
Bottom Line 

5/2:
Daily Trend: Down
Weekly Trend: Flat
Monthly Trend: Flat

Video Analysis 

Watch Video Analysis Here 
Technical Discussion 

5/2:
To say that the Materials Sector has been extremely disappointing since early 2011 is stating the obvious though unfortunately it is a fact that cannot be disputed.  Even major players like BHP have been laggards with some of the second and third tier stocks taking much more of a hammering as opposed to just been lacklustre.  If you read the headlines it would seem a dead certainty that the mining boom is well and truly over which has definitely been reflected in prices.  However we know from experience that when everybody and their dogs are aligned to one side, i.e. the bears in this case they usually prove to be incorrect.  And if you think about markets in general this theory holds true.  At market tops everybody believes the good times are here to stay.  Conversely, following crashes most are speculating that the end is nigh with financial disaster being the only possibility – though of course throughout history this hasn’t proven to be the case.  The only reason for mentioning this fact is that most analysts are extremely gloomy regarding the sector which brings out the contrarian in me though whether I’m correct only time will tell.

Technically our wave count remains in position though realistically it’s deviated enough from textbook to make us reassess the pattern structures.  Nothing too much changes although wave-(i) or-(a) terminated later than originally anticipated.  And if we concentrate on the more recent price action it seems likely that a flat pattern is currently unfolding.  What we don’t know at this juncture is whether we will see a running or expanded flat.  Both patterns are very similar with the only difference being that wave-c will terminate above the low of wave-a within the running variety and just beneath the low of wave-a in the expanded flat.  As always we look for confluence and in this instance there is one projection that provides a helping hand.  Quite often during an expanded flat wave-c will travel 1.618x the length of wave-a projected from the high of wave-b.  As can be seen on the chart here that shows very good confluence with the 50.0% retracement level making it an area to keep a close eye on.  Whether price will get down to those levels we’ll just have to wait and see though the smaller degree patterns should give us a clue.  Even minor degree wave-c should unfold in 5-waves which is what we’ll be looking for over the coming weeks – assuming weakness continues of course.  The other interesting aspect is that we have Type-A bearish divergence on the weekly time frame with Type-A bullish divergence on the monthly.  In other words further weakness or even a sideways meander could be the way forward over the short term but bigger picture there is no reason why higher levels can’t be attained.

Trading Strategy 

5/2:
If we are correct about the flat pattern then downside should be limited with a buying opportunity not being too far away.  We can also take heart from the fact that an impulsive leg higher unfolded between June and November of last year which is really what’s keeping the bullish case alive.  Yes, price has pretty much rotated sideways over the past four months and although it has been a frustrating period of time it definitely doesn’t move us to a bearish stance.  And unless our lower target area is penetrated the bullish stance will remain steadfastly in place.  For the moment though there’s no need to be buying aggressively with clear evidence of a turnaround needing to be seen before getting overly committed.

