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Technical Highlights
• Equities – S&P 500 Index (SPX) – Although the SPX has rallied nearly 11% over the past 31 days from a low of 1,810/1,812 we are not convinced that this is the start of the next

sustainable intermediate term rally. Rather, we have become increasingly concerned that a third and final technical sell signal may develop into this technical oversold rally. The first

technical sell signal occurred during May-October 2015 (-12.5% correction). The second technical sell signal developed into November 2015-February 2016 (14.5% correction). As we

have alluded to in prior technical calls most cyclical bull rallies (such as March 2009) do not end graciously as they often end with a bang. At the later stage of a major cyclical bull it will

confound the masses including the bears who have shorted the market as well as the bulls who believe that this is another great buying opportunity. We fear the impulsive rally (+11%)

over the past few weeks may trigger the third and final technical sell signal. If this signal occurs then this will likely confirm the end to the 7-year cyclical bull rally and triggered the final

market selloff. The silver lining to this call remains our belief that this market downturn will set the stage for the next structural bull trend. On the charts a market inflection point is

approaching as two technical patterns are rapidly converging – a Head and Shoulders top and a Broadening Top/Mega Phone pattern. The former pattern is depicted on the charts by a

left shoulder at 2,021 (September 2015 high), a head at 2,116.48 (November 2015 high), a potential right shoulder at 2,009 (3/4/16 high), and neckline support at 1,867-1,896

(August/September 2015 lows and October 2014 uptrend). Since the height of this pattern is nearly 249.5 points a breakdown below 1,867-1,890 renders downside targets closer to

1,618-1,640 or near its May 2013 pivotal breakout (1,600) and its 38.2% retracement (1,574) from the 2009-2015 rally. A convincing breakout above 2,021 would help to negate a

distribution top igniting a rally towards 2,070-2,090. The later of the two patterns is a rare but potentially bearish Broadening Top/Megaphone pattern dating back to late-2014. The

top of the pattern is at 2,183 and the bottom is at 1,784. The technical base is nearly 268-399 points. A convincing breakdown below 1,872-1,896/1,784 renders downside targets to

1,516-1,385. Key resistances are: 2,000-2,021 (150-day/200-day moving averages and 61.8% retracement from Nov 2015-Feb 2016), 2,038-2,044 (1/4/16 gap down and 76.4%

retracement), 2070-2,090 (measured target based on recent double bottom breakout at 1,950 and May/Jul 2016 downtrend) and 2,134.72 (May 2016 all-time high).

• Currencies – US Dollar Index (DXY) – The prior 1997 triangle breakout (above 91 on January 1997) led to a sharp rally to 121.02 (July 2001) as DXY appreciated 54.78% in nearly 106

months (from Sep '92 low of 89.19). However, it is important to note that the previous 9-year bull rally also led to an overbought condition and resulted in a 2-plus year consolidation

from August 1997 to January 2000 as DXY traded sideways between the low-90s and the low-100s before finally resuming its primary uptrend. Although no two markets are ever the

same we find it interesting the current DXY rally has gained 42% in over 84 months and has appreciated 27.23% from its recent May 2014 low. The 9-year symmetrical triangle

breakout above 85-87 suggests 21.93-points for an upside target to 107-109, over time. Late last year's a 8-month old flag/pennant breakout (base of 21.48) above 97.25 renders

upside to as high as 118.73, longer-term Although we remain bullish on the longer-term outlook of DXY we cannot help but notice that if we undergo a consolidation similar in scope

to 1997-2000 time period DXY can fall to 92-94 and under strong selling to a low as 85-87 before resuming its longer-term recovery.

• Fixed Income – For the past few years the US 30-yr Treasury Yields (TYX) has been diverging from its 10-year Treasury Yields (TNX) as evident by a series of lower-lows (i.e., 2.51%

(12/08), 2.44% (7/12) and 2.22% (1/15). This is in sharp contrast to the 10-year Treasury-Yields (TNX) which has been setting higher-lows on the charts (i.e., 1.38%, (Jul '12) and

1.64% (Jan'15).) However, during the Feb '16 broad market decline something unusual has occurred. TNX has now fallen to 1.53% (Feb '16) or below its prior low of 1.64% (Jan '15)

thereby hinting a potential lower-low. Interestingly, in Feb '16 the 30-year Treasury Yields (TYX) has established a higher-low pattern at 2.38% or higher than the prior reaction low of

2.23% (Jan '15). Fixed income investors should monitor this technical between the two maturities. If this trend continues it may alert us to a pivotal turn in US interest rates. In the

mean time, TNX is likely headed towards a trading range between 1.64-1.68% on the downside and 1.9-2.05% on the upside over the near term. A similar trading range for TYX

would be between 2.4% and 2.9-3.0%

• Commodities – Bloomberg Commodity Index has confirmed a major falling wedge break down below 165-170. This benchmark Commodity Index has also broken below its pivotal

1993/1999 uptrend at 165 further substantiating a structural bear trend. Failure to maintain above its 2002/2016 lows at 145.77-146.01 opens the door for downside risks to 108.39

(1999 lows). However, a deeply oversold condition coupled with the ability to find support in the mid-140s can trigger a technical rally to 165-172 and above this to 187-195/203-218.

