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Inside this week’s edition…
Know The Flows - US Remains The Devil Investors Believe They Know
- by Cameron Brandt, p3
Flows into EPFR-tracked US Equity Funds jumped to a 27-week high during
mid-September as investors, who have already discounted another interest
rate hike later this month, put a positive spin on the direction of trade
negotiations and looked ahead to a third quarter earnings season that is
expected to deliver average year-on-year growth of around 19% for the
companies in the S&P 500 index.
The Gbp Week - Bias is Bearish-to-Neutral - by Tony Nyman, p4-6
Expected Gbp/Usd trading range is 1.2985/1.3160. It was supposed to be
positive given the M&A news - CNBC reporting Sky to accept approx Gbp
30bln Comcast offer 'immediately'.
September FOMC in Focus As Rates Head Higher
- by Marcus Dewsnap, p7-8
The recent speech by Brainard seems to have been the most significant
recent catalyst in this regard. Since she spoke, USD 10Y1M OIS (proxy for
neutral) is up over 10bp to a multi-year peak of 2.9%.
The 2018 EM Sell-off Has Been Mostly Orderly, With Few Signs Of Crisis
Contagion, by Chris Shiells, p9-11
In the past, a classic EM crisis followed a similar pattern - high debt levels
lead to a loss of confidence and sharp cuts in external financing – a so-called
sudden stop – producing balance-of-payments, fiscal, and financial crises.

China Insight: From Fighting Tariffs War To Vowing To Expand Infra
Investment - by Tim Cheung and Riki Zhang, p12-13
On the 17 September in the New York evening, the Trump administration
announced another round of tariffs on USD200bn of imports from China,
effective 24 September. As expected, China reacted to that with retaliatory
tariffs on USD60bn of US goods, which will also come into effect on the
same day.
The Nzd Week - Bias is Neutral – Tony Nyman & Andy Dowdell, p14-16
Given the ongoing monetary policy divergence between the Fed and the
RBNZ, an ‘upside-down’ situation is imminent.

Euro$ Z8-Z9 Spread – Widening Targets 57.5/61.5 - by Ed Blake, p18
Buy into any short-term corrective narrowing in anticipation of an uptrend
resumption targeting 57.5 then 61.5. Place a protective stop under the
43.5/42.0 support zone.
EUR/USD – Weekly MACD Cross Points To Stronger Recovery
- by Andy Dowdell, p19
Scope is seen for a stronger recovery, targeting 1.1851 next ahead of
1.1928/96, possibly 1.2076/1.2155. Below 1.1526 would derail the advance.
1st Month Soybean Future – Awaits A Downside Extension To 776¼
– by Ed Blake, p20
Sell into any near-term corrective gains as we await an extension of the
long-term downtrend to 776¼ and potentially 724½/704½. Place a
protective stop over 851½.
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By Cameron Brandt, Director, Research
Flows into EPFR-tracked US Equity Funds jumped to a 27-week high
during mid-September as investors, who have already discounted
another interest rate hike later this month, put a positive spin on the
direction of trade negotiations and looked ahead to a third quarter
earnings season that is expected to deliver average year-on-year growth
of around 19% for the companies in the S&P 500 index. US Bond Funds,
meanwhile, recorded their 13th consecutive inflow and 23rd in the past
25 weeks.
The only market to enjoy a similar level of conviction is China which,
despite signs that US tariffs and efforts to stabilize domestic credit
markets are beginning to pinch, is still delivering headline GDP growth in
excess of 6%. China Equity Funds absorbed fresh money for the eighth
straight week as year-to-date flows pushed over the $20 billion mark.
The current full-year record for this fund group is $8.8 billion set in 2012.
Overall, the week ending Sept. 19 saw all EPFR-tracked Equity Funds
absorb a net $13.8 billion, Bond Funds $733 million and Alternative
Funds $61 million while over $27 billion flowed out of Money Market
Funds. Among the major Money Market Fund groups, those with
European mandates extended their longest run of outflows since early
3Q17. Europe Money Market Funds now have just under four months to
come into full compliance with the European Union’s slate of reforms for
the industry. The deadline is January 19, 2019.
Sentiment towards European equity and debt remains subdued as
investors wait to see how Italian budget and UK exit negotiations with
the European Union play out and weigh the likely impact the end of the
European Central Bank’s current quantitative easing program will have
on the region’s economic growth and asset values. Both Europe Equity
and Bond Funds experienced net redemptions of over $1 billion.
The third week of September saw Technology Sector Funds snap back
from their first consecutive weekly outflows in nearly a year and
commitments to Industrial Sector Funds hit a nine-week high. But overall

