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Basics of:  

“Gap Guides” 
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Disclaimer 
  

This material is intended for educational purposes only and is believed to be accurate, but its 
accuracy is not guaranteed. Trading and investing has large potential rewards and large potential 

risks. You must be aware of, and fully understand, these risks and be willing to accept them in 
order to invest in equity, futures, options, currencies and other financial markets. Do not trade 
with money that you cannot afford to lose. This material is neither a solicitation nor an offer to 
buy or sell equities, futures, options, or currencies.  No representation is being made that any 

account will or is likely to achieve profits or losses similar to those discussed. The past 
performance of any trading system or methodology is not necessarily indicative of future 

results.  
 

CFTC RULE 4.41 - HYPOTHETICAL OR SIMULATED PERFORMANCE RESULTS HAVE CERTAIN LIMITATIONS. UNLIKE AN ACTUAL PERFORMANCE 
RECORD, SIMULATED RESULTS DO NOT REPRESENT ACTUAL TRADING. ALSO, SINCE THE TRADES HAVE NOT BEEN EXECUTED, THE RESULTS MAY 

HAVE UNDER-OR-OVER COMPENSATED FOR THE IMPACT, IF ANY, OF CERTAIN MARKET FACTORS, SUCH AS LACK OF LIQUIDITY. SIMULATED 
TRADING PROGRAMS IN GENERAL ARE ALSO SUBJECT TO THE FACT THAT THEY ARE DESIGNED WITH THE BENEFIT OF HINDSIGHT. NO 
REPRESENTATION IS BEING MADE THAT ANY ACCOUNT WILL OR IS LIKELY TO ACHIEVE PROFIT OR LOSSES SIMILAR TO THOSE SHOWN. 

 

Use this information at your own risk. 



5/9/2015 3 

Agenda 

Gap Basics 

Gap Zones and Sizes 

Understanding the Gap Guides 

Summary 
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Gap Basics 
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The difference between  
 a security's opening price and its prior day (session)  

closing price.  
 

This difference shows up visually on a price chart as an open 
space or “gap.” 

What is a Gap? 
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Example of Gap: IWM 5 Min Chart 

Next day  
opening price 
(9:30 am ET) 

Prior day  
closing price 
(4:00 pm ET) 

Price retraces 
& fills gap 
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Basic Definitions  
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Term Definition 

Fade Trade in the opposite direction of the gap 

Gap up = sell short 

Gap down = buy long 

Follow Trade in the direction of the gap 
Gap up = buy long 
Gap down = sell short 

Gap Fill When price retraces from the opening price to the prior 
day/session’s closing price 
(a.k.a. closing the gap) 

Extended Target A target beyond gap fill 

Gap Size Gap up = today’s opening price – prior day closing price 
Gap down = prior day closing price – today’s opening price 
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“Fade the Gap” 

Trade in the  

opposite direction 

of the opening gap. 
 
 
If gap is up: short. 
 
If gap is down, buy.  
 

Enter long at  
            open 

Exit at  
prior close 
(or beyond) 

(five minute chart) 

Fading the gap is a popular technique used by intraday traders 
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Gap Zones and Sizes 
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Gap Zones 

Definition:   

  

Location of today’s Open  

relative to the prior day’s  

Open, High, Low, Close. 

High 
 
Close 
 
 
 
 
 
 
Open 
 
Low 
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Gap Zone Areas 

Prior Day         Potential Next Day Gap Areas 

 Above the high 

Below the high & above  
the open or close 

Between the open and close 

Below the open or close 
& above the low 

Below the low 
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Gap Size Definitions 
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Term Definition 

Gap Size Up gap = today’s opening price – prior day closing price 
Down gap = prior day closing price – today’s opening price 

Average True Range (ATR) Calculated by measuring the distance between the 
extreme high and low of a day, including the prior closing 
price  (if it is beyond the day's trading range)   
By incorporating the prior day close, a more accurate 
measurement of a market's daily movement can be 
determined since the overnight gaps are included. It is a 
useful calculation for measuring market volatility. 