• S&P 500 Sectors – An ending to a cyclical bull rally (March 2009) is difficult. However, it necessary to first alleviate an overbought market condition and second to set the stage for the

next sustainable bull rally. During the later stage of a cyclical bull rally investors often turn to defensive, low beta, and liquid securities including such safe havens securities such as US

Treasuries, Cash, Electric Utilities, Telecom, and Consumer Staples. Although the recent strong selling in many of the battered markets and sectors may have subsided we are concerned

that if we are entering into a rolling bear market then the other S&P 500 sectors that have held up well over the past year or so (such as Consumer Discretionary, Technology and high

growth/momentum sectors/stocks) may also succumb to strong selling pressure. It is only when the leaders that have led to the 7-year bull rally correct that the market will be ready to

transition to the next structural bull trend. We have noticed that the start of a new structural bull trend there is almost always the emergence of a new leadership market/sector/industry

that will entice investors to return to the marketplace. Is the market actions over the past few weeks hinting of an investment shift from Growth/momentum style investing towards

Value/non-momentum securities? Will the laggards of the past 6-7 years assume new market leaderships or are they value traps?
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S&P 500 Index (SPX) Technical Views

• SPX Technical Targets ���� 2000-2021 (initial), 2038-2044/2,070-2,090 (secondary), 2135-2163 (medium), 2,310-2,387/2,450-2,509 (long-term)

• Downside Risks ���� 1940-1950/1867-1896 (initial), 1810-1812/1738-1763 (secondary), 1574-1600 (medium), and 1,500/1400/1228(long-term)

• March 2009 cyclical bull trend is maturing (8th inning) and will likely come to an end possibly this year

• A new structural bull may have begun on the May 2013 breakout (above 1,600)…however a retest of the prior breakout is needed

Base Case Scenario – It remains our contention the cyclical bull rally that began on March 2009 (666.79 low) is maturing and will end via a deep
correction (10-20%) and/or a cyclical bear decline (20-30%+). The market correction (-12.5%) during Aug to Sept 2015 was a shot across the bow
first warning of an ageing 7-year cyclical bull rally. A second technical sell signal (-14.5%) during Dec 2015-Jan 2016 market correction further
reaffirms a market top. However, a third and final technical sell signal is necessary to solidify the top triggering a decline in SPX back to its historical
norm (1,574-1,600?). If the market breath trends continue to deteriorate, market internals weakened further and there is a lack of conviction and
leadership in key S&P 500 sectors this would substantiate a matured bull rally. Nonetheless, the silver lining is our belief the technical breakout above
1,600 during May '13 may have ended the 13-year structural sideways trading range trend (Mar 2000-May 2014). However, we differ from many of
the outright bulls a retest of the May 2013 breakout (1,600) is necessary to confirm the next structural bull trend. While many investors believe the
12.5% correction last summer to early fall and the recent -14.5% correction during Nov 2015 to Feb 2016 are enough to alleviate an overbought
market we fear that 1,810-1,812 was only a temporary bottom. Violation of 1,810 coupled with a breech of the 2009 uptrend (mid-1,700s) can trigger
the third and finals technical sell signal as SPX mean reverts back to its equilibrium level (1,574-1,600?) before transitioning to the next structural bull
(8-20 years). From a timing perspective, the cyclical bull trend that started on Mar 2009 and the potential new structural bull trend from the May 2013
breakout (1,600) will likely converge this year. That is, the 6-plus year cyclical bull rally will end via a major market sell-off prompting a cyclical bear
decline that ends with the start of the next structural bull trend. In the mean time, we continue to track the two opposing views from the Street:

Bullish Scenario – The Bulls maintain that the May 2013 technical break out above key resistance at 1,600 have confirmed the start of the next major
structural bull trend (8-20 years). The 15-year Head/Shoulders Bottom technical base breakout of nearly 909-points renders a minimum SPX target of
2,509. Despite continued geopolitical uncertainties, uneven macro developments and increasing market volatilities the Bulls are adamant a major bear
market decline (20%+) will not develop without a US economic recession. However, our technical studies show that this statement is not entirely true.
Since 1930s, there have been 29 bear market declines of the magnitude of 20%+ without a 20% rally. This would imply that slightly over 50% of the
bear market declines (20%+) in US stocks occurred without a major US recession as documented by NBER. Nonetheless, the Bullish camp wages their
optimistic views on SPX based exclusively on the backdrop of sustained US economic growth this year.

Bearish Scenario – The Bears claim that the May 2013 break out at 1,576-1,600 may have been a false breakout or a bull trap created by excessive
risk taking spurred by the artificial injection of liquidity into the financial markets as the result of the global Quantitative Easing (QE) programs (zero
interest rates). They contend that this artificial stimulus to the economy will end poorly. The pace of the 6-plus year bull trend (SPX + 220%) is not only
unsustainable but will likely lead to an asset bubble bursting. The pricking of the bubble will lead to a bear market decline of the magnitude of 20%-
30%-plus that will hurt the masses (most investors). From a technical perspective, a market top is confirmed when SPX violates its Mar 2009 primary
uptrend (1,762.5) as well as its May 2013 breakout (1,600) and the 38.2% retracement (1,574) from its 2009-2015 rally. A decline of greater than
20% will trigger the press/media to report that this a bear market. Investors will then turn defensive (denial � fear � panic � capitulation) rushing to
sell the market as SPX plummets to 1,400 and as low as 1,200 thereby capitulating the remaining sellers and the start of next structural bull trend.
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SPX Index – Monthly Seasonality Study (1928 – Present)

The weakness during the first trading week of the New Year (down 1.33%) as well as a negative January (-5.07%) and a negative February (-0.41%) does
not bode well for 2016. The fact that the market did not stage a rally into the historical favorable periods of the year (November/December/January) warns
of the lack of broad market participation or the lack of conviction. Given the wide dispersions between the winning and losing stocks last year (2015) the
failure of many of the lagging markets/sectors/securities to generate a "January Effect" also hint of a maturing cyclical bull cycle (Mar '09). Despite a
favorable Election Year cycle (i.e., year 4 tends to return average gains of 5.86%) this is also the 8th year of Election cycle which is decisively negative
averaging nearly -13.85% to end the year. If this trend persists then this would imply another challenging year into President Obama's last year in office.

