
Bottom Line 

2/12:
Daily Trend: Down
Weekly Trend: Up
Monthly Trend: Up

Video Analysis 

Watch Video Analysis Here 
Technical Discussion 

2/12:
Price had just started to gap higher prior to our last review with a series of high closes alluding to further strength.  In fact our short term target was the wave equality projection just above $6.00 although it failed to be tagged by a small margin.  The actual high came in at $5.93 which is certainly close enough.  Fortescue is now in a position to have completed a 5-wave movement which allows for a more significant decline.  But whilst this is undoubtedly feasible it’s by no means a foregone conclusion that a deeper retracement is going to ensue.  One of the reasons being that volume has declined substantially over the past two or three weeks during the pull-back.  So it’s more a case of the company heading lower in line with the broader market as opposed to any serious selling pressure developing.  If the low volume trait continues during weakness we can’t write off the possibility that the uptrend still has further to run before completing.  Taking a look at the price action from June shows pretty much a straight line rise with momentum still strong, despite the recent bout of profit taking.

From a more conventional pattern perspective there is a bullish pattern to take a look at.  This comes in the form of a flag which during strong trends is a bullish proposition in its own right.  And there can be no arguments in regard to the recent trend being strong and impulsive in nature.  We often used channels in our analysis and basically that’s exactly what’s a flag pattern is.  In this instance it is at smaller degree but the trend lines are fairly straightforward.  We’ll discuss a possible trading strategy below but suffice to say a strong break up through the upper boundary of the pattern would be a bullish proposition, especially if volume increases during the move.  We briefly touched on the volume attributes above though in regard to the larger degree patterns we couldn’t have asked for too much more.  A volume bubble occurred back in September 2012 although just as importantly it’s remained high from the low of wave-B which can only mean that buyers have remained happy to chase the stock higher.  So the textbook attributes of high volume during strength and low volume during weakness are being adhered to which is a big step in the right direction.

Trading Strategy 

2/12:
One thing about flags is they provide a low risk opportunity which as trader’s is a necessity.  Yes, from a pure Elliott perspective an interim top should be in position though the more aggressive amongst you could use the upper boundary of the small channel as an entry point.  Just place the initial stop one tick beneath the pivot low made prior to the breakout.  Obviously if the lower boundary of the flag is penetrated before entry then all pending orders should be cancelled.  Even if we do get a deeper symmetrical a-b-c correction to the downside it will still be a very bullish proposition medium to longer term though obviously some patience is going to be required.