Small Gap Gap size < 40% of the 5 day ATR 

Large Gap Gap size >= 40% of the 5 day ATR 
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Gap Sizes 

Large Up Gaps 

Prior day Closing Price 
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Prior Close + 40% of 5 Day ATR 

Small Up Gaps 

Small Down Gaps 

Large Down Gaps 

Prior Close - 40% of 5 Day ATR 
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Understanding the Gap Guides 
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Gap Guide Overview 

Designed to assist traders with trade selection 

Goal is to help you avoid the riskiest historical setups and focus on the 
best historical opportunities 

Multiple ensembles of systems (i.e. Gap Fade by Size, Gap Fade by 
Zone) are provided for more rigorous analysis 

Data can be used as a “guide” to decision making or a “signal” (i.e. take 
the trade if certain selection criteria are met) 
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“Gap Fade by Size” Guide 

1. Today’s Date & 
Symbol/Description 

2. Trade Setup Options 

3. Additional Information Buttons 

4. Gap Size & Direction & Historical 
Win % 

5. Profit Factor Gauge & Value 

6. Entry/Exit Levels 

7. Individual Systems’ Profitability  

8. View Detailed Results of 
Individual Systems 

9. Price Levels 
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“Gap Fade by Zone” Guide 

1. Today’s Date & 
Symbol/Description 

2. Setup Options 

3. Additional Information Buttons 

4. Gap Zone & Historical Win % 

5. Profit Factor Gauge & Value 

6. Entry/Exit Levels 

7. Individual Systems’ Profitability  

8. View Detailed Results of 
Individual Systems 

9. Price Levels 
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System Button Colors 
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Green: Profit Factor >= 1.15 

Yellow: Profit Factor >=1.00 and <= 1.14 

Red:  Profit Factor <= 0.99 

The colored buttons denote historical  

profitability ‘at a glance’ for each system. 
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Drop Down Menus & Buttons 
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“View Details” Button 
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Indices “Roll Up” Page 
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Testing Assumptions 
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Term Definition 

Trend 

Defined as the general direction of a market or security over a period of time.  When a well defined trend can 
be identified, it often pays to trade in the direction of the trend. There are many ways to measure a trend, but 
there may be no more useful approach than to simply use the location of an asset's price relative to the high 
and lows of its prior "X" periods. 

Momentum 
The measure of strength or acceleration of a security's price in a specific direction.  The concept is that the 
stronger the momentum, the greater the likelihood of continuing in that direction. Welles Wilder created two 
helpful indicators that can be used in conjunction with one another to measure momentum: RSI and ADX. 

Volatility 

Can be tracked in a number of ways, but we prefer to measure it in terms of range contraction and 
expansion.  When gauged across different time frames, it is very effective for identifying when a security is 
poised and overdue for a significant move in either direction.  Vice versa, after periods of extreme movement a 
security will often consolidate. 

 
OB/OS 

Describes when an asset's price has moved too far, too fast and may be over or under valued and due for a 
pause or pullback.  Though this technical term is somewhat subjective it can be quantified statistically and can 
very helpful for determining the odds of a security closing higher on a given day. 

Seasonal Refers primarily to the day of week (e.g. Monday, Tuesday, etc.). 

Gap Fade – Size Systems 
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Term Definition 

Market Condition 
Analysis includes four proven (proprietary) criteria that measure the "market mood" for 
the short term (past 2 weeks) and mid term (past 8 weeks). 

Patterns Analysis focuses on the prior three days price action. 

Seasonality 
Analysis utilizes day of week (Monday, Tuesday-Thursday, or Friday) and short term 
trend (rising/declining). 

Gap Fade – Zone Systems 
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Summary 
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Summary 

 “High probability” does NOT equal “certainty” 

 No assurance future results will mimic past performance 

 You must develop your own set of rules/guidelines that suit you 

 Focus on your annual plan and not daily results 

 Keys to success: 

• Consistency 

• Capital preservation 

• Good money management  

• Finding the right balance of risk/reward for you 

 Trade at your own risk 

Copyright © 2015 InvestiQuant. 



5/9/2015 28 Copyright © 2015 InvestiQuant 

How To Use Intraday Gap Guides 

Identify if a clear historical, directional bias exists for the open (based on 
current calendar and market conditions) 

Make better trade selections (idea: only take trades that are in the same 
direction, or NOT directionally counter, to the gap bias) 

Better manage exits for intraday, overnight, swing & other trades  (idea: hold 
winning trades for a larger profit target if supported by Gap Guides). 

 

Use Gap Guides’ data to identify most  

probable biases for the open and trade accordingly.  
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Tips for Using Gap Guides 

Pay close attention to those scenarios where the odds are greatly skewed in one direction 

and the multiple systems are consistent 

 
Be sure to check historical results using different stops and targets combinations. 

 
Don’t over-interpret the data (the path to fill a gap can be quite varied and volatile) 

 
Use them to help ‘guide’ your decision-making. Don’t expect the future to perfectly 

reflect the past. 
 

When in doubt - sit it out, and wait for the 15 Minute Opening Range Guides.  
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Visit our Support Center: 

 

http://support.investiquant.com 

Have more questions? 