Yearly %

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

All

1928-2016 Mkt 88 years 1.13 -0.06 0.56 1.24 -0.08 0.70 1.49 0.65 -1.09 0.54 0.64 1.40 7.12

2.84 3.17

0.40 0.45

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

Bear

2000-2016 * Mkt 16 years -1.25 -0.47 1.61 1.84 0.17 -1.23 0.39 -0.31 -1.30 1.77 0.85 0.91 2.98

* 2000-2009 = Bear and May 2013-present = Bull -1.15 0.51

-0.39 0.17

Secular Bear/Trading Markets (3) 0.49 -0.51 0.15 1.18 -0.78 0.69 1.08 0.86 -1.56 0.71 -0.16 0.84 3.01

Average returns for three months 2.63 1.18

(Jun, Jul & Aug vs. Nov, Dec & Jan) 0.87 0.39

Secular Bull Markets (2) 1.68 0.27 1.31 1.27 0.54 0.40 1.74 0.14 -0.28 0.88 1.63 2.28 11.84

Average returns for three months 2.27 5.59

(Jun, Jul & Aug vs. Nov, Dec & Jan) 0.19 0.47

First Year (year 1) 0.80 -2.10 0.49 2.38 2.00 0.49 2.29 -0.07 -1.64 -1.05 0.64 0.35 4.58

2.71 1.79

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 0.69 -0.75 -1.66 1.77 1.97 2.85 -0.40 -0.29 0.05 1.45 5.86

6.59 1.56

Source: Thomson Reuters, Bloomberg, and CIO UBS WMR as of 29 February 2016
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Dow Jones Industrials – 8th Year of a 2-term US Presidency

The final year of a 2-term US Presidency (Year 8 - 2016) tends to be challenging as five of the last six 2-term US Presidents have witnessed negative stock
returns during their final year in office. The average decline for the eighth year of the past six two-term Presidents were a dismal -13.85% for DJIA. The
correlation between the returns in US stocks and US Presidential Elections continues to be remarkable as it relates to negative returns. So how does this
translate to who will be elected in the next Election? A strong stock market heading into the final year of a two-term Presidency tends to result in
incumbent party regaining the White House. For instance, our 40th US President Reagan (Republican) had a strong final year in office (Year 8 +11.85%).
This lead to the 41st US President G. H.W. Bush (Republican) being elected. On the other hand, a declining stock market entering into the end of a 2-term
Presidency often lead to the incumbent party losing the next election. In summary, in each of the six prior 2-term Presidency the performance of the US
stock market during the final year in office accurately decided the outcome of the election. With US stocks down so far this year, the stock market needs
to rally sharply in order for a Democrat to retain the White House.

 Two-term  DJIA on 12/31      DJIA Returns

US President   # Presidents  Year 7  Year 8   End of Year 8 (%)

  

Obama (D) #44 2008-2016 17,425       ???       ???

G.W. Bush(R) #41 2000-2008 13,265 8,776 -33.82

Clinton (D) #42 1992-2000 11,497 10,787 -6.18

Reagan (R) #40 1980-1988 1,938 2,169 11.85

Eisenhower #34 1952-1960 679 616 -9.34

(R)

Roosevelt ** #32 1932-1944 150 131 -12.72

(D) end of 1940

Wilson (D) #28 1912-1920 107 72 -32.90

Average of 2-term Presidents final year in office: -13.85

Average of negative 2-term Presidents final year: -18.99

* D = Democats and R = Republicans

** President Roosevelt elected to a 4th term. Died in office on 4/12/45. 

Source: Thomson Reuters, Bloomberg, CIO UBS WMR as of 29 February 2016
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SPX Index – Bear Market Declines since 1929

The bulls and the bears are deadlocked as to whether a US stock market bear market can occur without an official US recession. In the past 87 years (since
1929) there have been 29 distinct bear market declines in the SPX Index as defined by a 20+% decline without a 20+% rally. The average duration and
the magnitude of these bear market declines were 173 trading days (8-months) and -32.88%, respectively with the maximum decline at -61.72% (11/9/31-
7/8/32) and the minimum decline at -20.35% (from 8/22/02-10/10/02). During the same timeframe, the National Bureau of Economic Research (NBER) have
recorded 14 official US recessions. The average GDP contraction was -5.69% sustaining for 1-year and 1-month. The time until the next recession averaged
5-years but can extend to as long as 10-years. Based on the above it is reasonable to conclude that US economic recoveries/expansions and the ensuing
contractions/recessions tend to be repeated every 5-10 years. This would imply the next US recession can occur between Jun 2014 and Jun 2019. Although
SPX may have fulfilled the normal 8-month average duration of a bear market decline (from May 2015 high) it has yet to achieved the average decline of
-32.88%. This suggests SPX may still be vulnerable for a decline towards 1,500-1,600 or closer to a 25-30% decline from its May 2015 high of 2,134.72.

SPX Bear Market Declines and US Recessions/GDP Contractions/Durations

Start End Duration Start Price End Price % Change GDP 

Contraction

US Recession 

Start to End

Duration of 

Recession

Time Until Next 

Recession

9/16/1929 11/13/1929 40 31.86 17.66 -44.57% -26.70% 8/1929-3/1933 3-yr 7-mo 4-yr 2-mo

4/10/1930 12/16/1930 171 19.42 14.44 -25.64%

2/26/1931 6/2/1931 67 18.17 12.20 -32.86%

6/26/1931 10/5/1931 70 15.35 8.82 -42.54%

11/9/1931 7/8/1932 166 11.52 4.41 -61.72%

9/7/1932 2/27/1933 116 9.31 5.53 -40.60%

7/18/1933 10/19/1933 65 12.20 8.61 -29.43%

2/6/1934 3/14/1935 273 11.82 8.06 -31.81%

3/10/1937 3/31/1938 267 18.67 8.50 -54.47% -18.20% 5/1937-6/1938 1-yr 1-mo 6-yr 8-mo

11/9/1938 4/11/1939 102 13.79 10.42 -24.44%

10/25/1939 6/10/1940 155 13.21 8.99 -31.95%

11/7/1940 4/28/1942 365 11.39 7.47 -34.42%

5/29/1946 5/19/1947 244 19.25 13.77 -28.47% -12.70% 2/1945-10/1945 8-mo 3-year 1-mo

6/15/1948 6/13/1949 250 17.06 13.55 -20.57% -1.70% 11/1948-10/1949 11-mo 3-yr 9-mo

