the time of publication
of this report, FS Insight does not know of, or have reason to know of any material conflicts of interest.

General Disclosures

FS Insight is an independent research company and is not a registered investment advisor and is not
acting as a broker dealer under any federal or state securities laws.

FS Insight is a member of IRC Securities’ Research Prime Services Platform. IRC Securities is a FINRA
registered broker-dealer that is focused on supporting the independent research industry. Certain
personnel of FS Insight (i.e. Research Analysts) are registered representatives of IRC Securities, a FINRA
member firm registered as a broker-dealer with the Securities and Exchange Commission and certain
state securities regulators. As registered representatives and independent contractors of IRC Securities,
such personnel may receive commissions paid to or shared with IRC Securities for transactions placed by
FS Insight clients directly with IRC Securities or with securities firms that may share commissions with IRC
Securities in accordance with applicable SEC and FINRA requirements. IRC Securities does not distribute
the research of FS Insight, which is available to select institutional clients that have engaged FS Insight.

As registered representatives of IRC Securities our analysts must follow IRC Securities” Written
Supervisory Procedures. Notable compliance policies include (1) prohibition of insider trading or the
facilitation thereof, (2) maintaining client confidentiality, (3) archival of electronic communications, and (4)
appropriate use of electronic communications, amongst other compliance related policies.

FS Insight does not have the same conflicts that traditional sell-side research organizations have
because FS Insight (1) does not conduct any investment banking activities, and (2) does not manage any
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investment funds.

This communication is issued by FS Insight and/or affiliates of FS Insight. This is not a personal
recommendation, nor an offer to buy or sell nor a solicitation to buy or sell any securities, investment
products or other financial instruments or services. This material is distributed for general informational
and educational purposes only and is not intended to constitute legal, tax, accounting or investment
advice. The statements in this document shall not be considered as an objective or independent
explanation of the matters. Please note that this document (a) has not been prepared in accordance with
legal requirements designed to promote the independence of investment research, and (b) is not subject
to any prohibition on dealing ahead of the dissemination or publication of investment research. Intended
for recipient only and not for further distribution without the consent of FS Insight.

This research is for the clients of FS Insight only. Additional information is available upon request.
Information has been obtained from sources believed to be reliable, but FS Insight does not warrant its
completeness or accuracy except with respect to any disclosures relative to FS Insight and the analyst’s
involvement (if any) with any of the subject companies of the research. All pricing is as of the market
close for the securities discussed, unless otherwise stated. Opinions and estimates constitute our
judgment as of the date of this material and are subject to change without notice. Past performance is
not indicative of future results. This material is not intended as an offer or solicitation for the purchase or
sale of any financial instrument. The opinions and recommendations herein do not take into account
individual client circumstances, risk tolerance, objectives, or needs and are not intended as
recommendations of particular securities, financial instruments or strategies. The recipient of this report
must make its own independent decision regarding any securities or financial instruments mentioned
herein. Except in circumstances where FS Insight expressly agrees otherwise in writing, FS Insight is not
acting as a municipal advisor and the opinions or views contained herein are not intended to be, and do
not constitute, advice, including within the meaning of Section 15B of the Securities Exchange Act of
1934. All research reports are disseminated and available to all clients simultaneously through electronic
publication to our internal client website, fsinsight.com. Not all research content is redistributed to our
clients or made available to third-party aggregators or the media. Please contact your sales
representative if you would like to receive any of our research publications.

Copyright © 2024 FS Insight LLC. All rights reserved. No part of this material may be reprinted, sold or
redistributed without the prior written consent of FS Insight LLC.
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