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The monthly SPX Bollinger Band study remains in a heightened condition as evident by the wide spread between the top (2,175) and the bottom 
(1,696) of the Bollinger Band. The spread is now at 479 for Apr '15. However, it has been contracting from a recent extreme high of 649 established 
during Jun '14. Was last summer's extreme high an internal market peak and, if so, are we entering into the final stage of the Mar '09 bull rally? In 
past cycles the Bollinger Band often expanded to extreme levels then hovered at these heightened levels before finally contracting (i.e., Mar 2000 
(539) and Oct 2007 (364). When the Bollinger Bands spreads began to tighten sharply this often warn of a major SPX correction. Also note that in the 
two prior market tops during Mar '00 and Oct '07 the official technical sell signal occurred only after the violation of the midpoints of the Bollinger 
Bands. After the breakdowns a technical sold rally fail to breakout above the middle of the Bollinger Bands resulting in dramatic decline in SPX 
towards the bottom of the Bollinger Band. Although we are encouraged to find SPX maintaining above the middle of its Bollinger Band (1,936) we 
suspect that we are entering the final stage of the 6-year bull trend. Will the violation of the middle of the regression band (1,936) once again trigger 
a mean reversion back to the bottom of the band (1,696) and possibly to the extension of the pivotal May '13 breakout (1,600)? 

 
The two prior bull rallies (i.e., 1994-2000 and 2002-2007) sustained for 71 months and 60 months, respectively. The current Mar 2009 bull rally SPX 
has appreciated 218% over the past 71 months and appears to be following a similar path to the 1994-2000 bull rally (+256%). If the current trend 
continues then SPX can rally to 2,200-2,300 during 2015 and possibly to 2,500+ by 2016. In 2000, there were ample warnings to an impending 
major market top including 3 negative outside months, trend line breakdown and a monthly death cross sell signal. In 2007, 2 negative outside 
months, trend line breakdown and a monthly death cross sell preceded the sell-off. The current bull is lacking the classic technical reversal signals of 
the prior market tops. In fact, in the past year SPX has generated 5 positive outside month patterns. This suggests that we are still in the third stage of 
the bull rally or the Mania/Speculative/Melt-up phase. Nonetheless, the 2009 bull rally is maturing and will end. So how high is high? Since 1934, the 
4-year Mid-term Election Year trading phenomenon has produced nominal returns of 42.51%. This would imply a SPX target closer to 2,477 by the 
end of 2015/early 2016. On the downside the extension of the top of the 2009 uptrend channel (1,967) is key initial support. Secondary support is 
1,810-1,821 or the 10-mo ma and the Oct '14 low. The bottom of the 2009 channel and May '13 breakout at 1,600-1,626 remains major support.  

Spread = 364 (Oct '07) Spread = 539 (Mar '00) 

Spread = 649 (Jun '14) 
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Despite suffering through two devastating bear market declines during 2000-20002 (-50.5%) and again on 2007-2009 (57.7%) this 
monthly log chart still shows SPX retaining its long-term structural uptrend channel (1,249 and 818). In the past 15 years, it also shows 
two major technical formations - a bearish broadening top and a bullish head and shoulders bottom. So is the recent rally from point D 
to E the fifth and final wave up ahead of an impending major top? Or is point D a potential head, Point B the left shoulder and Line 
ACE the pivotal neckline resistance (1,598). The May 2013 breakout above 1,600 (point E) may have confirmed a major head/shoulders 
bottom pattern signalling the start of the next structural bull trend. Since 1800s, the normal structural (bull/bear) trend has endured for 
8-20 years. In fact, since 2000, it is uncanny that SPX sustains cyclical bull and bear rallies/declines almost every 7-years or so. For 
example, the two previous cyclical tops occurred on Mar '00 (Tech/Telecom bubble) and Oct '07 (Global Real Estate/Financial/Credit 
debacle). Conversely, two prior cyclical bottoms developed on Oct '02 and Mar '09. Will another cyclical peak develop during 
2015/2016 (high of 2,500+) and will a cyclical bottom also develop during the 2016/2017 timeframe (low of 1,600 +/- 100)? 
  