-2.60% *** 7/1953-5/1954 10-mo 3-yr 3-mo

8/2/1956 10/22/1957 305 49.74 38.98 -21.63% -3.70% 8/1957-4/1958 8-mo 2-yr

12/12/1961 6/26/1962 134 72.64 52.32 -27.97% -1.60% 4/1960-2/1961 10-mo 8-yr 10-mo

2/9/1966 10/7/1966 167 94.06 73.20 -22.18%

11/29/1968 5/26/1970 372 108.37 69.29 -36.06% -0.60% 12/1969-11/1970 11-mo 3-yr

1/11/1973 10/3/1974 435 120.24 62.28 -48.20% -3.20% 11/1973-3/1975 1-yr 4-mo 4-yr 10-mo

11/26/1980 8/9/1982 424 141.96 101.44 -28.54% -2.70% ** 1/1980-7/1980 

** 7/1981-11/1982

6-mo                

1-yr 4-mo

1-yr                   

7-yr 8-mo

8/25/1987 10/20/1987 38 337.89 216.46 -35.94%

7/16/1990 10/11/1990 61 369.78 294.51 -20.36% -1.40% 7/1990-3/1991 8-mo 10-yr

7/20/1998 10/8/1998 57 1,190.58 923.32 -22.45%

5/22/2001 9/21/2001 85 1,315.93 944.75 -28.21% -0.30% 3/2001-11/2001 8-mo 6-yr 1-mo

1/7/2002 7/24/2002 137 1,176.97 775.68 -34.10%

8/22/2002 10/10/2002 34 965.00 768.63 -20.35%

10/11/2007 11/21/2008 279 1,576.09 741.02 -52.98% -4.30% 12/2007-6/2009 1-year 6-mo ???

1/6/2009 3/6/2009 41 943.85 666.79 -29.35%

5/2/2011 10/4/2011 108 1,370.58 1,074.77 -21.58%

Average 173 8-months -32.88% -5.69% 1-yr 1-mo 5-yr

Median 137 6.5-months -29.43% -2.70% 9-mo 4-yr 2-mo

Minimum 34 2-months -20.35% -0.30% 6-mo 1-yr

Maximum 435 21-months -61.72% -26.70% 3-yr 7-mo 10-yr

* SPX Bear Market Declines  is defined as -20+% decline without a 20+% rally since 1929.

** 1980-1982 was the double dip recession.

*** 1953-1954 US Recession did not led to a SPX bear market based on -20+% decline without a 20+% rally. 

Source: Thomson Reuters, Bloomberg, National Bureau of Economic Research, CIO UBS WMR as of 29 February 2016
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Stock Market Psychology – Fear, Greed, and Hope 

Optimism

Excitement

Thrill

Greed/Euphoria – 1st Half 2007

Anxiety

Denial

Fear –1st half 2008 

2008

Desperation 

Panic

Capitulation

Despondency – 4th Qtr 2008

Depression – 1st Qtr 2009

Hope

Relief

Optimism – 1st Qtr 2012

Are 
we 
here?

Greed/Euphoria – 1st Half 2015

Excitement

Thrill

2nd Half 2016 

2016

2017/2018
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4 Stages of a Bull Rally 

Accumulation 

(Stealth) Phase Awareness Phase
Mania/Speculative

/Melt Up Phase

Smart Money –
Insiders, Contrarians, and 

Deep Value Investors

Blow off Phase

Time

Stage I – 2009 to 2010

First deep correction 

Price

Delusion

Bear Trap

Media/Press Attention 

Are we 
here?

"New Paradigm"

Optimism

Greed

Stage II – 2011 to 2013 

Institutional Money –
Professional traders, Money 

Managers, Hedge Funds, and etc. 

Public Money -
Retail Investors

Return to "Normal"

Denial

Bull Trap

Fear

Despair

Capitulation

Historical Mean 

Return to the Mean 

Acceleration 

Stage III – 2013 to 2015 Stage IV – 2016 to 2017? 
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SPX Returns, FED QE Programs and FED Balance Sheet
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SPX Index – Secular/Structural Trends from 1900 to 2020

8 structural bulls: May 2013-Present?,1982-2000, 1949-1966, 1921-1929, 1896-1906, 1861-1881, 1843-1853, 1815-1835

8 structural bears/trading ranges: Mar 2000- May 2013?, 1966-1982, 1929-1949, 1906-1921, 1881-1896, 1853-1861, 1835-1843, 1802-1815
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SPX Index – Secular/Structural Trends from 2000 to 2020  

Scenario 1 = May 2013 breakout near 1,600 is successfully retested thereby confirming the start of the next structural bull

Scenario 2 = Failure to maintain 2013 breakout (1,600) suggests a cyclical bear decline thereby delaying the next structural bull
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Dow Jones Industrial Avg. – 1964 to 1984 and 1994 to Present
Although no two markets are the same, the 1964 to 1984 market closely resembles the current 1994 to present market. That is, the 1949-1965 structural bull rally ended
with a spectacular Nifty-Fifty bubble burst setting the stage for the 1966-1982 structural sideways trading range market (stagflation). In the past cycle, geopolitical events
(OPEC Oil embargo), interest rates concerns (Volcker and FED hikes) and economic/macro uncertainties ( stagflation) created a volatile and choppy market trend. If we fast
forward to the 1994-present market similar conditions are evident including macro/geopolitical events in Europe (Sovereign Debt crisis), Emerging Markets (Commodities
weakness), China (hard landing concerns), Latin America (currency), the Middle East (oil) and Russia/Ukraine. In the prior cycle two major downturns occurred. In the
current cycle we have already experienced three major setbacks including the 2000-2002 Tech/Telecom bubble, the 2007-2009 Global Real Estate/Credit/Financial bubble
and the 2008/2009-present Commodities bubble burst. From a technical perspective we also find it uncanny that both markets witnessed similar technical formations
including a bearish Broadening Top (higher highs and lower lows pattern) and a bullish multi-year Head and Shoulders Bottom. Towards the later stage of the 1966-1982
sideways market a breakout of a Head/Shoulders Bottom and the negation of a Broadening Top during 1982/1983 set into motion the next major structural trend (1982-
2000). However, it was a deep market correction of nearly -17% to 1,082 (6/84) that finally ended the 16-year structural sideways trend and confirmed the next
structural bull trend as evident by a parabolic move of +153% from 6/84 to 8/87. In today's market environment the 2013 breakout on DJIA at 14,198 (3/13) remains a
crucial support zone as the lack of follow-through to the Broadening Top breakout last year (16,807) and the violation of its 2009 uptrend (16,891) and its 10/30-mo ma
(17,029/16,835) warn of a retest of the Mar 2013 breakout (14,198). A successful test here confirms the next structural bull trend.

