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Spread = 364 (Oct '07) 

Spread = 539 (Mar '00) 
Spread = 649 (Jun '14) 

Spread = 773 (Feb '18) 

Bollinger Bands spreads have expanded to 773 (Feb 2018) from its recent low of 228 (May 2016) and has traded 

above its prior extreme high spread of Jun '14 (649). So what does this all mean? In the past, extreme highs have 

warned of impending major market tops. Despite an extreme reading, the 2009-present bull differs from the prior 

bulls. For example, ahead of the Tech/Telecom top of Mar '00 and just before the global financial peak of Oct 

2007 the Bollinger Bands also widened to extreme levels. However, this action alone did not signal a market peak. 

Rather, the sharp contraction of the Bollinger Bands and the rolling over the Bollinger Bands warned of matured 

bull rallies. In addition, the middle of the Bollinger Bands (currently at 2,407) acted as key intermediate-term 

supports on the way down and key resistances on the way up. The bottom of 2009 uptrend channel (2,133) and 

bottom of the Bollinger Bands (2,019) hint of longer-term support. It was when SPX violated its midpoint of the 

Band and failed to clear above the top of the declining trend coupled with the rolling of its trends did this confirm 

a major market top. Major bulls do not end easily and gracefully. They tend to exceed the most optimistic of 

projections, and sustain far longer than expected. If this is repeated the current bull rally will once again turn 

speculative or even euphoric. So is the Feb 2016-Jan 2017 rally of 58.71% a speculative rally and if so is the Jan 

2018 high (2,872.87) a major top? Based on the above technical conditions this may be a near-to-intermediate-

term top but it is too early to call this a major top. However, repeated failures to surpass 2,644 (top of the 2009 

uptrend) may lead to a deeper correction to 2,407 (middle of Bollinger Bands). A convincing violation of 2,407 

warns of a top leading to a retest of 2,019-2,133 (bottom of the 2009 uptrend and the Bollinger Bands). 

The structural breakout above 1,576-1,600 suggests the 4-plus year secular bull trend is still in the earlier 

stage of its long-term bull run. However, the 2009 cyclical bull is maturing and the recent 10-day 

correction of -11.84% warns of further consolidation is needed to alleviate both the Feb 2016-Jan 2018 

rally (58.71%) as the Mar 2009-Jan 2018 rally (330.85%). Nonetheless, the ability to maintain above 2,523 

or the bottom of its Feb 2016 uptrend as well as above its 10-mo ma (2,564) help to contain any correction 

for now signalling the start of a near-to-medium term technical base between 2,533 (2/9/18 low) and 2,702-

2,742 (50-61.8% retracement from Jan-Feb 2018 and 2/7/18 highs).  Above 2,742 can extend the rally back 

to the 1/26/18 record high (2,872.87). On the downside, violation of 2,533 opens the door for a deeper and 

more extensive correction to 2,387 (top of 2009 uptrend channel) and 2,281 (30-month ma). 
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The breakout at 1576-1,600 on May 2013 hints of the start of the next 

structural bull trend.  The subsequent positive outside year on 2016 

reaffirmed this secular uptrend. Although the 2009 cyclical bull rally 

is maturing and will eventually end, the 2013 structural bull is 

relatively young based on the durations of 8-20 years for structural 

trends. This would imply this rally can sustain until 2021 and possibly 

to as long as 2033. Note that the top of the internal trend line from 

1932 at 1,928 offers key long-term support. We have also detected a 

very long-term generational trends that suggest an even longer term 

cycle of 35-42 years as denoted by generational lows and generational 

highs  during 1932 (at 4.40), 1974 (2.28), and recently 2009 (666.79).   

Since 1800s, when a structural bear/trading range comes to an end, it almost always transitions to 

the next structural bull trend and vice-versa. These structural trends tend to sustain for 8-20 years. 

Based on a 909-point technical base, the May '13 breakout (above 1,576-1,600) has already achieved 

our target of 2,509. However, we note that that SPX tends to overshoot to the upside during a major 

bull. Will SPX trend upwards to the top of its 2008/2009 uptrend channel (3,009) during 2018 before 
the next major correction? Since the nearly 9-year uptrend channel is between 2,249 and 3,009 or a 

technical base of 760-points. A breakout above 3,009 renders a longer-term target of 3,769.  On the 

other hand, repeated failures to clear above 3,009 also warns of a correction to 2,567 (30-mo ma) and 

below this to 2,249-2,390 or the bottom of its 2009/2010 primary uptrend as well as the extension of 

the top of its Jul '16 breakout (2,099). Violation here opens the door for a cyclical bear decline to the 

Feb '16 reaction low (1,810) and below this to the extension of 2013 breakout (1,608). 

This would then suggest next generational lows 

and generational highs may occur during 

2044/2051. An extrapolation of the top (dash line) 

and bottom of the 1932 uptrend channel (solid 

line) points to SPX targets of 9,175/4,971 by 2044 

and possibly to as high as 13,748/7,706 by 2051. 

8 Structural Bulls: May 2013-present, 1982-2000, 1949-1966, 1921-1929, 1896-

1906, 1861-1881, 1843-1853, and 1815-1835 
 

8 Structural Bears/Trading Ranges: Mar 2000-May 2013, 1966-1982, 1929-1949, 

1906-1921, 1881-1896, 1853-1861, 1835-1843, and 1802-1815 
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An uptrend breakdown in late-Jan 2018 followed 

by two gap downs during 1/30/18 and 2/2/18 warn 

of a correction. The correction pick up speed as two 

key supports (2,750/2,700) were subsequently 

broken. The strong selling appears to have 

subsided at 2,532.69 (2/9/18) coinciding with the 

200-day ma (2,542), 76.4% retracement (2,525) 

from Aug 2016-Jan 2018 rally, and the bottom of 

2016/2017 uptrend (2,549-2,562). A convincing 

move above 38.2% retracement (2,662.34) from its 

Jan-Feb 2018 decline can extend the recovery to 

2,702-2,742 (50-61.8% retracements/ 2/7/18 highs). 