flows to the 11 major Sector Fund groups tracked by EPFR continue to
favor ones with defensive reputations: Telecom Sector Funds posted
inflows for the 13th time in the past 14 weeks and Healthcare Sector
Funds extending their longest run of inflows since 3Q15.
Among the top 10 Technology Sector Funds ranked by inflows were two
with artificial intelligence mandates and one with a cyber security focus.
Investor’s opted for diversified exposure, with Global Technology Funds
outgaining their US-focused counterparts as they recorded their biggest
weekly inflow since late January.
Commodities Sector Funds remain under pressure from expectations
that the US dollar with strengthen again if interest rates are hiked again
later this month and fears that Sino-US trade tensions will cut into global
growth and the accompanying demand for raw materials.

For further information on EPFR, please click HERE
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The Gbp Week - Bias is Bearish-to-Neutral
By Tony Nyman, Head G10 FX & Andy Dowdell, Technical Analyst
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Expected Gbp/Usd trading range is 1.2985/1.3160.

Cont. Page 5
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It was supposed to be positive given the M&A news - CNBC reporting
Sky to accept approx Gbp 30bln Comcast offer 'immediately'.
After the firmer than forecast CPI and retail sales numbers last week, the
final Q2 GDP should garner some interest Friday. Will there be some
topside risk given the positive surprises we've seen of late (see chart
below), although the 0.4% q/q forecast (no extremes!) is actually
unanimous?

• Retreated sharply from last week's 1.3298 high after fresh sellers
emerged just ahead of 38.2% of Apr-Aug's (1.4377 - 1.2662) fall at
1.3317
• Bears now pressuring support at 1.3055/1.3043 (38.2% of 1.26621.3298 rally/30 Aug high)
• Below will expose stronger supports at 1.2983/62 (houses the 50-Day
MA and 50% retrace at 1.2980), possibly 1.2905/1.2897 (61.8%
retrace/10 Sep low)
• Above 1.3298 resumes course higher, targeting 1.3363 (9 Jul high)
next.

Cont. Page 6
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Through the week, we also get plenty of BoE speak:

However, with the possibility of another BoE hike before year-end at less
than 5.0% (see bottom middle of Dashboard) we suspect monetary
policy might not be a major mover either.

Let's listen out for more conciliatory tones this week, but that could be
wishful thinking ahead of the Conservative Party conference starting
September 30. Meanwhile, UK opposition Labour leader Corbyn says he
would back a second Brexit referendum if his party votes for such a
move at its conference this week (although McDonnell semi-qualifies
that it would be on the terms of the deal not Remain/Brexit), while there
has also been some November snap election speculation. Just to add to
the uncertainty, which is not a positive cocktail for the Pound/UK assets
(see RHS of Dashboard and latest EPFR outflows)

Let's face it, it's all about Brexit still. Thursday's 1.3298 looks some
distance away after pessimism over progress is back and that's why
we're also very quickly back as largely bearish.

RISK- Well, we still think a deal will eventually have to be struck, but the
parties are leaving it late and Parliament needs a meaningful vote by
mid-January. Externally, a less hawkish FOMC?

• Tue - Vlieghe
• Thu - Haldane and Carney
• Fri - Ramsden

Brexit Secretary Raab talks now about wanting a good deal with the EU,
but by the end of last week EU leaders have seemingly returned to their
non-compromising ways, while May was re-threatening the 'no deal'
scenario Friday.
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By Marcus Dewsnap, Senior Analyst/Editor
Month and quarter-end this week may help to put a cap on US Treasury
yields that is being driven by a real yield rise. There are several
explanations doing the rounds from corporate issuance to a belated
realization by the market that the Fed intends to keep hiking once a
quarter and as the doves swing to what the market terms more hawkish,
raising the probability Terminal Funds will be more than the current
belief of Neutral Funds. The recent speech by Brainard seems to have
been the most significant recent catalyst in this regard. Since she spoke,
USD 10Y1M OIS (proxy for neutral) is up over 10bp to a multi-year peak
of 2.9%.