UBS CIO WM Research 9 March 2016      12



S&P 500 Index – 1964 to 1984 and 1994 to Present
Similar to the prior DJIA study we find it interesting the current market conditions for SPX over the past decade or so closely parallels that of the 1966-1982 secular trading range
market at least from a macro, geopolitical, tail risk and technical perspectives. On the surface, it may appear that the past 16-years (2000-2016) has been more volatile than the
prior 1966-1982 secular trading range market. However, below the surface, the two markets are comparable as evident by the duration and magnitude of the declines. That is,
SPX transitioned into an extensive 16-year technical base building period necessary to repair the damages inflicted upon the marketplace as the result of the Nifty-Fifty blowup,
the Oil Embargo shock to the global markets and the Stagflation cycle. The 2000-2013 secular sideways trading range trend may have helped to unwind the excesses from the
1982-2000 structural bull via resetting of the Tech/Telcom, global Credit/Financial/Real estate, and the Commodities bubbles. Also note the current geopolitical/macro uncertainties
in Europe, China, Middle East and the Emerging Markets resemble the OPEC oil shock to the financial System triggering a stagflation and a commodities bubble burst. From a
technical perspective we point to a similar Broadening Top pattern that developed in the SPX from 1966-1982. SPX traded from an extreme low of 62 (1974) to an extreme high of
173 (1983). SPX recently traded to an extreme high of 2,135 from a low of 667. This implies that the current SPX rally is far superior than the prior rally. Although both rallies led
to a major breakout above the extension of its broadening top the current rally has yet to retest its May 2013 breakout (1,600). Does this imply that the current SPX rally may still
be vulnerable for a deeper correction? In the past cycle after the multi-year technical breakout at 146 (Jan 1983) SPX rallied to 172.76 (Jun 1983) before finally correcting -14.76%
back to 147 (Jul 1984). A successful test of the extension of the broadening top and the 30-month ma signaled the start of the next structural bull trend (1982-2000). In May 2013
SPX traded above its 15-year neckline resistance at 1,600 suggesting the start of the next structural bull. However, unlike the prior structural cycle SPX has yet to return to its May
2013 level (1,600) to confirm this major breakout. However, recent failure to maintain above its 10-mo/30-mo ma (2,012/1,974) and sharp convergence hint of a retest of its
2009 uptrend (1,763) and below this to major support at 1,574-1,600. A successful test of key support here confirms the start of the next structural bull trend (8-20 years).
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SPX Index – Long-, Medium- and Short-term Trends 
Although the current
cyclical bull resembles
the 1994-2000 bull the
five unprecedented
positive outside months
in 2 years is unusual at
this advanced stage of
the rally. This suggests a
maturing or ageing
cyclical bull (Mar '09)
leading to a cyclical
bear decline (-25 to -
30%) and then the
confirmation of the May
'13 structural bull trend.

A 2-year broadening top pattern warns of the potential to a major
peak in SPX. The bottom of pattern is at 1,784 and the top is at 2,183.
This suggests a technical base of 268/399. A breakdown below 1,784
suggests downside risks to 1,516 and as low as 1,385. A breakout
above 2,183 renders upside targets to 2,451 and to as high as 2,582.

SPX has broken near-to-intermediate term
uptrend channels including: Jun '13 uptrend
channel, Oct '11 uptrend channel and the first of
two 2009 uptrend channel. These technical
breakdowns and weekly death cross sell signal
warn of a potential top. There have been two
recent confirmed technical sell signals (i.e., -12.5%
correction during May-Oct '15 and -14.5% during
Nov '15-Jan '16).

A double bottom breakout on
2/25/16 above 1,950 renders
upside targets to 2,090 or just
below the May '15 downtrend.
However, there is formidable
resistance near 2,000-2,021 and
2,038-2,044 or 150-day/200-day
ma, 1/4/16 gap down and 61.8-
76.4% retracement from Nov
'15-Feb '16 decline. Initial
support moves up to 1,940-
1,950, 1,867-1,896 and 1,810-
1,812/1784.

A third technical sell signal may be
necessary to confirm the end to the Mar '09
cyclical bull rally. Violation of the Jan/Feb
'16 reaction lows at 1,810-1,812 coupled
with a break of the Mar '09 uptrend
channel at 1,774 confirms a market top.
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International Equities–World, Nikkei, DAX, EAFE, EM,Shanghai

MSCI Emerging Markets Index–
Violation of the bottoms of 3
symmetrical triangles at 942/913/863
confirm a major top. Next key support
is 680-687 and below this to 627-664
and then 571-587. Key resistances are:
822-833, 878-924 and then 945-979.

German DAX Index– A 13-year ascending triangle breakout above
8,164 (May '13) still suggests a target to 14,127, longer-term. However,
recent failure to maintain support at 9,700-10,105 now warns of a
correction to 8,169-8,355 or prior 2013 breakout and below this to
7,400-7,600 2009 uptrend). Key resistance is at 10,000-10,500.

Japan Nikkei 225 Index– A breakout above 15,700 (late-2013) has reversed
a structural downtrend and suggests upside targets to 19,000-21,000,
22,751-22,976 and then 26,740. However, negative outside months on
Aug/Dec '15 triggered a consolidation to 14,500-14,850 (1996 downtrend).
A trading range is now likely between 14,500-14,850 and 18,000-18,500.

MSCI World Index– Violation of 2009 uptrend channel at 1,585-1,593
(Sep '15/Jan '16) and a monthly death cross sell (Jan '16) warn of a
major top. This suggests downside risks to 1,382-1,428 and below this
to 1,332-1,337. Key resistance is at 1,650-1,685.

