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Technical Take

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. All charts and data are sourced from
Reuters and Bloomberg as of 20 August 2010.

US Equity Market

Two competing technical patterns have developed over the past year. A
bearish 10-month head/shoulders top pattern suggests further intermediate-
term technical weakness ahead and a bullish four-month head and shoulders
bottom suggests a constructive near-term bottom is possible. However,
neither of these two technical formations has been resolved as of yet. A
convincing move above neckline resistance at 1,129-1,131 is necessary to
confirm a technical breakout rendering upside targets to 1,150.45 or Jan 2010
high, near-term and then to 1,220-1,252, intermediate-term or a retest of Apr
2010 peak as well as the technical projection based on a confirmed four-
month neckline breakout (120.32-point technical base). On the downside,
repeated failed attempts to break out above 1,129-1,132 coupled with a
violation below crucial support at 1,040-1,045 negates recent basing efforts
and opens the door for a retest of the pivotal Jul 15t low at 1,010.91. To
confirm a 10-month head/shoulders top pattern SPX still needs to decline
below neckline support at 1,010-1,040. This breakdown then renders
downside targets to 943-956 and then to 869-878. Under extreme panic-type
scenario SPX can fall 208.89 points from 1,010.91 to a projected extreme low
of 802. To negate an intermediate-term top, it is mandatory that SPX clear
above key supply at 1,120-1,150 within the next 1-2 months.

Currency Market

A 20+ year head and shoulders top pattern remains intact. This suggests the
US Dollar Index remains vulnerable for further longer-term technical weakness
in the years ahead. However, the breakout above neckline support last year at
78.43-80.5 or 1991, 1992, 1995, and 2004 lows generated another strong
technical rally that led to a retest of the mid-point of its long-term regression
band near the high-80s to low-90s. However, as was the case in prior rallies,
the US Dollar once again faded and reverted back to its primary downtrend.
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The lack of a follow-through on this recent strong surge reaffirms a third right
shoulder at 88.80 or June 2010 high. A subsequent pullback over the past
two months seems to have found key support at 79-80. The ability to
maintain this support may set in motion a trading range scenario into the end
of the year as the US Dollar Index is likely to be confined to a wide range
between high-70s on the downside and the high-80s on the upside.

Fixed Income Market

A three-year head and shoulders bottom pattern on 10-year Treasury
yields has recently been negated on a decline below 3.1%. This technical
breakdown signals a crucial retest of next key support at 2.45%-2.5%
corresponding to the March 2009 bottom and the extension of the 2007
downtrend and the 76.4% retracement of 2008-2010 rally. We believe an
important battle may be developing and the outcome may decide the
future directional trend of rates. A convincing break of support at 2.45%
will likely trigger a decline towards the December 2008 bottom at 2.04%.
However, a successful test of key support coupled with an oversold
condition may trigger a technical oversold rally to its prior breakdown at
2.9%-3.1%. Our longer-term monthly regression study on 10-year
Treasuries yields suggests the long-term secular downtrend still remains
intact (i.e., disinflation and lower yields). However, yields have once again
successfully bounced off the bottom of its regression band (1.81%) during
late 2008 or during the height of the credit crisis. It has also moved above
the mid-point of its band (3.12%) during the 1st quarter of 2010.
Although rates tend to progress to the upper end of its regression range
once it clears above the midpoint. However, this time around, it has
suddenly reversed direction quickly falling back below its midpoint. In two
previous occurrences (i.e., the Emerging Markets crisis of 1997-1998 and
Tech/Telecom bubble of 2002-2003) rates also failed to follow through to
the upside and soon fell towards the bottom of its range.

Commodities Market

It is interesting to note that some of the laggards from the prior year, such
as Wheat, Live Cattle, and Lean Hogs, are now showing strong gains for
the year. Is this a temporary condition or could this suggests the
emergence of new leadership commodities. The strong YTD gains in
precious metals including Gold, Silver and Platinum continue to suggest
the longer-term structural bull trends are sustainable. On the downside,
the speculative bubbles in Sugar and Corn are now transitioning into
successful and constructive basing/recovery efforts. Natural Gas and
Lumber continues to underperform peers.

International Market

Our longer-term technical studies suggest that sustainable growth is
possible in the Emerging Markets over the next several years (5-10 years).
This structural bull call is supported by our monthly relative strength study
that compares Emerging Markets against SPX Index. A recent monthly
breakout in the relative strength chart signals the re-emergence of market
leadership. The Indian equities market as represented by Bombay Sensitive
30 Index has also resumed its market leadership role within BRIC as
evident by the recent ascending triangle pattern breakout. The Brazilian
equities market or Bovespa Index also retains a leadership role within
Emerging Markets as evident by a monthly golden cross buy signal last
year and a potential three-year head/shoulders bottom accumulation type
pattern.
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= 1932 Uptrend = 405
1942 Uptrend = 650