For the past 15 years or since 2000 SPX has consistently traded within its 2-standard deviation linear regression band (945-1,753) 
neither exceeding its upper nor its lower band (except for 2009). SPX tends to be relatively cheap when it falls to the bottom of its 2-
standard deviation band (i.e., during the Tech/Telecom selloff in 10/02 (768.63)) and extremely cheap during the Great Recession in 
3/09 (666.79). Conversely, SPX tends to be relatively expensive when it rallies to the top of its band during 3/00 (1,553.11) and again 
in 10/07 (1,576.09). The statistical equilibrium level is then the midpoint of its band (1,349). Since SPX fell 200 points below the 
bottom of its 2-standard deviation band [i.e., Mar '09 (866)] it is reasonable to expect SPX to exceed the top of its 2-standard deviation 
band (1,749.5) by at least 200 points or 1,953. Since SPX has already surpassed the top of the band by over 365 points then is this the 
final blow off phase to a market top or is this start of a next structural bull trend? In both scenarios we suspect the May '13 breakout at 
1,600 as well as the top of the regression band along 1,753 and the 30-month ma near 1,809 will be important support levels. 

7 years (2000-2007) 7 years (2007-2014) 

7 years (2002-2009) 
7 years (2009-2016)

Negating a Broadening Top/Megaphone (above Point E) and 
confirming a Head and Shoulders Bottom breakout (Line ACE)? 
 
Head and Shoulders Bottom breakout at 1,600  +909 or 2,509 
Broadening Top/Megaphone below 1,579-1,600  1,249, 818, and 572 

666.79 

1,576.09 (10/07)1,553.11 (3/00) 

768.63 (10/02) 
866 (3/09)

200 points overshot  666.79  

200 points overshoot  1,953 
1,753 

945

1,349

SPX is now trading 365 points above the top of its 2-standard deviation band. Is 
this a blow off top or is this the start of the next structural bull trend?

1,593 (5/13) 1,600
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In the past 6 years, the Mar '09 Bull rally has sustained primarily because of ability of SPX to maintain several key primary uptrend 
channels. These channels have provided us with key near-term, secondary, and intermediate term supports (risks) and resistances 
(targets). As long as SPX maintains these uptrends: Jun 2013 uptrend (2,045), Nov '12 uptrend (1,951), Oct '11 up trend (1,931), and 
Mar '09 channel (1,636) the bull rally can progress further into 2015 and possibly into early 2016. Since the height of the Mar '09 
uptrend channel is nearly 372 points a breakout above the top of channel at 1,782 renders upside to 2,152. Conversely, a breakdown 
below 1,636 suggests downside risk to 1,264. A positive outside month on Oct 2011 (1,074.77) led to the second major uptrend 
channel between 1,931 and 2,159. With a technical base of 228 points a breakout above 2,159 renders an SPX upside target of 
2,387. A convincing break of 1,931 can lead to decline to 1,821 and below this to 1,703. 

We believe the Sep-Oct '14 of correction of -9.84% may have been a false breakdown or a bear trap as the SPX has quickly resumed its 
prevailing uptrend channels namely the Nov '12 uptrend channel (1,951-2,173) as well as the Jun '13 uptrend channel (2,045-2,173). 
On a near-term basis, SPX appears headed for a key test of resistance near 2,173 corresponding to the top of the respective Nov '12 
and Jun '13 uptrend channels. A convincing breakout here renders next upside targets to 2,301 and then to 2,395. On the other hand, 
violation of the bottom of the Jun '13 channel as well as the 150-day and 200-day ma at 2,023-2,040 opens the door for a correction 
to the following key supports: 1,974-1,981 (Dec '14/Feb '15 lows), 1,951 (bottom of the 2012 uptrend channel), 1,905-1,917 (Aug 
'14 lows and the Jun '13 channel breakdown measured move), 1,814-1,821 (Apr/Oct '14 lows) and then to 1,729-1,738 (Oct '13 
breakout, Feb '14 low and the Nov '12 breakdown measured move). 

Height = 372 

Height = 228 

Mar 2009 uptrend channel = 1,636-2,008 
Breakout above 1,780 (Nov '13)  +372 or 2,152 
Breakdown below 1,636  -372 or 1,264

Height = 128  

Ascending Head/Shoulders Bottom (bullish)? 
Breakout above neckline at 2,173  +222 or 2,395 
Breakdown below 2,023-2,045  1,974-1,981, 1,951, 
1,905-1,917, 1,814-1,821 and then 1,729-1,738  

Nov 2012 uptrend channel = 1,951-2,173  
Breakout above 2,173  +222 or 2,395 
Breakdown below 1,951  -222 or 1,729 

Oct 2011 uptrend channel = 1,931-2,159 
Breakout above 2,159  + 228 or 2,387 
Breakdown below 1,931  -228 or 1,703 