Shanghai SSE Composite - Failure to
clear above 3,600-3,700 during Nov/Dec
'15 and a subsequent violation of key
support at 3,000-3,100 warns of a top.
SSE needs to maintain above next key
support at 2,638-2,635 to establish a
technical base. Key initial resistance is
at 3,000-3,200 and above this to 3,500-
3,700. Violation of 2,635 suggests 2,445
and below this to 2,136-1,950.

MSCI EAFE Index– A large Broadening Top (since
1987), a Head/Shoulders Top (1999) and a recent
Rising Wedge (2009) breakdown below 1,690-1,700
in Sep '15 warn of a major top Next key support is
at 1,505 (Jan '16 low). Violation here suggests
downside to 1,449-1,465 and below this to 1,300-
1,319. Key resistance is 1,657 and then 1,710-1,750.
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Currencies – US Dollar Index, Euro and Yen

USD/JPY breakout of its 1998 downtrend at 105 (Sep '14) triggered a sharp
rally towards 125.85 or just below key resistance at 124.16-126.82. A
breakout here suggests upside to 135 and possibly to 147.63, longer term.
However, an overbought condition has triggered a pullback to its 30-
month ma (112.81). The ability to find support here suggests a trading
range between 112-113 and 119-120, near-to-medium term. Failure to
maintain 112-113 suggests downside to 106.64 and below this to 101-102.6

.99-1.01

1.21

EUR/USD has broken key support at 1.21. This still suggests downside target
to 0.99-1.01 and below this to .9595 and then .8225. However, an oversold
condition suggests a near-to-medium trading range between 1.0456-1.0538
and 1.14-1.17 and an intermediate term range between 0.99-1.01 and 1.21.

Last year's 8-month DXY flag/pennant
breakout above 97.25 suggests an upside
technical target to 118.73, over time.
However, a negative outside week during
12/4/15 and failure to clear above key initial
resistance at 100.39-100.51 warns of a near-
to-medium term consolidation between 92-
94 and 100.51 before higher prices.

US Dollar Index (DXY) has broken out of its 1985 falling
wedge (87.25) and a symmetrical triangle (85). These
breakouts signal a major USD recovery and suggest
upside targets to 100.39-100.51, 101.80, 107-109 and 118-
121. However, an overbought condition warns of a
correction similar in scope to late-1990s consolidation
before the resumption of primary uptrend. This would
imply a near-to-medium term trading range between 92-
94 and 100-102 and an intermediate term trading range
between 85-90 and 107-109.
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Commodities – Bloomberg Commodity, Gold, Crude Oil, Copper

Trading: 34-35 and 44-45
Medium: 32 and 49-51
Intermediate: 26 and 54-57
Longer-term: 21-22 and 62.5

Gold found key support along the bottom of its 3-year
downtrend channel near 1,046-1,060. Recent breakout
above the top of the channel at 1,260 renders upside
targets to 1,377-1,428 or the Sep '13/Mar '15 highs,
38.2% retracement from 2011-2015 decline and 2011
downtrend. Initial support moves up to 1,175-1,189,
1,125-1.135 and then to 1,046-1,079.

Bloomberg Commodities Index has
confirmed a major falling wedge break
down below 165-170. Below 145-146
suggests downside to 108.39 (1999
lows). However, a deeply oversold
condition coupled with the ability to
find support at 145.77-146.91 can
trigger an technical rally to 165-172 and
above this to 187-195/203-218.

Copper has fallen to 1.94 or marginally below
its 76.4% retracement (2.04) from 2008-2011
rally. Finding support here coupled with a
deeply oversold condition can trigger a
technical rally to 2.2-2.4 and above this to
2.57-2.73. Below 1.94-2.0 renders a retest of
2008/2009 lows at 1.25-1.4.

WTI Crude Oil has found key support at 26.05-26.18 (Jan/Feb '16
lows). A double bottom breakout at 34.82 as well as MACD
breakout suggests next upside to 44-45 (200-day ma, 23.6%
retracement from 2014-2016 decline and 50% retracement from
2015-2016 decline). Above the mid-40s renders intermediate term
targets to 49-51 and then to 54-57. Initial support moves up to
34-35 or the prior breakout and then to 32. Jan/Feb '16 reaction
lows at 26.05-26.19 remains key support.
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Fixed Income – US 30/10/5-year Treasury Yields (TYX/TNX/FVX)

A well-defined trading range has developed over the past 3-years
within the 5-year Treasury yields (FVX) between 1.01-1.12% and 1.81-
1.87% (spread of 79-86bp). A breakout above 1.87% suggests upside
to 1.97% and above this to 2.42-2.66%. A breakdown below 1.01%
renders downside to 0.98-0.91, 0.63-0.54 and possibly to 0.22-0.15%.

TNX remains in a longer-term structural downtrend channel between
0.16% and 3.19-3.34%. However, a 4-year symmetrical triangle pattern
has developed between 1.76% and 2.49%. 10/30-mo ma at 1.91/2.1%
provides key initial resistance. A recent breakdown below 1.76% still
warns of a decline towards 1.53-1.64% and below this to 1.38%.

2.51 (Dec '08), 2.44 (Jul '12), 2.22% (Jan '15), 2.38% (Feb '16)

The US 30-yr Treasury Yields (TYX) has been diverging from its
10-yr T-Yields (TNX) as evident by a series of lower-lows = 2.51%
(12/08), 2.44% (7/12) and 2.22% (1/15). This is in sharp contrast
to the 10-yr T-Yields (TNX) as depicted by a higher lows = 1.38%
(Jul '12) and 1.64% (Jan'15). However, the Feb '16 decline is now
creating a new pattern as TNX has fallen to a lower low at 1.53%
(Feb '16) as compared to TYX higher-low at 2.38% (Feb '16).