As the global deflationary concerns subsided on Feb 2016 (1,810.10) investors began to 

price in a reflationary/global synchronized recovery or a goldilocks environment of not 

too hot – inflationary and not too cold – recessionary a new 2-year uptrend channel 

developed. However, as inflationary fears circulated 2-years later in early Feb 2018 

SPX violated the top of its 2-year uptrend channel (2,703-2,721). This violation of key 

initial support triggered a sharp decline toward intermediate-term support near the 

bottom of its Feb 2016/Nov 2017 uptrends (2,549-2,562). The ability to find support 

here is crucial to the stabilization of the correction. Given the technical damages 

incurred during the Jan-Feb 2018 correction (-11.84%) a near-term trading range is 

possible between 2,533-2,593 and 2,728-2,742 before resumption of the uptrend. 

 
A positive divergence as represented by a higher-low for MACD trend and a lower-

low for SPX during 2/6/18 and 2/9/18 is technically constructive as this hint of a 

selling exhaustion. A potential head/shoulders bottom is also evident. However, the 

technical damages incurred during the recent 10-day (-11.8%) correction suggest a 

technical base is needed before the next sustainable rally.  Initial support is now at 

2,593.07 (2/6/18 low) and then 2,532.69 (2/9/18 reaction low) coinciding with the 

potential left shoulder and the head to a small head/shoulders bottom pattern.  

Key initial resistance is at 2,702-2,733 corresponding to the prior technical breakdown, 50% 

retracement from Jan-Feb 2018 decline and the 10-week ma. A convincing move above 2,733 is 

required to confirm the resumption of the primary uptrend back to its Jan 2018 highs. On the 

other hand, if inflationary/higher interest rate concerns escalate and SPX breaks its 2/9/18 low of 

2,533 this can led to a deeper correction toward 2,467.05 (38.2% retracement from 2016-2018 

rally) and below this to 2,342/2,216 (50-61.8% retracements) under a risk-off market environment. 
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                                                                                                       SPX Returns from 1928-Present Yearly %

Time Period Duration Jan Feb Mar Apr May Jun Jul Aug Sep Oct Nov Dec Returns

All

1928-2017 Mkt 89 years 1.14 -0.02 0.62 1.22 -0.05 0.69 1.52 0.63 -1.05 0.53 0.70 1.40 7.33

2.84 3.24

0.39 0.44

Bear

1929-1949 Mkt 20 years 1.85 -0.28 -1.88 0.43 -1.06 3.23 3.09 2.66 -3.01 -0.81 -2.61 0.77 2.39

8.99 0.01

Bull

1949-1966 Mkt 17 years 1.06 -0.42 1.16 1.20 -0.28 -0.40 2.93 -0.50 -0.20 0.97 2.27 2.17 9.96

2.03 5.51

 0.20 0.55

Bear

1966-1982 Mkt 16 years 0.88 -0.79 0.73 1.28 -1.44 0.06 -0.25 0.24 -0.36 1.17 1.29 0.84 3.65

0.06 3.00

0.02 0.82

Bull

1982-2000 Mkt 18 years 2.30 0.96 1.45 1.33 1.35 1.19 0.55 0.78 -0.35 0.78 0.99 2.39 13.72

 2.52 5.68

0.18 0.41

2000-2013 Bear 13 years -0.68 -1.24 1.91 2.00 -0.04 -1.40 0.42 -0.18 -1.18 1.27 0.79 1.20 2.87

-1.16 1.31

-0.40 0.46

2013-present Bull 4 years -0.98 2.84 1.83 0.90 1.58 -0.22 2.18 -1.14 0.12 3.07 2.30 0.60 13.08

0.82 1.92

0.06 0.15

2000-present 17 years -1.08 -0.23 1.80 1.70 0.30 -1.06 0.66 -0.28 -1.05 1.59 1.10 0.97 4.42

-0.68 0.99

-0.15 0.22

Secular Bear/Trading Markets (3) 0.68 -0.77 0.25 1.24 -0.85 0.63 1.09 0.91 -1.52 0.54 -0.18 0.94 2.97

Average returns for three months 2.62 1.44

(Jun, Jul & Aug vs. Nov, Dec & Jan) 0.88 0.49

Secular Bull Markets (3) 0.79 1.13 1.48 1.14 0.88 0.19 1.89 -0.29 -0.14 1.61 1.85 1.72 12.25

Average returns for three months 2.27 4.37

(Jun, Jul & Aug vs. Nov, Dec & Jan) 0.19 0.36

First Year (year 1) 0.84 -1.84 0.47 2.31 1.96 0.49 2.28 -0.07 -1.49 -0.91 0.74 0.37 5.15

2.70 1.95

Mid-term Election (year 2) 0.49 0.33 0.08 0.67 -0.92 -1.10 0.52 -0.44 -1.21 2.58 2.04 1.66 4.70

-1.02 4.19

Pre-election Year (year 3) 3.04 1.48 0.56 2.15 0.13 1.16 0.63 0.13 -1.31 1.09 -1.39 2.22 9.89

1.92 3.87

Election Year (year 4) 0.06 0.12 0.96 -0.71 -1.51 1.69 2.04 2.71 -0.38 -0.36 0.20 1.46 6.28

6.44 1.72

Source: Thomson Reuters, Bloomberg, and CIO UBS WMR as of 31 December 2017

 

 

 

These structural bulls 

show similar returns. 

These structural bears 

show similar returns. 

Yearly SPX returns ex-dividends 

Januarys are no longer a strong 

seasonal month as it has recently 

been averaging negative returns. 

November/Decembers remain one 

of the stronger periods of the year 

helping to sustain year-end rallies. 

