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Bottom Line 
25/8:
Daily Trend: Down
Weekly Trend: Down
Monthly Trend: Down
Support levels: 6446 / 5878
Resistance levels: 7781 / 8419
Video Analysis 
Watch Video Analysis Here 
Technical Discussion 
It’s no great secret that the Banking sector has been the driving force behind the broader market rally over the past few years though like all trends, they need a pause for breath which is still our highest expectation here.  We’ll come to the technicals below although if we are correct a low is either in already or will be within the next week or two.  The press have been jumping on to the recent fall within the sector and have been putting forward various reasons to panic with one being that our big four banks aren’t cashed up enough to withstand another global recession.  Whilst this may or may not be true there is no indication that a recession is looming, at least not in the developed world.  Plus of course our banks have just raised oodles of capital - or rather I should say have been made to.  As far as we’re concerned there is no reason to panic at this stage and we still view the recent retracement as being a healthy attribute in the bigger scheme of things.
Reasons to be aligned to the Sector longer term:
→ The recent falls in interest rates can only be bullish for the market and the sector as a whole.
→ Interest rates should remain lower for longer due to recent inflation data.
→ The Banking Sector continues to be the driving force behind broader market strength.
→ The longer term trend is exceptionally strong.
→ Price has entered a potential reversal zone.

Although it doesn’t really come as a great surprise, the patterns here for the XXJ are almost identical to those of CBA which we reviewed on Friday.  Again, I’m going to take out the recent noise and volatility by slipping back to the weekly time frame as it shows the larger degree structures very clearly.  We continue to look for a strong 5-wave movement higher from the 2009 lows with the recent retracement likely completing wave-A of a larger triangle or flat pattern.  In regard to price we have tagged the reversal zone very nicely indeed and in fact rejected very strongly today which is a small step in the right direction.  At this stage it really doesn’t matter which corrective pattern takes hold as both a flat and a triangle portend a multi-week movement higher as a minimum.  The prerequisite is that the lower boundary of the target area isn’t penetrated.  If it is penetrated the odds of a deeper retracement increases significantly.  This isn’t our highest expectation although we can’t totally disregard the massive increase in volatility in global equity markets as it always keeps the door wide open for something unexpected to crop up.  From an Elliott stance it’s important that the high of wave-(1) at 5949 isn’t breached.  Should this worst case scenario transpire it would mean that overlap has transpired which would offer a deeper retracement.  Just a level to keep a close eye on if we are incorrect and weakness take hold again.  The other interesting development is that Type-A bullish divergence is in position although it has yet to trigger.  If it does, there is a good chance that our wanted leg higher is going to kick into gear immediately which will provide trades over the coming days and weeks.  Not that we can get overly confident after one day’s price action but the case for a bounce has improved.
Trading Strategy 
If you have a CFD account you can trade the indices and if you’re aggressive you could buy following a break above today’s high whilst placing the initial stop one tick beneath today’s low which is known as the “Trader’s trick entry”.  All things being equal a continuation up toward 8000 is more than feasible.  Should you want to be involved in some of the banking stocks then keep a close eye on the Position Status Page as I will be more than happy to put forward formal recommendations without doing another review if the patterns permit.  This evening I’ll be putting forward a recommendation in CBA for the more aggressive trader and investor.
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Target tagged and rejected -
bounce on the cards...
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