1.38% (Jul '12), 1.64% (Jan '15), 1.53% (Feb '16)

TNX Short-term range = 1.64-1.68% and 1.91-2.05%
TNX Medium-term range = 1.53-1.38% and 2.28-2.38/2.49%

1.85 (Sep '13), 1.87 (Sep '14), 1.81 (Jun '15), 1.83 (Jan '16)

1.12 (Oct '14), 1.16 (Jan'15), 1.22 (Oct '15), 1.01 (Jan '16)
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S&P 500 Sectors – Consumer Staples & Telecom Services

The broad market correction during Aug-Sep '15 and
again during Dec '15-Feb '16 have led to many defensive
sectors such as the S&P 500 Consumer Staples attracting
investing interests. The ability to maintain above key
support near 455 or the bottom of the 2009 uptrend
channel has led to a rally to new all-time highs
confirming the emergence of a new leadership sector.
Next target is near the 550s.

Although a Broadening Top is still evident a

positive outside month on Jan '16 and a recent
breakout above key initial resistance at 161.5-
165 hint of a sustainable recovery to 177-181.5
or the 2007/2008 highs and 38.2% retracement
from 1999-2002 decline.

Relative Strength and MACD have improved

dramatically in recent months. Confirmed triangle
breakouts would signal a sustainable recovery.

Relative Strength has broken out above key

resistance suggesting the start of an outperformance
cycle. MACD still needs to confirm a breakout.
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S&P 500 Sectors – Energy and Financials

S&P Financials is the second largest S&P sector
and remains an influential driver of SPX.
Violation of its 2011 uptrend at 325-330, 290-296
(Oct 2014/2015 lows) and rolling over of its key
moving averages (290/310) have weakened the
medium term trend. However, ability to find key
support at 262 or its 2009 uptrend suggests a
trading range between 249-266 and 310-335.

The ability to find key support near a 1-plus year
downtrend channel (370-376) can lead to a an oversold
rally to key initial resistance at 462-475 and above this
to 515-531. Key support is 376-395 and then 330-310.

Relative strength and MACD are trading at

extreme oversold levels suggesting technical
rallies are possible, near-to-medium term.

Relative strength has deteriorated in the past year

breaking its 2011 uptrend. This suggests a retest of
its 2009/2011 lows. MACD has also peaked and
headed for a retest of its 2003 lows.
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S&P 500 Sectors – Utilities and Industrials

A Head and Shoulders top formation is evident

on the S&P Industrial. Key neckline support is at
419-422 Also the pivotal 2009 uptrend channel
and 23.6% retracement from 2009-2015 rally is
at 411-422. Key resistance is at 475-482
(left/right shoulders and 2015 downtrend).

Relative Strength (vs SPX) and MACD

indicators have fallen to oversold levels
prompting recent technical oversold rallies.

A negation of a 2-year Head/Shoulders top in S&P 500

Utilities on a convincing move above 225-233 and recent
breakout above 230 suggest a retest of its all-time highs at
253.29. Key support is 220-230 and then 203-207.

A relative strength breakout above the top of its 6-plus year

downtrend channel and a converging symmetrical triangle in
MACD indicator hint of a new leadership sector.
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S&P 500 Sectors – Healthcare and Technology

S&P Info Tech sector remains a relative strength

leader. However, a negative outside month on Dec
'15 warns of a potential head/shoulders top. Major
neckline support is at 603-611. Key resistance is at
710-734 (left/right shoulders).

Relative Strength have slipped on a near-

term basis but still retains its intermediate to
longer term strength. MACD is very weak.

S&P Healthcare sector has weakened as a medium

term top has developed. The ability to find support at
725-737 prevented a deeper setback to the mid-600s.
However, a head/shoulders top warns of further
volatility. Violation of 725-737 confirms a distribution
top. Key resistance is at 775-802 and 825-845.

The relative strength is nearing a test of key support.

MACD continues to weaken via a lower low pattern.
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S&P 500 Sectors – Materials and Consumer Discretionary

S&P 500 Consumer Discretionary has led the market

since the Mar 2009 market bottom (422% rally) but
has slowed near the top of its uptrend channel during
Nov '15 (649.5). A head and shoulders top now warns
of a potential top. Neckline support is 547/552 (Aug
'15/Jan '16 lows). Key resistance is 606-618/638.5.

The Relative Strength (vs SPX) is
maturing near the top of its 7-year
uptrend channel and the MACD
indicator has begun to roll over.

S&P Materials Relative Strength (vs SPX)
and MACD indicator have broken down
suggesting further weaknesses. However,
oversold rallies are possible.

S&P Materials has broken its key 2009 uptrend

channel at 275-285. The ability to find support at
230-243 has triggered a technical oversold rally to
retest key resistance at 275-290.
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% of S&P 500 Stocks above its 200-day MA and SPX/VIX Index

The % of S&P 500 Stocks trading above its
200-day moving average (32.44) has fallen
to levels typical of a prior bear market
decline (2011 at 21%). The ability to find
support in the low-20s coupled with SPX
maintaining support in the low-1,800s has
led to a sharp oversold rally to key
resistance at 2,000-2,030/2,050-2,060 (SPX)
and to 48-53 (indicator).

VIX appears to be entering into a new and more
elevated trading range between 15-19 on the
downside and 24-27 on the upside. A higher implied
volatility may translate into sharper swings to the
downside as well as to the upside during 2016.
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% of NYSE Composite & DJIA stocks > 200-day Moving Avg.

The US listed market as represented by % of NYSE
Composite remains one of the weaker broad based
US index. The recent break of its 2014/2015 lows has
led to a sharp decline to 8,938-8,944 or the Jan/Feb
'16 lows. Violation here opens the door for decline to
8,500 or the 2013 breakout. A technical oversold rally
can lead to a test of initial resistance at 10,000-
10,200/10,500-10,650 (index) and 30-40 (indicator).

The DJIA has technically improved, at least against
many of its US peers. Nonetheless, a head/shoulders
top pattern remains. Key neckline support evident
at the Feb '14/Aug '1/Jan/Feb '16 lows near
15,341/15,370/15,451/15,503. Key initial resistance is
at 17,000-17,100 and above this to 17,978-18,351.
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% of S&P 100 and NASDAQ 100 > than 200-day Moving Avg.

