
Bottom Line 

8/1:
Daily Trend: Neutral
Weekly Trend: Neutral
Monthly Trend: Up
Support levels: 7142 - 7074 / 6893
Resistance levels: 7460 / 7883
Video Analysis 

Watch Video Analysis Here 
Technical Discussion 

It’s been quite a while since our last look at the Banking Sector; in fact it was all way back in mid-November.  The reason being that the long drawn out consolidation pattern has continued to unfold meaning there’s been little to interest us.  Since early 2013 almost no headway has been made although we still view this in a positive light in regard to the bigger picture.  We can’t ignore the fact that significant headway has been seen since 2011 meaning the longer pause for breath is nothing out of the ordinary.  The Murray Inquiry has been viewed as a negative for the big four banks over the past few months by brokers and analysts alike.  However, several of the larger brokers have started to change their view of the inquiry and no longer see it as a potential serious headwind.  The other important facet is interest rates which probably won’t be rising anytime soon.  The lower Australian dollar means we are unlikely to see any more rate cuts though the anticipated low interest rate environment is going to result in continued demand for high Yielding quality stocks like CBA.  In fact Commonwealth Bank has just broken into new all-time high territory which speaks for itself.

Reasons to be aligned to the Sector longer term:
→ The recent pull-back results in the dividend within the sector becoming even more appealing.
→ 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.

We were looking for short term weakness following our last review; down to around the 7000 region although as it turns out slightly lower levels were tagged.  However the diagonal line of support once again brought buyers out of the woodwork resulting in a decent rally over the past few weeks.  That said, price is still confined within the realms of a consolidation pattern with the upper boundary still needing to be penetrated before moving back to a bullish stance.  In other words the zone of resistance as annotated will need to be overcome before getting overly optimistic.  The risk here is that rejection is once again going to be seen just above 7400 which will mean further choppy, messy price action to come for a period of weeks and possibly even months.  However in regard to the patterns we’ve tentatively locked in a low which is mainly due to the impulsive price action to the upside off the prior pivot low.  This is a bullish trait in regard to the smaller degree patterns which will hopefully flow into the larger degree structures.  Finally, we have to assume that if the broader market is going to embark on something much more bullish during 2015 then the XXJ is going to have to provide a helping hand – just as it has over the past few years.

Trading Strategy 

We have moved to the weekly chart this evening which puts the consolidation pattern into perspective.  From an Elliott Wave point of view wave-4 usually unfolds as a triangle or shallow corrective pattern.  As such, I have tentatively labelled wave-4 as completing around three weeks ago at the prior pivot low.  If this is to be correct then nothing other than strong impulsive price action higher will suffice.  In other words price needs to get on with the job pretty much immediately.  Ideally CBA heading into blue sky territory will be followed by other stocks like ANZ that are on the cusp of doing just that.