Two cyclical bears (2000-2002 and 2007-2009) and two cyclical bulls (2002-2007 and 2009-present) may have alleviated 

the overbought conditions from 1982-2000 structural bull setting the stage for the next structural bull (2013-present). 

Mid-term Elections (Year 2) tends to be the weakest (+4.70%) of the 4 US Presidential Election Year cycles. It tends to be a multi-swing year 

as May- Sep has averaged declines of -3.15%.  However, Jan-Apr is generally favorable (+1.57%) as well as Oct-Dec (+6.28%). 

Is the recent Jan 2018 all-time (2, 872.87) a mid-term election year high? Is the Feb 2018 low (2,542.69) also a mid-term election year low? 

Technical Strategist

UBS Chief Investment Office Americas, Wealth Management 15 February 2018      5



  

  

  
 

Source: UBS, Thomson Reuters  
  

 
 

 

This daily 2-standard deviation Bollinger Bands study of SPX best 

describes the implied volatility of SPX over the past 2-years. Note the 

sharp expansion above the Bollinger Band earlier in the year and 

equally sharp correction in the past week back to the bottom of its band. 

A successful test of its 200-day ma (2,542) is crucial to preventing a 

deeper and more extensive correction. Nonetheless, to signal the 

resumption of the primary uptrend, SPX needs to clear above 2,720-

2,762 corresponding to the 50-day ma and the middle of the Bollinger 

Bands. A convincing breakout signals a retest of the Jan 2018 highs 

(2,872.87). On the downside, violation of 2,533-2,542 confirms the next 

decline to 2,467.05 (38.2% retracement from 2016-2018 rally). 

The decline over the past 2-years in the SPX implied volatility (VIX Index) to a 

historical low of 8.56-8.89 was simply unsustainable. Inflationary fears and a 

subsequent volatility flash crash sell-off during the first week in Feb 2018 led 

to another sharp jump in VIX Index to 50.30 (2/6/18). This level has coincided 

with a number of previous crises. We now believe VIX will subside. However, 

we also expect a new trading range to develop low-mid teens on the downside 

and mid-to-high 30s on the upside as investors/traders sort out inflationary 

expectations, global interest rates and FED and the central bank's policy 

moves in the weeks and months ahead. 

SPX price momentum (MACD) has recently broken its 2-year trend line. This warns of a decline possibly 

to retest the Jan/Feb 2016 lows coinciding with the last major - 14.5% correction in the SPX. Interesting 

enough, this low corresponds to the time when the deflationary concerns subsided. Will the resetting of 

the inflationary expectations sets the stage for another bottom and the start of the next major rally? 
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Key supports = 23,779-24,187, 23,360.29, and 22,351 

Key resistances = 24,604-24,765, 24,988.5-25,294, 25,373-25,610 and 25,848 

 

Key supports = 6,370-6,432, 6,164.43, and 5,826 

Key resistances = 6,589, 6,689-6,716, and 6,813-6,838 

  

Key supports = 1,461, 1,436.43, and 1,359 

Key resistances = 1,505-1,517, 1,521-1,526, and 1,547 

  

A positive divergence is developing between MACD and 

SPX price charts. Also a potential short-term 

head/shoulders bottom pattern is developing. Left 

shoulder is 23,779 (2/6/18 low), head is 23,360 (2/9/18 low) 

and neckline resistance is 25,294 (2/7/18 high).   

NDX also has a positive divergence as well as a short-

term head/shoulders bottom. Left shoulder is 6,370 

(2/6/18 low), head is 6,164 (2/9/18 low) and neckline 

resistance is 6,716 (2/7/18 high).   

 

RUT is showing a positive divergence as well as a short-term 

head/shoulders bottom. Left shoulder is 1,461 (2/6/18 low), head is 1,436 

(2/9/18 low) and neckline resistance is 1,517 (2/7/18 high).   
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Negative outside year = 1989 

Negative outside year = 2007 

Height of channel = 226bp – 295bp 

30-year Treasury Yields (TYX) – A major inflection point is approaching as TYX nears 

the top of its 37-year downtrend channel (3.30-3.51%). A convincing breakout here 

coupled with a higher-high above 2013/2014 highs (3.98-4.00%) confirm a major trend 

reversal. This would mark the end to the disinflationary environment (low interest rates) 

and the start of progressively higher interest rates (reflationary environment). Next key 

resistance is at 4.79-4.87% or the 2010/2011 highs and above this to 5.19-5.44% (23.6% 

retracement from the 1981-2016 and the 2007 highs). Key initial support is at 2.85-2.98%. 

Secondary support is 2.65-2.69% and below this to 2.09-2.22%. 

Negative outside year = 1989 
Negative outside year = 2007 

Negative outside year = 2007 

Positive outside year = 2016 

Positive outside year = 2016 

A positive outside year in 2016 first warn of the potential for a generational low in the 

10-year US Treasury interest rates (TNX). This year (2018) TNX is very close to 

confirming its structural downtrend breakout above 2.73-2.86%. A convincing breakout 

coupled with a surge above its 2013/2014 highs (3.01-3.04%) reaffirm a structural trend 

reversal suggesting TNX can rally to 4.01-4.10% and above this to 4.74-5.15/5.33%, over 

time. On a near-term basis, an overbought condition has developed. Failure to breakout 

above 3.01-3.04% can lead to a consolidation to 2.55-2.64% and below this to 2.30-

2.40%. The 2017 lows at 2.02-2.10% remains pivotal intermediate-term support.    