The mega-cap S&P 100 Index (OEX) has also weakened
during the market sell-off in Aug-Sep '15 and again
during Dec '15-Feb '16. However, % of S&P 100 (OEX)
Stocks trading above its 200-day ma (25.9) has stabilized
near its Aug/Sep 2011 and Sep/Oct 2015 lows along the
low-to-mid-20s. OEX is has also found support near 810-
814 (Oct '14/Aug '15/Jan/Feb '16 lows). Key resistance is
at 895-894 and above this to 940-950.

NASAQ 100 Index has also succumbed to the
broad market correction. The lack of a follow
through to its 2015 high (4,694) warned of a
potential top as evident by a broadening
top/head and shoulders top. Key support is the
Oct '14/Aug '15/Feb '16 lows (3,700/3,787/3,889).
Key resistance is 4,400-4,520 and then 4,700-4,800.
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% of Mid-Cap and Small-Cap stocks > 200-day Moving Avg.

Mid-cap (MID) market has peaked last year as evident
by a head/shoulders top pattern. The % of S&P 400
stocks trading above its 200-day ma continues to
establish lower lows over the past 2-plus years. Recent
failure of the indicator to maintain the bottom of its
2012 downtrend channel warns of further selling. Key
support is at 1,215-1,229 and key resistance is at 1,410-
1,450 (index) and low-40s (indicator).

S&P 600 Small Cap Index has broken its Oct '11
uptrend last year. This breakdown coupled
with a confirmation of a head and shoulders
top and/or a rounding top below neckline
support near 590-600 confirms a top. The % of
Stocks above 200-day ma indicator is deeply
oversold suggesting a technical rally to 690-710
(index) and the mid-to-high 30s (indicator).
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Global Markets/QE Programs/9-inning Baseball Game Analogy

4th Inning 

6th Inning European Equities – MSCI EMU Index
ECB LTRO program – Long Term Refinancing Operation 2-

stage program – stage 1 (12/21/11) and stage 2 (2/28/12), QE 

program (1/22/15) –$1.3 trillion or 60 billion/month

Start of the Game (cyclical recovery) – (3/09)

Emerging Markets Equities - MSCI Emerging Markets Index

Japanese Equities - Nikkei 225 Index

Bank of Japan – Governor Kuroda and Prime Minister Abe - Asset Purchase 

program (4/13), BOJ and Gov't Pension Fund Massive Stimulus (10/14), Corporate 

Governance Code Reform (12/14 Proposal and 6/15 Adoption) - 65 billion/month.  

US Equities - SPX Index

TARP - Troubled Asset Relief Program (10/08), 

QE1 (11/08), QE2 (11/10), Operation Twist 

(9/11), QE3 (9/12 and 1/13) , QE3 Tapering 

announced (12/13),  End of QE3 (10/14)

End of the Game – Bottom of the 9th Inning – (???)

8th - 9th Inning?

1st – 2nd Inning

1st Inning Frontier Markets Equities - MSCI Frontier Markets 100 Index
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US Economic/Business Cycle, Sector Rotation & Duration

Early 
Expansion

Middle 
Expansion

Late 
Expansion

Early 
Contraction

Late 
Contraction

Transportation

Technology

Services

Capital Goods 
Industrials

Basic 
Materials

Energy

Consumer 
Staples

Utilities

Financials

Consumer Cyclicals

Early Expansion – 12 to 18 months

� Inflation = Continues to fall 

� Interest Rates = Bottoming out

Middle Expansion –12 to 18 months

� Inflation = Bottoming out

� Interest Rates = Rising modestly

Late Expansion – 12 to 18 months

� Inflation = Rising

� Interest Rates = Rising rapidly

Early Contraction – 6 to 9 months

� Inflation = Rising less strongly

� Interest Rates = Peaking

Deep Contraction – 6 to 9 months

� Inflation = Flat to Declining

� Interest Rates = Falling 

1 complete cycle – 48 to 72 months

or 4 to 6 yearsMarch 2009 2016?2014

Healthcare
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Appendix

% +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

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.

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

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%.

Fibonacci Retracement Level

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.

Downtrend Line

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.

Death Cross

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

Channel

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

FSR

Fan reversal pattern The fan formation is a technical pattern that is based on the use of multiple trend lines to denote a major trend 
reversal. The fan pattern gets its name as it basically resembles a “fan”. It should have a minimum of three trend 
lines (uptrends or downtrends). The break out/break down of the third downtrend/uptrend often completes the fan 
pattern and signals the start of a major trend reversal. The starting point of these trend lines should come from a 
significant peak or a significant trough.

Broadening Top Formation The Broadening top is a rare technical formation that resembles an inverted triangle pattern. It is formed by price 
swings that are increasingly widening and expanding volume. The most common of these broadening top patterns 
are the three ascending peaks and two descending troughs. The combination of wide price swings and increasing 
volume often convey an increasingly volatile and emotional market that's basically out of control. This pattern is 
often associated with market tops rather than market bottoms. The confirmation of the Broadening top occurs when 
the price violates the second of these two troughs.
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Appendix

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.

Golden Cross

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.

Gap

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.
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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.

Relative Strength

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.

Positive/Negative “Outside” Day

Opposite of Overbought.  A technical condition that occurs when the price of a security has fallen to such a degree 
that the price becomes undervalued or has reached the lower band of its trading range prompting a potential rally.

Oversold

A technical condition in which the price of a security has risen to such a degree that the price becomes overvalued 
or has reached the upper band of its trading range resulting in a potential pullback in price.

Overbought

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.

Neckline Support/Resistance

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).

MRA

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.
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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.

Triangle Patterns

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.

Top
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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. 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 PuertoRico 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 and UBS accepts no
liability whatsoever for the actions of third parties in this respect.
Version as per September 2015.
© UBS 2016. The key symbol and UBS are among the registered and unregistered trademarks of UBS. All rights reserved.

UBS CIO WM Research 9 March 2016      36