Height = 222  

Jun 2013 uptrend channel = 2,045-2,173  
Breakout above 2,173  +128 or 2,301 
Breakdown below 2,045  -128 or 1,917 
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The US 10-year Treasury yields (TNX) remains in a well-defined 34-year downtrend channel (i.e., disinflationary) between 3.54% and 0.38%. This suggests US interest 
rates may stay low and for longer than many expect. In the past 34 years there were 4 occurrences when rates endured strong countertrend rallies (i.e., 1986-1987, 
1993-1994, 1998-2000 and 2003-2007). During each occurrence TNX fell to the bottom of its downtrend channel before finally bottoming. In the ensuing rally a 
monthly golden cross buy signal (i.e., 10-month ma crossing above 30-month ma) warned of the start of a sustainable rise in rates. TNX may be approaching another 
crossroad as the two monthly averages (2.17/2.30) have converged. A potential death cross sell signal during Feb '15 hints of another decline in rates. A convincing 
move below key support at 1.61-1.63% or the May '13/Jan '15 lows further reaffirms a decline in US interest rates possibly to 1.38% or the Jul '12 record low and 
below this to the bottom of the long-term downtrend channel at 0.38%, over time. On the other hand, repeated failures to violate key support at 1.61-1.64% coupled 
with a golden cross buy signal may help to confirm an intermediate term bottom allowing for the start of rising rates back to 2.5% and above this to 3.01-3.04%. A 
breakout above the top of its long-term downtrend channel (currently 3.54%) validates a major trend reversal and the start of a higher interest rate environment. 

 
Similar to 10-year Treasury Yields (TNX), the 30-year Treasury Yields (TYX) also remains in a well-established long-term downtrend channel dating back to 1981. This is 
depicted on the monthly charts by a declining trend between 1.25% and 3.68%. A breakout above 3.68% confirms a trend reversal and higher interest rates 
(inflationary). Conversely, a breakdown below 1.25% confirms lower interest rates (deflationary). In the mean-time, the disinflationary environment will likely persist for a 
while longer. However, since 2007 we find it interesting that TYX has consistently led pivotal turns in US interest rates. TYX has peaked and reversed direction at 
precisely the top of its monthly downtrend channel preceding tops in yields in many US maturities including the10-year (TNX). For instance, tops occurred during Jun '07, 
Apr '10, Feb '11 and Dec '13. Another inflection is near as evident by the 10-mo ma (2.84%) has crossed below its 30-mo ma (3.22%) confirming a monthly death cross 
sell signal. In addition, failure to maintain its 2008/2012 reaction lows at 2.44-2.51% reaffirms lower rates. TYX has been decoupling/diverging from TNX for the past 
few years as evident by a lower low trend for 10-year yields (2008/2012: 2.04%/1.38%) and basically a flat trend for 30-year yields (2008/2012: 2.51%/2.44%). 
However, this may be a change as TYX has set a lower low at 2.22% during Feb '15 and TNX has established a higher low at 1.61%.during Feb '15. Nonetheless, key 
support for TYX remains 2.44-2.51% and then 2.22%. A breakdown suggests downside to 1.97% and below this a retest of the bottom of its channel at 1.25%. 

 
The uncertainties as it relates to the FED and macro/geopolitical may have created a situation that require a closer scrutiny of the 5-year US Treasury yields (FVX). 
Although FVX is trading near the middle of the US Treasury yield curve many fixed income investors may be "sitting on the fence" as to the direction of US interest rates, 
and as such this maturity may signal the next turn in yields. The recent collapse in yields has also triggered FVX to fall to key intermediate term support at 1.19/1.02/1.12 
(Dec '08/Nov '10/ Oct '12 lows). A breakdown here can send FVX to retest its Jul '12 lows at 0.54%. Key initial resistance is evident at 1.4-1.5% and then 1.86-1.88%. 

Downtrend Channel for US 10-year Treasury Yields remains intact 
between 0.38% and 3.54%. However, a death cross sell signal in Feb '15 
coupled with a break of key support at 1.61-1.64%warns of lower rates.

Since 2007 the 30-year Treasury Yields (TYX) has led pivotal turns in US interest 
rates.  Recent breakdown below 2.44-2.51% or the 2008/2012 hints of lower rates 
possibly to a low of 1.30% or the bottom of its long-term downtrend channel. 