Five-year Treasury Yields (FVX) is also approaching its early-1980s structural 

downtrend channel at 2.97% as well as nearing its 2009/2010 highs at 2.76-2.99%. A 

breakout here is technically significant as this will likely end the structural 

downtrend and signal the start of higher interest rates to 3.43%, and above this to 

4.25-4.56% and then to 5.25%, over time. Initial support is at 2.33-2.38%. Secondary 

support is 1.97-2.07% and below this to 1.83-1.88% and then 1.60-1.67%.  
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When 10-2 US Treasury yield spreads have peaked (2.5513-2.813) and contracted (1992, 2003 and 2010) this has 

led to SPX bull rallies sustaining for 5-8 years. Conversely, when the 10-2 year yield spreads bottomed (-0.70 on 

May '00 and -0.16 on Nov '06) and expanded this has led to SPX bear declines 3-11 months later (Aug '00/Jul '07). 

The recent SPX bull rally (666.79-Mar '09) began on the backdrop of the 10-2 yield spreads contracting from an 

extreme high (2.813-Mar '10) to a recent 10-2 yield low spread of 0.52 (Dec '18).  The ability to find support near 

the bottom of the 1980 uptrend (0.45-0.50) warns of a maturing/ageing SPX cyclical bull rally (Mar '09). However, 

the spread would need to expand above 0.83 and 1.14-1.25 to signal a successful test of major support. On the other 

hand, violation of the pivotal 1980 uptrend (0.45) confirms a major trend reversal suggesting a retest of the 

2006/2000 extreme lows (-0.1563/-0.7072). Will this then trigger the final SPX melt-up move to 3,000-3,045? 

 

10-year US Treasury and 2-year US Treasury yield spreads 

Since Sep 2017 stocks (SPX) and Treasury yields (TNX) have been highly correlated. In fact, it has 

been one of the tightest in recent years based primarily on a sustained goldilocks environment. 

However, this direct relationship suddenly dislocated during late-Jan 2018 as inflationary concerns 

spread.  Key resistance for SPX is at 2,700-2,750 and for TNX it is at 3.01-3.04%. 

The 10-year breakeven inflation rate or the spread between 10-year Treasury yield and the 10-year inflation-linked bond yield is a 

measure of expected inflation. The spread has been expanding soon after the successful test of the extension of its 2012/2013 downtrend 

breakout (1.61) during Jun '17 (1.73). Next key initial resistance is 2.13 coinciding with the 61.8% retracement from 2013-2016 decline. 

Breakout here can extend the rally to 2.30-2.40 (76.4% retracement and 2014 highs) and then to major resistance at 2.50-2.66 

(2004/2006/2008/2011/2012/2013 highs and the top of its channels/top of the 2-standard deviation band). A move above this major 

resistance confirms a structural breakout and warns of run-away inflation. On a near-term basis, an overbought condition has developed 

into recent rally. Failure to clear above 1.13 warns of a consolidation to key initial support at 1.91/1.97 (Jun '16/Jun '17 uptrend). A 

breakdown here and a subsequent violation of 1.80-1.85 (mid-point of regression band and Oct/No/Dec '17 lows) opens the door for a 

decline to 1.70-1.73 (2017 lows and Sep/Oct '16 breakout) and to 1.55 (extension of the bottom of its 2012 downtrend channel/2005 

internal trend line). A breakdown here suggests 1.40-1.43 (2015/2016 lows) and below this to 1.06/0.97/0.93 (bottom of trends and band).   

The US Dollar Index (DXY) has also temporarily reversed its downtrend earlier in 

Feb 2018 via a technical oversold rally. However, there is formidable key initial 

resistance visible along the low-90s. Failure to clear above this key resistance 

warns of the resumption of DXY downtrend possibly toward the mid-to-high 80s. 
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US Dollar Index (DXY) has struggled over the past year to follow through with 

its prior breakout. In fact, a negative outside year has been confirmed developed 

during 2017. A subsequent breakdown below key support along 90-91 favours a 

deeper correction to crucial support at 87.5-88.5 (61.8% retracement from the 

2014-2017 rally and pivotal 2011 uptrend). Failure to maintain this key support 

can extend the decline to 84-85 (2014 breakout and the 76.4% retracement), 77-

79 (2008 uptrend and the 2013-2014 lows) and then to 71-73 (2008/2011 lows). A 

potential 2-plus year head/shoulders top has also developed. Left/right shoulders 

at 100.39-100.51, head at 103.82 and neckline support at 91.01-91.92. Breakdown 

below 91 warns of a retest of major at 87.5-88.5. The ability to find support here 

may lead to technical rally to 91-92.5. However, DXY needs to surge above 94.5-

95.15 or above its 2017 downtrend and Oct/Nov 2017 highs to signal a retest of 

2015/2017 highs (100.51/103.82. A breakout here renders upside to 106.56-107 

(1989 highs and the triangle pattern breakout target), 109.14 (76.4% retracement 

from its 2001-2008 decline) and 119.07-121.02 (Oct '00/Jul '01 highs).  

It is uncanny that since the 1970s every 15-years or so EURUSD almost always undergoes 

repeating cycles of bull rallies followed by bear declines and vice versa. For example, a 

bear decline occurred during 1978-1985 (-57.61% in 7-years) and during 1992-2000  

(-43.58% in 8-years). Bull rallies occurred from 1985-1992 (+126.21% in 7-year) and from 

2000-2008 (+94.99% in 8 years). So the pertinent question is did the 2008-2017 bear decline 

(-35.53% in 9-years) end during 2017 and is EURUS headed toward the next bull rally (7-8 

years)? On near-term basis, the trading range is between 1.20-1.21 and 1.25-1.26.  

Negative Outside 

Years (2008/2014) 

Positive Outside Year (2017)  

Last year (2017) was an inflection year for EURUSD as a positive outside 

hints of a strengthening EURUSD. This yearly reversal may have 

solidified the 1985 uptrend at 1.01-1.03 as major longer-term support. 

EURUSD is now challenging key resistance at 1.25-1.26 or the pivotal 

2008 downtrend and the 38.2% retracement from the 2008-2017 decline.   
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The 26-year deflationary cycle in the 

Japanese economy and the structural 

bear market in Nikkei 225 Index have 

ended via the 1992 downtrend 

breakout in late-2014 above 15,700. 

