
Bottom Line 

18/11:
Daily Trend: Up
Weekly Trend: Neutral
Monthly Trend: Up
Support levels: 7079 - 6998 / 6736
Resistance levels: 7422 - 7460 
Video Analysis 

Watch Video Analysis Here 
Technical Discussion 

The banking sector had taken a pretty big hit during our last review and was continuing to look weak.  However, our lower target area had been tagged meaning we were in a position to see a rally.  That said, we definitely weren’t expecting a straight line movement higher which is exactly what unfolded.  True, weakness has kicked in over the past couple of weeks or so though at this stage it isn’t major reason for concern.  As mentioned in our review of the XJO on Friday U.S. markets have continued to bound higher with indices consistently breaking into new all-time highs.  This fact alone hasn’t been enough for the Small Cap stocks in our local market to gain any sort of head of steam which is evidenced by the lacklustre performance of the XSO.  Investors remain attracted to companies with strong balance sheets providing attractive and sustainable dividends.  This of course is the reason why this sector has performed so strongly over the years.  As long as interest rates remain low (which seems highly likely) the XXJ is going to remain well supported, albeit there is a chance that the current sideways price action could continue for the foreseeable future.

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.

News overnight that Japan had fallen back into a recession failed to cause much of a stir in overseas markets with the XJO also turning a blind eye to the news.  Perhaps surprising considering that the news followed a revised 1.9% contraction in the last quarter.  All eyes now will be on OPEC who meet in just over a week’s time although the general consensus seems to be that cut backs will not be made; perhaps the news from Japan overnight will have an influence in the outcome.  Back to the chart here shows that price hit the zone of resistance a couple of weeks ago from where sellers immediately gained the upper hand.  This has now happened on four occasions since April of this year making the area of resistance even more significant.  The ideal situation now is for the current retracement to terminate in the target zone as shown.  This should then be followed by another attempt at resistance which hopefully next time around will prove to be successful.  In regard to the wave count I’m going to put forward an alternative this evening which offers the potential for higher prices over the coming months.  Although the wave structures are difficult to interpret we do know that price action since October of last year has been choppy and messy in nature meaning it’s likely part of a larger corrective movement.  As such the October high is labelled as wave-3 with wave-4 likely in its latter stages within a complex flat pattern.  Even if the immediate target zone is exceeded this longer term bullish count remains intact although it would mean more patience is going to be needed before the longer term trend reignites.  For now though we’ll concentrate on the target just above 7000 as the reaction seen at those slightly lower levels should provide some clarity. 

Trading Strategy 

Many investors will be frustrated at the sideways meander that’s been unfolding over the past year or so though we have to remember that since the March 2009 lows significant headway has been made.  Indeed, the leg up to the recent pivot high was a gain of over 139%.  No stock or index for that matter heads north in a straight line movement indefinitely with every trend needing a pause for breath.  That’s exactly what’s been unfolding here and unless the zone of resistance is overcome any time soon the sideways meander is set to continue, possibly for several months although much will depend on how price reacts in the target area.  Keeping risk to a minimum is still appropriate though we reiterate there is still no reason to be out of the market with setups continuing to present themselves within our various portfolios.