The USD 1-YEAR FORWARD CURVE has broken free of its 3% handle
evident for much of the recent past, implying Terminal Funds is now
much closer to 3.2% then 3%. The EDZ8-EDZ9 SPREAD (see HERE for
Technical Analysis) is circa 50bp, a significant recent widening. Further,

Jan19 FED FUNDS now fully prices 2 more rate hikes this year and Jan20
is a couple of bp short of another couple in 2019. This does not negate
recent, mainly market, talk of a pause, but does suggest if a pause is
forthcoming, it will be in 2019 not December this year.

Into this comes the September FOMC (Tuesday/Wednesday) where a
25bp hike is considered all but inevitable. Accompanying, a Powell
Presser, statement and SEP update. Given Brainard’s recent speech, the
market will look for evidence the Committee is in tune with her
thoughts, given her history to the dovish side of the spectrum. The most
obvious place to look will be a convergence in the Dots to where the
more hawkish rate profile lies i.e. the dovish members revise higher.
However, risks to the outlook might temper – housing, trade, EMs –
latter Dollar related (see HERE for Eur/Usd Technical Analysis).
Cont. Page 8
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There is also discussion of the curve inversion threat (or not), the
balance sheet make-up, and, related, in some quarters issues regarding
overnight funding markets.

Effective Fed Funds continues to trade more towards the upper bound
than mid-range although the IOER cut is keeping it lower than
previously. However, Repo is tending to break the upper bound more
frequently - and it is this which might induce another IOER cut if the Fed
wants to control within the Funds band. Associated here is the amount
of High Quality Liquid Assets (HQLA) available in the form of reserves
and repo capacity as the Fed sells USTs back into the market. Together,
this impacts eventual size of the balance sheet (and thus the end/pace of
taper) via the Fed’s desired amount of reserves ultimately left in the
banking system. After all this, Kaplan (Thursday) and Williams/Barkin
(Friday) speak.

This is an excerpt from Marcus’ G10 Week Ahead. For the full article, please click HERE.
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By Chris Shiells, Managing Analyst Emerging Markets
This year has been marked by one major theme – Emerging Market
weakness. Emerging Markets came into the year off the back of a stellar
2017 and continued this in the first couple of months, but from February
onwards momentum began to stutter and from April the pace of the
sell-off accelerated.
The conditions for the EM sell-off were being laid towards the end of
2017 and have all come to a head this year:
• US policy tightening – US economy is near full employment and CPI is
close to 2% target, the Fed has been raising interest rates and
crucially this year began unwinding QE. In effect, this is shrinking the
outstanding supply of USD. This leads to a;
• Stronger USD and rising UST yields - making it harder and more
expensive to get hold of USDs.
• Slowdown in global growth and China (or fears of that) - the global
economy looks to be reaching a peak and will start to slow from next
year.
• Trade Wars - This is all being amplified by US President Trump's
waging of trade wars.
• Sanctions
As emerging markets adjusted to a rising USD and a reduction in global
liquidity, countries such as Argentina and Turkey, considered more
vulnerable due to their large external financing requirements, suffered
abrupt adjustments, whereas the bulk of emerging markets are
experiencing orderly price adjustments. It is clear from the below
dashboard that the worst affected currencies have been the Argentinian
Peso, Turkish Lira and SA Rand, for very domestic policy specific reasons.
However, as can be seen from the fund flows data, investors have not
been so discriminating in their targeting of Argentina, Turkey and SA,
with flows into funds that invest in bonds in these countries net positive