This suggests an intermediate-term 

recovery to 20,833-21,573 (achieved) 

and then to 22,976-23,902 (50% 

retracement from its 1989-2008 decline, 

extension of its 1971 uptrend, and 1992 

highs-achieved). A breakout here 

would substantiate a longer-term 

Nikkei recovery to its pivotal 61.8% 

retracement (26,748) and possibly to 

76.4% retracement (31,414), over time. 

Nonetheless, an overbought condition 

has developed into this recent rally. 

Failure to surge convincingly above 

23,902 has led to a consolidation 

toward key support at 20,833-20,953 or 

2017 breakout. Failure to find support 

here opens the door for a correction to 

following key supports: 20,590, 19,933-

20,122, 19,240-19,497, 18,240-18,403, 

17,051-17,614, 15,921-16,112, and 

14,864-14,866. 

USDJPY continues to struggle to clear convincingly above formidable resistance 

along the mid-120s coinciding with the 1970s/1990s downtrends (now at 112/117). 

The deep correction of 21.27% during 2015-2016 resembles the prior 2002-2004 

setback of 24.61%. A recent failure to surpass key medium-term resistance at 

117.5-118.5 in Dec '16/Jan '17 has led to another consolidation which may have 

reaffirmed a right shoulder(s) to a large head/shoulders bottom dating back to 

mid-1990s. The ability to find key support along 99-101 

(2016/2014/2005/2004/2000/1999/1993 lows) also suggests the onset of a 2-year 

triangle pattern. A breakout above the top of triangle at 114-115 can trigger 

another rally to next key resistance at 117.5-118.5 (76.4% retracement from its 

2015-2016 decline, the early-2016 breakdown, and the extension of its 1990 

downtrend). Major resistances remain at 122-124 (Dec '14 and Nov '15 highs) and 

125.85-127 (Jun '15/Apr '01 highs). A breakout here renders upside targets to 

131.56-135.15 (1992/19972002 highs) and then to 147.63/1601.35 (1998/1987/1990 

highs). On the downside, violation of 106.5-107 warns of a deeper correction to 

103-104 and below this to 99-101 or the 2016 reaction lows and 2013 breakout.  
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Over the past 34 years WTI Crude Oil has sustained 5 major bear declines. We 

believe the recent May '14-Feb '16 bear decline best resembles the Nov '85-Apr '86 

supply-driven WTI Crude Oil decline (i.e., -76% vs -69% and 20 months vs 5 months). 

This would then imply WTI Crude Oil is transitioning to a longer-term U-shape 

recovery similar in scope to the 1980s-1990s. Crude Oil has rallied sharply to medium-

term resistance at 62.58-66.89 (May '15 highs and the 50% retracement from 2014-

2016 decline. A convincing breakout suggests 76-76.5 (extension of the 2001 uptrend 

and 61.8% retracement) and above this to 88.45 (76.4% retracement). However, a 

near-term overbought condition has developed and failure to breakout above 66.89 

may lead to a consolidation to key supports at 57.26 (38.2% retracement from 2017-

2018 rally), 53-55 (Sep/Oct '17 breakout, 10-mo/30-wk/200-day ma and 50% 

retracement), 45-47 (Jul/Aug/Sep '17 lows), and 42.05-43.76 (May/Jun '17 lows).  

A global sync recovery and a reflationary environment tend to 

favour equities and commodities. After Gold suffered a sharp 

45.27% reaching a low of 1,046.2 (Dec '15) a technical base has 

developed. The ability of Gold to maintain above the bottom of 

its 3-plus year downtrend channels (994) and its 50% 

retracement level (1,082) from the 1999-2011 rally prevented a 

deeper setback to major support near 936-1,017 (76.4% 

retracement from 2008-2011 rally, 2009 breakout and the  2002 

uptrend). Longer-term support remains near the crucial 61.8% 

retracement (886) from its 1998-2011 rally and the prior 1980 

record high (875). On the upside, a positive outside month (Apr 

'16) and large technical base (symmetrical triangle pattern) 

between 1,124-1,182/1,046 (2013/Dec 2016/2015 lows) and 1,377-

1,391/1,428 (Aug 2013/2014/2016 highs) may to lead the next 

sustainable Gold rally. A confirmed breakout above 1,377-1,391 

signals the start of a sustainable rally to 1,428-1,479 (Aug 2013 

highs and 50% retracement from 2011-2015 decline), 1,525-1,530 

(2013 breakdown) and then to the 61.8% retracement (1,581) 

from its 2011-2015 decline. Above this renders longer-term 

targets to 1,707-1,798 (76.4% retracement and Nov 2011/2012 

highs) and finally to retest 1,911.60 (2011 all-time highs)   

   

Negative Outside Year (2008)  

A downtrend channel breakout in the monthly MACD 

chart last year is technically significant as this action 

confirms the 2016 low (26.05) as a major bottom but 

most important, its signals the start of an intermediate-

term and possibly a long-term WTI Crude Oil recovery.     
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After lagging many of its international peers probably due to its 

proportionally large concentration of Japanese and UK stocks, 

EAFE Index has finally broken out above key resistance along the 

2007/2008 downtrend at 1,830/1,870. A subsequent breakout above 

Jun '14 highs (2,000) and the 76.4% retracement (2,045) from 

2007-2009 decline now suggest a catch up rally toward 2,190 (top 

of its 2011 uptrend channel) and above this to a retest of its 

2007/2008 all-time highs at 2,264/2,399. Key supports are: 1,972-

2,008 (Nov 2017 lows, 2014 highs, and 10-mo/ 30-wk ma), 1,900-

1,974 (2016 uptrend highs and 30-wk ma), and 1,827-1,875 

(extension of the 2007/2011 downtrends and the Jul '16 uptrend).  