 5-year Treasury Yields (FVX) has also decoupled from TYX and TNX as many fixed 
income investors may be sitting on the fence waiting for the next FED move.  
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TNX has broken key intermediate term support at 2.0-2.1% coinciding with its 2012 uptrend and the 61.8% retracement from 2012-2014 rally.  In addition, the weekly 
death cross sell signal (Mar '14), the rolling (downtrend) of the 10-week/30-week moving averages and violation of the 2008 low (2.04%) hints of lower interest rates. 
Although TNX can generate technical oversold rallies to key initial resistance at 2.0-2.25% or the recent breakdown and Oct '14 downtrend as well as the 10-30-wk/50-
150-200-day ma yields can remain accommodating for a while longer. TNX needs to clear above 2.25-2.4% to sustain higher rates possibly to 3.04-3.5%. On a near 
term basis, TNX is likely confined to a trading range between 1.8% and 2.0%. Violation of 1.8% opens the door for the next decline to 1.61-1.64% or the May '13/Jan 
'15 reaction lows and below this to a retest of 1.39% coinciding with the Jul '12 major lows. On the upside, key initial resistances are: 2.0% and then 2.25-2.4%.

The top half of the chart is the SPX monthly chart and the bottom half is the monthly spreads of the 10-year US Treasury yields minus the 2-year yields. In past cycles 
when 10-2 year yield spreads peaked (2.5513-2.813) and began to contract sharply (1992, 2003 and 2010) this has led to a major SPX bull rally sustaining for 5-8 
years. Conversely, when the 10-2 year yield spreads bottomed (-.70 on May '00 and -.16 on Nov '06) and began to expand sharply this warned of a SPX bear decline 
approximately 3/11 months later (Aug '00/Jul '07). The current SPX bull rally started in earnest on Mar '00 (666.79) with gains of 218% in 6-years. The sharp contraction 
in 10-2 spreads has declined from a high of 2.813 (Mar '10) to a recent low of 1.2080 (Jan '15). Violation here opens the door for a decline to 0.55 or to the bottom of 
its pivotal 2000 uptrend. On the other hand, a successful test of key support at 1.2080 can also trigger another rally back to 2.5513-2.8130. Did the FED QE program 
impact the historical US yield spread trend as well as global interest rates thereby extending the normal US business cycle (4-6 years) and prolonging the SPX bull rally?   

 
Two major key technical breakdowns last year (2014) warn of the potential for the 10-year Treasury yields minus the 5-year Treasury yields spread to continue to tighten 
further. The violation of the 2008 uptrend (.98) during May '14 first alerted us to a contraction in 10-5 yield spreads. The second warning occurred on the Nov '14 via 
the break of its pivotal 2000 uptrend (0.70). This second breakdown confirmed a large triangle pattern and suggests a decline to 0.374 (near-term) or the Mar '01 
breakout and below this to -0.02 to -0.05 (long-term) or the 1998/2006/2007 lows. If this trend continues it would imply a potential US inverted yield curve signalling a 
slowing/maturing US economy. Since 1950, there has been 11 times when the 10-5 year yield spreads inverted. This subsequently led to 11 economic 
slowdowns/contractions (recessions) approximately 3-5 months later. In recent years, the US stock market (SPX) has rallied sharply into these yield spread inversions 
often denoted by a stage III bull market rallies (i.e., speculative/mania/melt-up phase). Are we headed to another one of these asset bubble rallies into 2015-2016? 

10-year Treasury Yields (TNX) has violated crucial intermediate term support at 2.0-2.1%.  Breakdown 
support the basis for lower US interest rates.  The new trading ranges are: Short term = 1.8% and 2.0%, 
Medium term = 1.61%-1.64% and 2.25-2.4% and Intermediate term = 1.38% and 3.04%. 

The 10- 5-year US Treasury yield spreads has broken pivotal support at 0.7.  An oversold condition 
may lead to a short-term bounce to 0.75 before contracting to 0.374 and below this to -.02 to -0.05. 

