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SEASONAL STRENGTH WITH AN OVERBOUGHT S&P500

..article by Bruno Estier Strategic Technicals - http://bruno.estier.net/ - bruno.estier@bluewin.ch

In August, we discussed the possible weakness in
the September-October period. Indeed, September
saw a pullback, but in early October, a rebound took
place along normal seasonality.

The pullback was rather modest, and the rebound
is so strong that it leaves the S&P500 in an
overbought status. Despite being driven again by
the outperformance of Growth over Value and by an
emerging widening of Breadth as Relative Strength
of small caps (green dashed line on upper panel),
is starting to rebound. Further, since mid-October,
the Relative Strength of the NasdaglOO versus the
S&P500 (red dashed line on upper panel) is starting
to rise - again signalling an outperformance of
Growth over Value. This is usually a bullish sign for
equities and happens right at the start of the strong
bullish seasonal period from mid-October to May:.

The momentum of the S&P500 is represented
on the lower panel by the MACD, which has been
positive for 172 months and is crossing up again in
November, confirming an uptrend. On the other
side, the weekly STO declined in September but did
not reach the oversold area below 20%, as it was
able to turn up again near the 50% area. It is now
at 97% - well into the overbought area - without
displaying any bearish divergence. This suggests
that the rise of the S&P500 could extend further.
However, it will have to make a pullback some time
as the behaviour of the momentum oscillators
suggest that September was only a possible Wave
Four, preceding a Wave Five which may extend
toward 4810, based on the width of the previous
correction from 4545 to 42/8! Thus the Bears have
to beware at least until year-end.

Chart of the S&P500 is represented on
a log scale since May 2020 in weekly
candles with an Ichimoku Cloud and

$SPX S&F 500 Large Cap Index INDX
2-Mow-2021 1:03pm
—EEM:$SP¥ -10.9196
-+ $SMLIESPX 15,355

Open 4510.62 High 4535.15 Low 4505.05 Last 4531.99 Volume 2.08 Chg +26.61 (+0.55%) a

® StockCharts.com

Bollinger Bands. *+ $HDIHFERY 9.49% T R PEPLET L ol ST, el a  20%
On the upper panel is the Relative el i 0%
Strength (RS) of small caps versus the . 0%
S&P500 (green dashed line), which is ! o 1%
just rebounding in November. Since N aenly) 4631.55 D09 463515 S 4700
mid-October, the RS of the Nasdaq100 34 ML 8 St 62) it ey a6 \ 800
versus the S&P500 (red dashed line) 3z, PVl 1534 H T 430
has been rebounding. Since February 20 H 4 : 236% e
2021, the RS of the Emerging Equities 28] % i e on (4T aono
versus the S&P500 (solid orange line) is o6 s SQ:J&%,_.?;'D“_QS 500
still in a downtrend. - L = o
On the lower panel, a positive MACD E S 517 55 zam0

has crossed up again in the first

week of November while the weekly
STO is rising into an overbought

area, having turned up near the 50%
area in September. So far, no bearish 5
divergence is yet displayed. w76 ol N
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unclear how long and how far it can

extend. Seasonally, there is clearly a
strong tailwind until the end of 2021.
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