 

Emerging Market Index (EM) has finally 

broken out of a major 14-year triangle 

(from 2003) as well as its 2007/2010/2014 

downtrend channel.  A breakout above 

998-1,014 and above 1,083-1,104, 

respectively signal an intermediate term 

rally to 1,160 (near-term, achieved), 1,212-

1,253 (medium-term, achieved) and then 

to 1,345.18 (longer-term). An overbought 

condition suggests a consolidation phase. 

Key supports are: 1,104-1,130 (Sep '17 

breakout and 30-wk ma), 1,085 (2012/2013 

highs), 1,032-1,045 (Aug '17 lows and 2016 

uptrend), and 994-1,018 (top of 2007/2011 

downtrend channel, and 2011 uptrend). 
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The German DAX Index is the largest and the 

most influential equity market in Eurozone. It 

was one of the first European Indexes to 

breakout during May '13 above 8,152. Since 

this occurred about the same timeframe as the 

SPX breakout (above 1,576 in May '13) this 

would imply DAX may share a leadership role 

with SPX. The DAX breakout renders a 

technical target to 14,115. 14,212 also 

correspond to the top of the recent 2016 

uptrend channel. In addition, the Apr '17 

breakout above 12,391 also suggests upside 

targets to 16,082-16,427, over time. On a near-

to-medium-term basis, an overbought condition 

has developed. Key support is visible at 11,900-

12,400 or the Apr '17 breakout and Aug '17 

low. Additional support is 11,350-11,550 (2016 

highs/2017 lows, 2016 uptrend and 30-mo ma). 

The STOXX Europe 600 Index continues 

with its 20-year ascending triangle and/or 

"W" pattern. A convincing move above 

the 2000/2007/2015 highs at 401-415 

would confirm a structural breakout. 

European Equities appears to be 4-5 

years behind US Equities as SPX has 

already broken out in May '13 (above 

1,576-1,600). Above 401-415 renders the 

following technical targets: 460 (medium-

term), 528 (intermediate-term) and then 

654-675 (long-term). Key supports are 

358-365 (Dec '16 breakout and 2011 

uptrend). The bottom of its 2009 uptrend 

channel (342) is important trend line 

support. The 2014/2016 reaction lows at 

302.5 and 2013 breakout (292) remain 

major support. 
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A successful rally off of the Jan/Feb '16 lows (2,638-2,639) has 

transitioned Chinese equities (Shanghai Composite (SSE)) back toward 

a major test of intermediate-term resistance at 3,478-3,609 

corresponding to the 2009/2016 highs and the top of its pivotal 1990/1992 

uptrend channel. A breakout here is technically important as this 

reaffirms the start of a longer-term recovery to 3,630-3,685 (top 1990s 

uptrend channel and Nov/Dec '15 highs), 3,908-4,208 (50-61.8% 

retracement from its 2015-2016 decline) and then to 4,940-5,079 

(2007/2008 downtrend). Key support is 3,017-3,044 (2017 lows) and then 

2,781 (May '16 and Aug '15 lows). The 2016 reaction lows at 2,638-2,639 

remain pivotal intermediate-term support.  

Brazilian Equities as represented by Bovespa Index has reversed a 6-year 

downtrend channel on a breakout above 57,300 (Aug '16). A subsequent 

positive outside year (2016) as well as a breakout above 73,103-73,920 in Sep 

2017 reaffirm the start of a sustainable longer-term rally. This breakout 

quickly achieved a number of our technical targets including 76,395-78,024 

(near-term, achieved), 80,760-81,450 (medium-term) and then 85,200-85,259 

(intermediate-term). Although the longer-term target is as high as 106,874, 

an overbought condition has developed into this rally. Initial supports are: 

78,024-79,785 (Jan '18 breakout and 10-wk ma) and below this to 74,625-

75,064 (30-wk ma, Dec '17 breakout and 23.6% retracement from 2016-2018 

rally). Secondary support is 70,825-71,215 (Nov/Dec '17 lows, 30-wk ma and 

extension of 2008 breakout). The 38.2% retracement (67,431) from the 2016-

2018 rally and the Jun '16 uptrend (68,480) provide medium-term support. 

The 2016 highs (65,291) and the 50% retracement (61,629) offer additional 

intermediate-term support.  
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    Statement of Risk 
 
Stock market returns are difficult to forecast because of fluctuations in the economy, investor 
psychology, geopolitical conditions and other important variables. 
 

 

Appendix 
 

About This Report 
This Technical Strategist report aims to keep our readers abreast of key technical developments in various 
financial markets. The objective is to address the macro markets and identify upside potential and downside risks 
for these major financial markets. Some trends discussed will be shorter-term (cyclical) and thus relevant to 
traders and/or shorter-term investors. Other trends will be longer-term (secular), spanning many years and 
possibly numerous business cycles. We hope this technical discussion will address some of the key issues and 
concerns facing investors and traders today, opening the door for further discussions on specific financial 
markets. 

 

 

Required Disclosures 
  

Technical Research Rating Definitions 

Rating Definition and criteria Corresponding 
Rating Category 

Bullish Well-defined, reliable up-trend, an increase in the rate of change (or 
strong momentum) and confirming technical indicators 

Buy 

Mod. Bullish Positive overall trend, momentum and confirming technical indicators Buy 

Neutral Trading range trend, a flat rate of change and confirming technical 
indicators 

Hold 

Mod. Bearish Weakened trend, momentum and confirming technical indicators Sell 

Bearish Negative trend, momentum and confirming technical indicators Sell 

N/A Not enough historical data to make an evaluation. N/A 
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Term / AbbreviationTerm / AbbreviationTerm / AbbreviationTerm / Abbreviation    Description / DefinitionDescription / DefinitionDescription / DefinitionDescription / Definition    

% +or- Moving Avg (DMA) The percentage above or below the moving average (see Moving Average) is used to help measure an 
overbought or oversold condition and is a component of risk management. It is calculated by taking the 
difference between the group price and its 30-week moving average (see below), and then dividing by 
the 30-week moving average times 100.  