SPX Index and the 10-Year Treasury yield minus 2-year Treasury yields spread 
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Over the past 30-years the US Dollar Index (DXY) has been confined to a structural bear trend as evident by a large falling wedge pattern. DXY 
suffered a 57% bear market declining from a high of 164.75 (Feb '85) to a low of 70.70 (Mar '08) before finally stabilizing via a symmetrical triangle 
pattern. A surge above 84.75-85.25 during Sep '14 confirms a triangle breakout and hints of an intermediate term USD recovery. Since the height of 
this technical base is 21.93 points a breakout renders a target to 107 or close to its crucial 38.2% retracement of 1995 to 2008 decline and the 1989 
high. Note a similar triangle breakout during 1997 (at 91) also triggered a sharp rally towards 121.02 (Aug '01). From a longer-term perspective, we 
believe the Nov '14 breakout above the top of the falling wedge for the long-term downtrend dating back to 1985 at 87 is technically important as 
this action negates the bearish falling wedge and further reaffirms a sustainable intermediate term recovery. It is also interesting to note that the prior 
triangle pattern breakout in Jan '97 led to a strong rally to 121.02 (Aug '01). On a near-to-medium term basis, the recent 1-year rally has created an 
overbought condition as it nears formidable resistance at 101.80 coinciding with the 61.8% retracement from 2001-2008 decline. A consolidation to 
initial support along the mid-90s (95.5-96.5) can help to alleviate an overbought condition setting the stage for the next rally to 106.56-106.61 or to 
the 1989 high and the 38.2% retracement from 1985-2008 decline and then to the 76.4% retracement from 2001-2008 decline at 109.14. The Jul 
'01 reaction high at 121.02 remains long-term resistance. Key supports: 91-93 (Jan '15 gap up and the Jan '15 positive outside day), 89-90 (Dec 
'14/Jan '15 breakout and 10-mo ma), 87-87.65 (1985 downtrend breakout and Nov/Dec '14 lows) and 84-85.5 (30-mo ma and triangle breakout).  

 
A negative outside month during May 2014 and failure to confirm a major breakout above key resistance at 1.38-1.40 first warned of a false EURUSD 
breakout/bull trap. The past 10-years appear to be similar in scope to the technical conditions that occurred during the 1987-1997 timeframe as 
evident by a symmetrical triangle and/or head and shoulders top breakdown. The height of the 1987-1997 formation is 0.4463. A breakdown on Mar 
'07 triggered a sharp decline to 0.8225 (Jun '01). Although we are not necessarily calling for a repeat of the prior scenario (-33% decline) the height 
or 2004 to present technical base is also 0.4400. A breakdown below 1.21 implies a downside target closer to 0.77, longer term. EURUSD has already 
declined 25% from its May '14 high (1.3992). A similar -33% decline imply downside risk to .7483. The recent breakdown below the 2005 uptrend at 
1.20-1.21 is technically significant as this confirms a symmetrical triangle breakout and/or a head/shoulders top. The ability to find support at 1.0414-
1.0812 or the Aug '93/Aug '97 lows has triggered an oversold to key initial resistance at 1.10-1.11. However, we fear that this rally will likely fade 
again as EURUSD resumes its primary downtrend. Violation of the Mar '15 low of 1.0456 would ignite the next decline to major support at 0.99-1.01 
corresponding to the Jun '1989/Aug '97 lows, the 76.4% retracement from 2000-2008 rally, and the pivotal 1985 uptrend. Violation here suggests a 
retest of the Oct '00 low at .8225, over time. Key initial resistances are 1.1035-1.1051/1.1098 (Mar and Apr '15 highs/Jan '15 low), 1.1290 (23.6% 
retracement from 2014-2015 decline), 1.1638 (Nov '05 lows), 1.1807-1.1875 (38.2% retracement and Jun '10 low), 1.2040-1.2224 (Jul '12 low, 10-
week ma, and 50% retracement), 1.2569-1.2641 (Nov/Dec '14 highs and 61.8% retracement), 1.2682-1.2754 (2012/2013 lows), and 1.2942-
1.3158 (Sep '14 breakdown and 30-wk ma), 1.33-1.34, 1.3584-1.3679 and then 1.3967-1.3992 (Mar/May '14 highs). 

US Dollar Index has broken out of major resistances above 
a 9-year triangle at 84.75 (Sep '14) and above 87 (Nov '14) 
or the 1985 downtrend confirming a sustainable recovery. 

