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Bottom Line 
3/9:
Daily Trend: Down
Weekly Trend: Down
Monthly Trend: Down
Support levels: 7523 / 6423
Resistance levels: 9983 / 11244
Video Analysis 
Watch Video Analysis Here 
Technical Discussion 
When taking a look at the Materials sector it’s difficult to ignore the influence of China which of course has been the main reason for the underperformance of the sector over the past few years.  Not that our market follows the Shanghai composite blindly as we tend to align more with the U.S – especially during retracements!  However looking back in history clearly tells us that when Asia suffers, then so do we.  In contrast, U.S. markets tend to be more resilient which is something that’s happened time and time again in the past.  In fact the U.S fear gauge only starts to increase when their economy starts heading into recession which at this stage it isn’t looking likely.  The reason for mentioning these facts is simply because the XJO (and in turn the XMJ) are likely going to underperform whilst uncertainties for the Chinese economy remain.  It is the world’s second largest economy and although growth projections of above 6% appear to be commonplace those figures have been continuously revised down by the likes of Goldman Sachs.  This can only put a big dent in investors’ confidence which in turn results in their appetite for risk being lowered which is exactly what’s been unfolding recently.
Reasons to be cautious:
→ Investors continue to seek safety within companies offering sustainable dividends.
→ Struggling to make headway even though the US economy is growing, suggestive concerns remain in place with China.
→ Small resource stocks have come under pressure again having previously reversed from strong downtrends.
→ Technically the patterns are at a significant level both in terms of price and time.
On the day of our last review price had reversed strongly, as did the broader market. This coupled with our divergence oscillator being severely oversold offered scope for a bounce to unfold.  In fact we have seen higher prices although it’s difficult to see on this weekly chart.  The problem now is that the old minor line of support is acting as resistance and although we are trying our best to get back above it we simply don’t have the traction at this time.  Even if we succeed in breaking higher over the short-term there is still no reason to get overly bullish although a bounce back up toward the upper trend line of the falling channel would be feasible which offers a decent bounce in percentage terms.  One thing’s for sure, if last Friday’s low at 7523 is overcome then the lower trend line of the channel is going to be retested.  We’d expect buyers to step up to the plate at those lower levels as they have in the past but with volatility remaining exceptionally high in global equity markets we still have to expect the unexpected.  For the moment the patterns continue to be a mess with the most important aspect of the chart being the lower trend line of the falling channel.  If it’s tested and rejected then all well and good; if it’s tested and fails to hold the chances of continuing all the way down to the major low set back in November 2008 at 6423 becomes a realistic target.  Not what we want to see but it’s not out of the question. 
Trading Strategy 
As stated above, the patterns on this particular chart and that of the daily are messy and choppy in nature meaning if you want to be involved in the sector you are better concentrating on the patterns pertaining to the individual stocks themselves.  That said, it would be a brave person to want to be involved in the XMJ at the present time as it’s akin to bottom picking which is exceedingly difficult to do and usually ends in tears – especially when volatility is high and the market is trending lower like it is at the moment.  We’ve been advocating caution over the past few months and this is likely going to remain our stance for the foreseeable future.
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Stubborn seller’s at resistance...
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