30-Week Moving Average Also known as the 30-week line or 150-day line), this is one of the most popular and respected moving 
average indicators (see Moving Average) in technical circles. It is calculated by totaling the latest 30 
weekly (usually Friday closing) prices and dividing by 30 to arrive at the average. Each week, the most 
recent week’s figure is added to the total, and the price level from 30 weeks ago is subtracted – hence 
the term “moving.” Please note that a breakout above or breakdown below this line does not, in and of 
itself, constitute a buy or sell signal. 

Adjusted Relative Strength 
(ARS)  

Number gives a 50% weighting to the 1-month relative strength, 30% to the 3-month, and 20% to the 
6-month numbers to arrive at a single weighted number. 

Base A chart pattern marking a period of accumulation following a downtrend. The larger the base, the 
greater the upside potential following its completion. A base can take many forms. 

Beta A measure of volatility of a security as it relates to the market as a whole. Beta is often calculated using 
regression analysis. A beta is basically the tendency of a security’s returns to respond to swings in the 
market. A beta of 1 indicates that the security’s price will move with the market. A beta of less than 1 
means the security will be less volatile than the market. A beta of greater than 1 implies that the 
security’s price will be more volatile than the market. 

Blow off stage to a major rally This is often the last stage of a speculative bubble to a major rally.  The blow off phase tends to be 
steep, but short-lived that often affords little opportunity for investors/traders to exit their positions. As 
price of a security or an asset advanced to an unsustainable level via a parabolic uptrend this give rise to 
the bursting of the speculative bubble resulting a quick and dramatic decline as investors/traders try to 
exit the market/security at the same time. 

Breakdown A technical term indicating a downside resolution of a chart pattern. Its significance is determined by the 
same factors governing a breakout. 

Breakout A technical term indicating an upside resolution of a chart pattern. Breakouts can take many forms, and 
their degree of importance is determined by the significance of the chart pattern which preceded it. 

Channel 
 

A chart pattern comprised of two parallel trend lines, which form a trading band. Channels take the 
form of uptrend, downtrend and horizontal. 

Death Cross The opposite of a golden cross, this is a crossover on the chart resulting from a security’s shorter-term 
moving average falling below its longer-term moving average. Technicians often see this as a bearish 
technical sign indicating the market has turned negative on the security. 

Downtrend Line 
 

A trend line connecting successively lower peaks for a stock (or market). Its technical significance is 
determined by the same factors governing an uptrend line. 

Fibonacci Retracement Level A technical analysis term used to describe potential areas of support (price stops declining) or resistance 
(price stops rising) on the charts. After a strong rally or decline there is a tendency for a security to 
retrace a certain portion of its prior move (up or down). Fibonacci retracements use horizontal lines to 
indicate areas of support or resistance at the key Fibonacci levels before continuing in the original 
direction. These levels are computed by taking the two extreme points and then dividing the vertical 
distance by the key Fibonacci ratios of 23.6%, 38.2%, 50%, 61.8% and 100%. 

FSR Forecast Stock Return is defined as expected percentage price appreciation plus gross dividend yield 
over the next 12 months. 

Gap 
 

An open space in a chart created when a stock (or market) opens either higher than its highest level 
attained during the prior session (referred to as a gap up or an upside chart gap) or lower than its 
lowest level reached during the prior day (called a gap down or a downside chart gap). Some gaps are 
caused by events and should be ignored: ex-dividend gaps, new share issues, and expiration of futures 
contracts. 

Golden Cross A crossover on the chart that involves a security’s shorter-term moving average (such as the 50-day 
moving average) crossing above its longer-term moving average (such as the 150-day or 200-day 
moving average). Technicians often interpret this crossing of two moving averages as a bullish technical 
sign that suggests the market has turned in favor of the security. 

Head-and-Shoulders Pattern This technical formation is one of the best known of the reversal patterns. There are two types of head-
and-shoulders patterns that often appear on the charts – H/S top and H/S bottom. Both of these 
patterns often denote the process of a reversal either from a bullish or bearish trend. Head-and-
shoulders formation often is comprised of a left shoulder, a head, and a right shoulder, and a line drawn 
across its shoulders defines its neckline. The breaking of the neckline to the upside confirms a head-and-
shoulders bottom breakout, which signals the start of a bullish reversal favoring higher prices. The 
violation of neckline to the downside validates a head-and-shoulders top, reaffirming a bearish reversal 
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Term / AbbreviationTerm / AbbreviationTerm / AbbreviationTerm / Abbreviation    Description / DefinitionDescription / DefinitionDescription / DefinitionDescription / Definition    
of lower prices. 

Internal Trend Line A single trend line connecting at least several high and low points for a stock (or market) over time. 

Linear Regression Band A common statistical technique often used by investors/traders to better forecast values by utilizing the 
least squares fit method to plot a trend line.  A linear regression band consists of upper and lower 
bands.  These bands are calculated by computing the number of standard deviations above or below of 
the regression line. 

Moving Average (m.a.) This is a technical indicator frequently used in technical analysis to show the average value of a 
security’s price over a set period of time. This tool is designed to smooth out a stock’s (or market’s) 
shorter-term fluctuations to provide a better picture of an underlying trend. Moving averages generally 
are used to measure momentum and define areas of possible support and resistance. Moving averages 
can be helpful as they emphasize the direction of the dominant or prevailing trend and also tend to 
smooth out price and volume fluctuations, or “noise,” giving the trader or investor a clearer picture of 
the security in question. Many moving averages exist. 

MRA Market Return Assumption is defined as the one-year local market interest rate plus 5% (a proxy for the 
equity risk premium and not a forecast). 