Violation of key support at 1.2040-1.2132 suggests downside to 
1.0414 or Aug '97 lows and below this to major support at 0.99-1.01. 
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USDJPY has now appreciated 61.51% in 41 months rallying from the 2011 low (75.55) to the recent Mar '15 high (122.02). We expect the current 
rally may soon replicate the prior Apr '95-Aug '98 rally of nearly 85.23% over 40 months. However, on a near-term basis, an overbought condition is 
developing near formidable resistance along the extension of the bottom of a previous large 1995 symmetrical triangle (122) and the prior Jun '07 
reaction high (124.16). Failure to breakout may lead to a consolidation. On the other hand, a convincing move above this key supply zone can extend 
the rally to 126.82-127.9564 or the May '97/Apr '01 highs and the crucial 61.8% retracement from 1990-1995 decline. Surpassing this supply zone 
opens the door for a retest of the Jan '02 highs (135.15) as well as the measured move target (134) based on the 28.5-point 2012-2014 flag/pennant 
breakout above 105.5. Longer term resistance are also evident near the 76.4% retracement (140.3372) and the mid-1970s downtrend (141). Trading 
above this supply zone allows for a retest of the Jun/Aug '98 high (146.75-147.63), over time. As we have alluded to before the recent sharp rally has 
created an overbought condition. Failure to clear convincingly above key supply at 122.5-124.16 can trigger a consolidation to initial trading support 
at 118.16-118.51 (Feb/Mar/Apr '15 lows) and 30-week ma (117.31). Near-term support is also available around 114.40-115.82 (10-month ma, 
Nov/Dec '14 and Jan '15 lows and the 38.2% retracement from Oct-Dec '14 rally). Secondary supports are 111.54-113.51 or the 50%-61.8% 
retracement from Oct '14-Dec '14 rally, 109-110.66 (Oct '14 high, 76.4% retracement and the Aug '08 high), 104.45-105.44 (Jan '14 high/Oct '14 
low), 103.21-103.77(Apr '13 uptrend, May '13 high and 30-month) and 100.74-101.04 (Feb/May/Jul '14 lows). 

 
The 26 year deflationary cycle in Japan (since 1989) has ended via last year's breakout above the 1996 downtrend (15,700), in our view. A breakout 
of a long-term downtrend, a positive outside month in Oct '14, a large flag/pennant formation gap up breakout above the Jan/Sep '14 highs (15,725-
16,374) and two positive outside week during Mar/Apr '15 reinforce a longer-term recovery. Nikkei 225 has quickly achieved a number of technical 
targets including: 17,489-17,563 (short-term) or the Apr '06/Oct '07 highs as well as the Feb '07 highs at 18,300 (near-term) and crucial medium 
term target along the 38.2% retracement (19,205) from the 1989-2009 decline. Based on the strong price momentum and money flow we would not 
be surprise that this rally achieves a near-term target closer to 20,366 or the Oct '14 breakout target and the Jun '97 and Mar/Apr '00 highs (20,833-
20,911). The 50% retracement (22,976) and the Jul '96 reaction high (22,751) remains our key intermediate term target. Note that a large 
pennant/flag formation breakout during Oct/Nov '14 above 16,370 still renders targets to 24,074 and possibly as high as the 61.8% retracement from 
the 1989-2008 decline at 26,748, longer-term. Key supports: 19,333-19,472 (10-week ma and 4/20/15 low),18,928-19,015 (4/1/15 low and Oct '14 
uptrend),  18,000 +/- 200 (Feb '15 breakout and 30-week ma),  16,534-16,721 (11/4/14 gap up), 16,374 (Oct '14 breakout), 15,760-15,971 
(Aug/Oct '14 highs), 15,300-15,400 (Jun '13/May '14 uptrend), 14,529-14,754 (Aug/Oct '14 lows), 13,749-13,964 (Oct '13 and Apr/May '14 lows), 
12,415/13,188 (Jun/Aug '13 lows), the 38.2% retracement (13,233) from Jun '12-Jan '14 rally and then 11,408-10,892 (Jan '13 breakout).  

The 25-plus year deflationary cycle in Japan (Nikkei 225) has ended on a 
convincing breakout above its long-term 1996 downtrend and the Jan/Sep '14 highs 
at 15,725-16,374. Next key resistance is 20,833-20,911 and then 22,751-22,976. .  

USDYEN has broken out above 103.5-105.59 or above the pivotal 1998 
downtrend and the 61.8% retracement from the 2007-2012 decline. Next 
key resistance is 122-124.16 and above this to 126.82-127.9564.   
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We remain cautious on the commodities market as evident by the sustained technical weakness in Bloomberg Commodities Index). 
Despite suffering a -40.74% bear decline from 2011-2014 Gold has yet to establish a major bottom. Nonetheless, a technical base may 
be developing between 1,133-1,144 (Nov '14 and Mar '15 lows) and 1,304-1,318 (Aug '13 downtrend, 23.6% retracement from 
2011-2014 decline and the Jan '15 highs).  Surpassing 1,318 can trigger a short term rally towards key secondary resistance at 1,389-
1,428 (Aug '13 and Mar '14 highs and the 38.2% retracement from 2011-2014 decline). A convincing move above 1,428 confirms an 
intermediate term bottom opening the door for a sustainable rally to 1,518-1,525 (Sep '11 downtrend, 50% retracement and Apr '13 
breakdown) and possibly to 1,611 or the 61.8% retracement. On the downside, violation of 1,133-1,144 opens the door further 
weakness to the 50% retracement (1,083) from its 2001-2011 rally and below this to 971-1,015 (2009 breakout). The 61.8% 
retracement (888), the prior 1980 record high (875) and the 2002 uptrend (850) offer longer-term supports under an extreme sell off. 