in percentage terms since the beginning of April, whilst Turkish stocks
have seen significant net inflows in that period. Thus, it is clear that
bargain hunters are out there and taking advantage of the weaker
currencies to buy local assets.
Signs of contagion?
~ contagion - something that spreads into a global crisis that threatens
the global economy and financial system.
In the past, a classic EM crisis followed a similar pattern - high debt
levels lead to a loss of confidence and sharp cuts in external financing – a
so-called sudden stop – producing balance-of-payments, fiscal, and
financial crises. Then, contagion sets in, as increasingly risk-averse
investors begin to withdraw funds from other countries to cover losses
and the crises spills across borders, (LatAm 1980's, Asia 90's, EM wide
late 90s).
Contagion is not taking hold as easily as it has in the past, as a new
resilience has formed over the last ten years. The sell-off at this point
looks more like a repricing of the strong rebound in 2016 and 2017 that
followed the much deeper, more painful EM rout of 2014 and 2015.
Investors are now taking a more nuanced approach to their analyses of
country risk, as is seen in the flows pictures below. The fact that EMEA
bond and Asian ex-Japan funds have seen net inflows during the period
from April, and that the percentage change in flows is a relatively small
negative number for broad EM equities suggests that there has not been
widespread contagion.
There have been no clear signs that the economic problems faced by
Argentina and Turkey could somehow spread to other EM countries.
Ashmore recently highlighted that for bouts of EM risk aversion and
currency volatility to morph into serious economic problems then two
conditions have to be satisfied: sustained bad macro policies and
inadequate domestic financing sources. It argues that aside from
Argentina and Turkey, practically no other major EM countries suffer
Cont. Page 10
9

The Context
Title
The 2018 EM Sell-off Has Been Mostly Orderly, With Few Signs Of Crisis Contagion … Continued
Back to Index Page

Cont. Page 11
10

The Context
Title
The 2018 EM Sell-off Has Been Mostly Orderly, With Few Signs Of Crisis Contagion … Continued
Back to Index Page
from this combination, arguing that most EM countries obtain 90% or
more of their financing from their domestic pension systems and only
finance in overseas markets on an opportunistic basis.
The fund flow data do not point to a sudden stop in emerging markets,
with the increase in the risk premium contained and in line with
fundamentals.
At some point the valuations in Emerging Markets vs fundamentals will
become too compelling to ignore, and for bulls the correct response to
contagion fears is to look to enter the market, since the majority of EM
assets move into buy territory. It has been shown that after eight
previous drawdowns in the global emerging markets bond index of more
than 10%, the index recovered close to half of its losses within three
months.
After the last sell off it took a winding back of Fed rhetoric and further
China stimulus ahead of the 2017 leadership change, to spur a reversal.
This time the Fed is not going to start reversing its policy and so real EM
yields are going to continue to adjust, but China will always be ready to
offer more stimulus. With over USD3 trillion in reserves, China has
enough money to burn if needed to prop up its own economy or that of
a strategic foreign partner. If things get too rough, the Fed may well
pare back its tightening plans or at least offer some dovish verbal
rhetoric, which may be enough to see EM FX stage a recovery late in
2018/early 2019.

However, for those but with the largest propensity for volatility, now is
too early as risks remain heightened.
It could still morph into a crisis? Are tipping points in reach?
For some, the fact that the underlying causes of the EM sell-off remain in
place, means that whilst this may not be a full-blown crisis, now is no
time to start getting back in to EMs. For the bears, the global economic
landscape remains negative - shaped by rising interest rates and the
prospect that both the US and Chinese economies could slow. The
uncertainty about trade policy does not seem likely to clear up any time
soon.
Although rising US rates are seen keeping the pressure on EM assets for
some time to come, we maintain that the conditions for contagion
remain limited and investors will differentiate between those that run
sound policies and those that do not. Brazil, Turkey, India, Indonesia,
South Africa and Ukraine all run twin deficits of 5%/GDP or more, and
will continue to be shunned by most investors in this environment.
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By Tim Cheung Head of China, Riki Zhang EM Analyst
On the 17 September in the New York evening, the Trump administration
announced another round of tariffs on USD200bn of imports from China,
effective 24 September. As expected, China reacted to that with
retaliatory tariffs on USD60bn of US goods, which will also come into
effect on the same day.
It is worth noting that just a few hours after the Trump administration
announced their tariffs decision, the State Council of China held a meeting
and the NDRC also held a press conference separately. As per the
statement following the State council meeting, efficient investment
should be expanded while infrastructure investment in areas, like
transportation projects in the central/western China, should not be
stopped. Meanwhile, in the press conference held separately, the NDRC
highlighted that the central government will accelerate projects under
construction, increase projects in the pipeline and better utilize social
capital (for example, more PPPs) to support infrastructure investment.