Neckline Support/Resistance This is a trend line that is drawn across the bottoms or tops of the left shoulder, the head and the right 
shoulder of a potential head-and-shoulders bottom or top pattern. When prices break through this 
neckline support level and continue falling after forming the right shoulder, it confirms a head-and-
shoulders top formation. Conversely, neckline resistance is a trend line drawn across the tops of the left 
shoulder, the head and the right shoulder. When prices break above this neckline resistance level and 
keep on rising, it typically completes the head-and-shoulders bottom pattern. 

Positive/Negative “Outside” 
Day 
 

When one day’s range (high and low) exceeds the prior day’s range, and the stock (or market) in 
question closes near its daily peak, this is referred to as a positive “outside” day. A negative “outside” 
day would be recorded if the stock (or index) finished near its daily low after having a wider range than 
the prior session. The same rule can be applied on a weekly and monthly basis as well. 

Relative Strength 
 

Relative strength is a performance comparison between a sector, group, or stock and the S&P 500 Index 
over a specified time frame. Our time frame is often a one-, three-, and six-month basis but does vary 
according to investment orientation. 

RRD Rating/Return Divergence is automatically appended to the rating when stock price movement has 
caused the prevailing rating to differ from that which would be assigned according to the rating system 
and will be removed when there is no longer a divergence, either through market movement or analyst 
intervention. 

Support An area where increased buying interest is likely to develop during a decline. These points, which can 
take several forms (minor, major, etc.), often provide downside protection for an issue in a primary 
uptrend, but only temporary relief to an issue in a primary uptrend, during which time many support 
levels are often broken. 

Top A chart pattern marking a period of distribution following an uptrend. The larger the top, the greater the 
downside potential following its completion. It, too, can take many forms. 

Triangle Patterns There are three different types of Triangle patterns – Symmetrical, Descending and Ascending.  
Symmetrical Triangle is considered to be a continuation pattern that often signals a period of 
consolidation in a trend followed by a resumption of the prior trend.  It is formed by the convergence of 
a descending trend and an ascending trend. An Ascending Triangle is a bullish pattern, which is denoted 
by two trend lines – a flat trend line and an ascending uptrend line.  A Descending Triangle is a bearish 
pattern.  It is the opposite of the Ascending Triangle in that there is a flat trend line and a downward 
sloping downtrend line. 
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Appendix

Disclaimer

Research publications from Chief Investment Office Americas, Wealth Management, formerly known as CIO Wealth
Management Research, are published by UBS Wealth Management and UBS Wealth Management Americas, Business
Divisions of UBS AG or an affiliate thereof (collectively, UBS). In certain countries UBS AG is referred to as UBS SA. This
publication is for your information only and is not intended as an offer, or a solicitation of an offer, to buy or sell any
investment or other specific product. The analysis contained herein does not constitute a personal recommendation or
take into account the particular investment objectives, investment strategies, financial situation and needs of any specific
recipient. It is based on numerous assumptions. Different assumptions could result in materially different results. We
recommend that you obtain financial and/or tax advice as to the implications (including tax) of investing in the manner
described or in any of the products mentioned herein. Certain services and products are subject to legal restrictions and
cannot be offered worldwide on an unrestricted basis and/or may not be eligible for sale to all investors. All information
and opinions expressed in this document were obtained from sources believed to be reliable and in good faith, but no
representation or warranty, express or implied, is made as to its accuracy or completeness (other than disclosures relating
to UBS). All information and opinions as well as any prices indicated are current only as of the dateof this report, and are
subject to change without notice. Opinions expressed herein may differ or be contrary to thoseexpressed by other business
areas or divisions of UBS as a result of using different assumptions and/or criteria. At any time, investment decisions
(including whether to buy, sell or hold securities) made by UBS and its employees may differ from or be contrary to the
opinions expressed in UBS research publications. Some investments may not be readily realizable since the market in the
securities is illiquid and therefore valuing the investment and identifying the risk to which you are exposed may be difficult
to quantify. UBS relies on information barriers to control the flow of information contained in one or more areas within
UBS, into other areas, units, divisions or affiliates of UBS. Futures and options trading is considered risky. Past performance
of an investment is no guarantee for its future performance. Some investments may be subject to sudden and large falls
in value and on realization you may receive back less than you invested or may be required to pay more. Changes in FX
rates may have an adverse effect on the price, value or income of an investment. This report is for distribution only under
such circumstances as may be permitted by applicable law.
Distributed to US persons by UBS Financial Services Inc. or UBS Securities LLC, subsidiaries of UBS AG. UBS Switzerland
AG, UBS Deutschland AG, UBS Bank, S.A., UBS Brasil Administradora de Valores Mobiliarios Ltda, UBS Asesores Mexico,
S.A. de C.V., UBS Securities Japan Co., Ltd, UBS Wealth Management Israel Ltd and UBS Menkul Degerler AS are affiliates
of UBS AG. UBS Financial Services Incorporated of Puerto Rico is a subsidiary of UBS Financial Services Inc. UBS Financial
Services Inc. accepts responsibility for the content of a report prepared by a non-US affiliate when it distributes reports
to US persons. All transactions by a US person in the securities mentioned in this report should be effected through a
US-registered broker dealer affiliated with UBS, and not through a non-US affiliate. The contents of this report have not
been and will not be approved by any securities or investment authority in the United States or elsewhere. UBS Financial
Services Inc. is not acting as a municipal advisor to any municipal entity or obligated person within the meaning of Section
15B of the Securities Exchange Act (the "Municipal Advisor Rule") and the opinions or views contained herein are not
intended to be, and do not constitute, advice within the meaning of the Municipal Advisor Rule.
UBS specifically prohibits the redistribution or reproduction of this material in whole or in part without the prior written
permission of UBS. UBS accepts no liability whatsoever for any redistribution of this document or its contents by third
parties.
Version as per September 2017.
© UBS 2018. The key symbol and UBS are among the registered and unregistered trademarks of UBS. All rights reserved.
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