 
The WTI Crude Oil has suffered a devastating 60.99% 9-month bear decline. The magnitude of this decline resembles the 5 prior bear 
declines (i.e., 1985-1986 (-69.36%), 1990-1993 (-66.59%), 1996-1998 (-61.38%), 2000-2001 (-55.82% and 2008 (-78%). Although 
no two markets are identical, the current Oil decline parallels that of the Nov '85-Apr '86 bear decline based on the magnitude (-61% 
vs 69%) and duration of the selloff (9 months vs 5 months). Does this then imply that a multi-year sideways trading range market is 
now needed to repair the technical damages incurred during the past 9 months? The ability of Crude to find major support near 38-42 
coinciding with the 2003/2004 pivotal breakout and the 76.4% retracement from 1998-2008 rally now suggests the following: near-
term trading range between 42-43 (Jan/Feb '15 lows) and 65 +/- 2 (the Dec '14 breakdown, the recent 54.25 breakout projected 
target, and the 38.2% retracement from Jun '14 to Mar '15 decline). An intermediate term Oil range is 37-38 (2004 breakout) and 
mid-70s (50% retracement). Longer term range is low-30s (Dec '08 low) and mid-80s (61.8% retracement and Sep '14 breakdown).   

Does the recent 9-month 
WTI Crude Oil decline of 
61% resemble that of the 
Nov '85-Apr '86 68% selloff? 
If so, will Crude be confined 
to a large trading range over 
the next decade?

Gold continues to struggle to establish a 
technical base needed to sustain a 
sustainable recovery. A breakout above 
1,304-1,318 solidifies a near term 
bottom and allows for a retest of key 
secondary resistance at 1,389-1,428. 
Key support remains at 1,133-1,144. 

Despite the 61% decline over the past 9 months the monthly MACD indicator shows 
no signs of a momentum low as it continues to set new reaction lows below prior lows.  
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The Emerging Market is converging rapidly towards an inflection point as evident by the symmetrical triangle patterns - specifically the 
two triangles dating back to 2011 and 2007, respectively. An important battle is being waged between the stronger Emerging Markets 
countries (i.e., China, India, Hong Kong, and Taiwan) and the weaker countries (i.e., Brazil, Russia, and Mexico). The outcome of this 
battle will likely signal the next major directional trend. A breakdown is confirmed via a violation of key support at 900 +/ -20 or the 
bottom of the two triangles as well as the 38.2% retracement from 2008-2011 rally. A breakdown here opens the door for a decline to 
the 2010/2011 pivotal lows and the 50% retracement from 2008-2011 rally at 829-850 and below this to 784 or the 61.8% 
retracement. On the other hand, a breakout above the top of the triangles at 1,085 +/- 20 renders upside targets to 1,169-1,175 or 
the Jan/Jul '2011 highs and then to the May 2008/2011 highs at 1,212-1,253. The all-time Nov '07 high at 1,345 is major resistance. 

 
EAFE Index has emerged from its trading range via an intermediate term breakout in late-2013 to early 2014 above 1,812-1,826 or the 
May 2011 highs and the 61.8% retracement from 2007-2009 decline. A subsequent Fan formation breakout above the third 
downtrend (1,890) hints of the start of a recovery to the 76.4% retracement (2,045) and above this to the top of the rising wedge 
pattern (2,050-2,100) and then the 2007 record highs at 2,399. However, two negative outside months (Jul/Sep '14 - 2,000/1,943) 
have temporarily slowed the recovery leading to recent consolidation. The extension of a third downtrend (fan) and the 30-month ma 
at 1,800 +/- 10 offers key initial support. Secondary support resides along the Oct 2014/Jan 2015 lows at 1,699-1,696. The bottom of 
the 2009 wedge and the 50% retracement from 2012-2014 rally at 1,650 remains key intermediate term support. Violation here 
confirms a rising wedge breakdown and warns of a decline to 1,567-1,591 and below this to 1,465 and possibly to a low of 1,300.     