In our view, China's top policymakers are already fully aware of the
potential damage that the escalating tariffs war will be making to the
Chinese economy.
Given both the State Council and the NDRC have already clearly said that
infrastructure investment is going to be expanded, we are quite sure that
China's PPP activity will pick up in coming months. At the local
government level, debt financing will very likely become less restricted.
That, we believe, is good for the LGFV sector as a whole (chart 1). Though
several LGFVs have been downgraded recently to reflect the weakening
trend of the prior all-weather support expectation from respective local
governments, with top policymakers renewing their efforts to boost
infrastructure investment, we don't think these downgrades (chart 2) will
cause any material impact to the LGFV sector as a whole.

Obviously, both meetings were in response to the latest escalation of the
US-China tariffs war.
Cont. Page 13
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Admittedly, there has been a clear trend of distress in some weaker LGFVs
with limited socio-economic impact, so we would not be surprised if
defaults will happen from time to time in this space. However, those with
a policy role and of socio-economic importance will definitely not only
continue to have sufficient government support, but will soon find it much
easier to have debt financing.
The potential beneficiaries, in our view, will include:

We don't rule out the possibility that some of them will get upgraded by
S&P and/or Moody's over the next 12 months, just like GUAMET by
Moody's in the middle of this month.
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By Tony Nyman, Head G10 FX & Andy Dowdell, Technical Analyst
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Expected Nzd/Usd trading range is 0.6600/0.6740.

What do others think?

A busy week out of NZ.

ING: Nzd/Usd is enjoying one of its periodic bounces, largely on
liquidation of stretched Dollar longs. Think correction probably runs out
around 0.6725 as the global environment (trade war no let-up, Fed
tightening pace) remains same. RBNZ to stick with no rate change for
two years. Both business and consumer confidence look fragile, and
with China growth slowing, chances of a more positive turn seem low.
ING hope for clarity on protectionism and Fed policy, before talking
major cycle Kiwi low.

First the DATA in the form of:
• Tue - Trade: A -Nzd 925mln deficit forecast. If that pans out, it'll be
the worst showing since Nov 2017.
• Wed - ANZ business confidence survey. Often cited for the mixed
economic outlook. Last time out was -50.3, a 10-year low.
• Thu - ANZ consumer confidence survey and building permits.
Of course, main event though is the RBNZ late Wednesday, forecast
(unanimously 19/19) unchanged at 1.75%.
We have long described the RBNZ as one of the most dovish G10 CBs out
there and despite a stronger than expected NZ Q2 GDP we see no
reason why Orr and co will look to change tack. We are neutral just
because of the recent softer Dollar trend and the fact it's still a short
market (top left of Dashboard), but continue to look for signs of a top to
sell into. We still do not rule out a 0.6500 barrier breach in early Q4.

CBA: ASB colleagues expect the RBNZ to commit to leave OCR on hold
into 2020. Expected to continue to signal next move could be up or
down and this should keep a lid on Kiwi. The ANZ business survey
(Wednesday) has plummeted in recent months and has contributed to a
lower Nzd, but the strong Q2 GDP shows the limitations of business
surveys.
ANZ: Think RBNZ will maintain 'next OCR move could be up or down'.
With market pricing surely unobjectionable (small chance of cuts in
2019), there's no upside to painting itself into one corner or the other.
RISK - Internally, the RBNZ and perhaps (and mistakenly?) a more upbeat
stance after the 1.0% q/q growth effort the quarter previous. Externally,
trade disputes and the FOMC and their outlook.
Cont. Page 16
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However, the technical picture has improved:

• Scope is seen for a more sustained recovery, with multiple
MACD bullish divergences highlighting the erosion of wider
bearish momentum.
• Focus now turns to the 28 August .6727 high, above which
will open .6851/59 next (26/9 July highs, near the upper
boundary of an 8-month bearish channel).
• On dips, support is seen in the .6623/.6596 area (19/14
September highs).
• Bears need to breach .6539 (17 September low) to resume
course lower.
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Technical Analysis by Ed Blake
• Widened sharply from 33.0 (15 Aug low) through 43.5 (29 June 2015
peak) to complete a major 4¼yr base
• Strengthening daily-monthly studies suggest an extension targeting
strong resistance at 57.5 (2013 peak)
• A clearance would signal new ten-year highs and open Fibonacci
projections at 61.5/69.0
• Any near-term dips should hold over former key highs at 43.5/42.0
and only below cautions and re-opens 33.0

____________________________________________
STRATEGY SUMMARY
Buy into any short-term corrective narrowing in anticipation of an
uptrend resumption targeting 57.5 then 61.5. Place a protective stop
under the 43.5/42.0 support zone

R5
R4
R3
R2
R1

72.5
69.0
61.5
57.5
53.0

S1
S2
S3
S4
S5

43.5
39.5
33.0
30.0
22.0

Resistance Levels
1.764 projection of 13.5/42.0 from 22.0
4 November 2008 lower high, near 1.618 projection of 13.5/42.0 from 22.0 at 68.0
1.382 projection of 13.5/42.0 from 22.0
2013 peak – 20 November, near 1.236 projection of 13.5/42.0 from 22.0 at 57.0
19 September 2018, 4¾ year high
Support Levels
29 June 2015 former high, near 18 May 2018 former high at 42.0
27/30 July and 1/2 August 2018 highs
15 August 2018 minor higher low
27/28 June 2018 lows
29/30 May 2018 higher lows, near a ten-year rising trendline at 23.5
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Technical Analysis by Andrew Dowdell
• Marked out a low at 1.1301 in August, near a series of prior
highs/lows and the 200-Week MA

• Weekly MACD is on the verge of crossing higher, and this week’s rally
has left a higher low in place at 1.1526

• Scope is seen for a stronger recovery to 1.1928/1.1996, possibly
1.2076/1.2155. Back under 1.1526 stalls

____________________________________________
STRATEGY SUMMARY
Scope is seen for a stronger recovery, targeting 1.1851 next ahead of
1.1928/96, possibly 1.2076/1.2155. Below 1.1526 would derail the
advance.

Resistance Levels
R5
R4
R3
R2
R1

1.2155
1.2076
1.1996
1.1928
1.1851

S1
S2
S3
S4
S5

1.1526
1.1301
1.1110
1.0906
1.0778

1 March 2018 low
61% of 1.2555-1.1301 fall
14 May 2018 high
50% of 1.2555-1.1301 fall, near the 50-Week MA
14 June 2018 high
Support Levels
10 September 2018 low
15 August 2018 low
30 May 2017 low
27 March 2017 high
20 April 2017 high, near the 24 April 2017 low at 1.0821
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Technical Analysis by Ed Blake
• Extends the six-year downtrend through 851/844¼ (16¾ year rising
trendline and the 2015 low) to post new 9¾ year lows
• Deteriorating studies and recent death crosses (50/200 daily and
weekly MAs) suggest continued downside
• A return below 776¼ (2008 low) would signal new 11½ year lows and
expose levels from 2007 at 724½/704½
• Bulls need to regain 851½ (recent high and the 16¾ year trendline) to
offer relief, however, the 922¼ lower high should cap

____________________________________________
STRATEGY SUMMARY
Sell into any near-term corrective gains as we await an extension of the
long-term downtrend to 776¼ and potentially 724½/704½. Place a
protective stop over 851½

R5
R4
R3
R2
R1

1022
992¾
944½
922¼
851½

S1
S2
S3
S4
S5

812¼
776¼
724½
704½
641

Resistance Levels
Six-year tentative falling trendline
11 June 2018 high
12 January 2018 former low
31 July 2018 lower high
4 September 2018 high, near a 16¾ year rising trendline
Support Levels
18 September 2018 low
2008 key low - 5 December
25 April 2007 higher low, near 76.4% retrace of the long-term 405¼/1789 rally at 731¾
29 January 2007 higher low
11 July 2006 former high, near 16 November 2006 low at 651
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