Improvement noted. However, a rising wedge 
pattern is still intact. Key support is 1,650-1,700 
and key resistance is 2,000-2,100. 

Emerging Market Index is nearing an inflection point as two large symmetrical 
triangles from 2011/2007 are both converging between 900 +/- 20 and 1,085 +/- 20. 

Height = 388
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After underperforming its equity peers the Shanghai Composite Index (SSE) has suddenly reversed above its 2009 downtrend channel. This recent 
breakout above the top of its Aug 2009 downtrend channel at 2,287 during Sep 2014 confirms the start of an intermediate term trend reversal. The 
ensuing rally has been explosive as it has surpassed a number of crucial intermediate term technical targets including the pivotal Aug 2009 highs 
(3,479) and the 38.2%-50% retracements (3,368-3,894) from the 2007-2008 decline. Although higher prices are possible the recent 1-year parabolic 
rally of 121% is unsustainable, in our view. An extremely overbought condition coupled with failure to surpass major resistance at 4,421 coinciding 
with the 61.8% retracement from its 2007-2008 decline may trigger a deeper correction. A breakaway gap up on 4/17/15 at 4,195-4,239 and a 
negative outside day on 4/20/15 on one of the largest daily volume days ever recorded warn of a potential top and the start of a deeper correction. 
Initial support now moves up to last week's intra-week low of 4,041. A weekly close here by the end of this week confirms a negative outside week 
thereby reaffirming a top and triggering a decline to the 10-week ma (3,688), Mar 2015 breakout (3,400) and 38.2% retracement (3,399) from 2013-
2015 rally.  Below this key support opens the door for downside risks to the 30-wk ma (3,121), Feb 2015 lows (3,049) and the 10-mo ma (2,961).    

The strong selling in the Brazilian equity markets (Bovespa Index) may have temporarily subsided as evident by a positive outside month on Mar 2014 
and a series of higher lows (i.e., Jul '13/Mar '14/Dec '14 lows at 44,107/44,905/45,853). However, a 5-year downtrend channel between 40,000 and 
60,000 still warns of further selling. Nonetheless, the ability to find support above its 61.8% retracement (46,116) from its 2008-2010 rally prevented 
a deeper setback prompting the recent recovery to key resistance at 59,557-63,473 or the Sep 2012/Jan '13 highs and Nov '10 downtrend. A 
breakout here renders next target to the 2008/2010/2012 highs (68,970-73,045). Unfortunately failure to surpass key resistance in the low-60,000s 
coupled with a negative outside month on Sep 2014 (61,305) triggered another pullback to 45,852.81 (Dec '14) or the pivotal Jul 2013 uptrend and 
61.8% retracement from 2008-2010 rally. A 2-year head and shoulders top pattern still warns of volatility. The left/right shoulders are 56,747 and 
57,359, respectively. Violation of neckline support (45,000) confirms a top and signals the next decline to 40,000-41,073 or to the bottom of its 2010 
downtrend channel as well as the 50% retracement from 2002-2008 rally and the 2007 lows.  

A 1-year parabolic rally of 121% is probably not 
sustainable as it nears formidable resistance 
along its 61.8% retracement at 4,421. 

Brazilian Equities continues to underperform against 
SPX Index as evident by the downtrend channel. MACD 
chart may have established a price momentum low.

Bovespa Index remains in its downtrend 
channel between 40,000 and 60,000.    
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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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Appendix 
 
Term / Abbreviation Description / 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. 
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Appendix 
 
Term / Abbreviation Description / Definition 

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 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 
 
Chief Investment Office (CIO) Wealth Management (WM) Research is published by UBS Wealth Management and 
UBS Wealth Management Americas, Business Divisions of UBS AG (UBS) or an affiliate thereof. CIO WM Research 
reports published outside the US are branded as Chief Investment Office WM. 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 and its 
affiliates). All information and opinions as well as any prices indicated are current only as of the date of this report, 
and are subject to change without notice. Opinions expressed herein may differ or be contrary to those expressed 
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 AG, its affiliates, subsidiaries 
and 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., a subsidiary of UBS AG. UBS Securities LLC is a subsidiary 
of UBS AG and an affiliate 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 specifically prohibits the redistribution or reproduction of this material in whole or in part without the prior 
written permission of UBS and UBS accepts no liability whatsoever for the actions of third parties in this respect. 
 
Version as per May 2014. 
 
© UBS 2015. The key symbol and UBS are among the registered and unregistered trademarks of UBS. All rights
reserved.    
   
  
 