This Logarithmic chart of SPX dating back to early 1930s shows the decline of -57.69% from its Oct 2007 peak
(1,576.09) to Mar 2009 low (666.79) came very close to its 1942 uptrend (red line). This places this bear decline as the
second worst after the 1929-1932 bear market (-86.2%). Although the bearish camp remains convinced SPX will fall
further towards 405 corresponding to the 1932 uptrend (red line) we, however, believe the 1942 uptrend is the more
sustainable longer-term secular trend that will likely hold up on any subsequent downturns. Why? The 1942 uptrend
(red line) recorded 5 successful tests since 1942 bottom including 1949, 1974, 1982 and recently March 2009 as
compared to only 2 successful tests for the1932 uptrend (green line) during 1932 and 1942. If you believe, as we do,
the March 2009 bottom is similar to the 1974 bottom then 1942 uptrend will again be retested as early as 2012.

9 | '60-'64 | '65-'69 | '70-'74 | '75-'79 80-'8 '90-'94 | '95-'99 | "00-'04

e o

l L e 1942 uptrend (white line) appears to be the dominant secular trend as this trend line is currently rising at a 40-45 degree angle, which we
believe, is consistent with the longer-term growth (progression) of SPX. Over the past 68 years SPX has consistently moderated between the
top and bottom of its channel. That is, rallies were repelled near the top of its uptrend channel (blue line) and declines were contained near the
bottom of the channel (white line). Although the March 2009 low at 666.79 appears to be another important bottom it does not necessarily
need to be retested. Rather, we suspect that as time passes the 1942 uptrend will also progress higher leading to a higher level than the 2009
low of t 666.79. Nonetheless. we are concerned that a hroadenine wedoe (ton) nattern still warns of challenginge times ahead
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Although no two bear markets are alike we believe the striking similarities between 2007-2009 bear market and 2000-2002 bear market suggest the
current recovery (cyclical bull rally) may also follow a similar path. Historically, after a major market advance or decline there is a tendency for the
market in question to retest its crucial 50% to 61.8% retracements. Note the Oct 2002 cyclical bull rally began to slow as it nears its 50%-61.8%
retracements at 1,163-1,253. In fact, SPX subsequently entered into high level consolidations during 2004, 2005 and 2006 before resuming the final
leg of its cyclical bull rally achieving a major top during Oct 2007. Since SPX has quickly surpassed its 50% retracement at 1,121.44 and came
within striking distance of its A1 8% retracement at 1.228.74 we can exnect a hioh level consolidation hefore resimntion of the cvelical hull
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The violation of Oct 2002 low of 768 in March 2009 proved to be a false double top

breakdown as SPX soon found key support near 666.79, corresponding to both the
crucial 61.8% retracement (665) from 1982 to 2007 advance and the bottom of a major i TR
1982 uptrend channel (686). The top of 1982 uptrend channel (839) now provides key |
longer-term support. This successful test of pivotal support during 2009 now suggests a SIERED
potential double bottom (W) or even a complex head/shoulders bottom pattern - either
of which are longer-term consolidation formations. Does this then imply SPX will
again retest the Mar 2000 and Oct 2007 highs at 1,553 and 1,576, respectively before
another major bear decline begins? It is interesting to note a positive outside month
reversal on Mar 2003 and a subsequent 10-month base breakout during May 2003
confirmed the end to the prior 2000-2003 Tech/Telecom bear market and the start of a
cyclical bull rally market. Today, a positive outside month also occurred during July
2009 and is also accompanied by a head and shoulder bottom breakout during July/Aug
2009. This breakout confirms a major bottom and renders targets to 1,220, initially and
then to 1,348, intermediate-term. The recent monthly golden cross signal during Jun
2010 suggests the Mar 2009 cyclical remains intact despite recent weaknesses. Is the
choppy trading condition this year similar to the 2004 trading range market?
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us ; SPX In the past 10-years the crossing of the long-term monthly moving + 1075.63 (CO) 16.59 S&P 500 Index
1800 averages have been uncanny in forecasting cyclical bull and cyclical

bear markets. For instance, the Jun 01 monthly death cross sell | | | | | | |

1400 signal led to the start of a major bear decline. Conversely, the Jan

04 golden cross buy signal confirmed the start of a cyclical bull

rally. The Jul 08 death cross sell signal once again proved to a
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note that on subsequent months SPX turned back above its . | 1l ﬂ S0 0 Jan 2004/Summer
2002/2003 monthly closes thereby negating a major double top - s 2010 Golden Cross
breakdown confirming a bear trap. SPX is hovering near its 10-mo as® \
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Based on a normal 11-year double top bar chart a technical breakdown below Sept 2008 bottom at 815 suggests a decline of
734 points or SPX projection to 81. However, this is not realistic. On the other hand, the monthly log chart also suggests a
monthly close below 815 and warns of a structural breakdown rendering downside to 300-350. However, there is a caveat to
this call. The ability of SPX to quickly reverse above the prior breakdown (815) indicates a false breakdown negating the
potential for a double top breakdown. Under this scenario, we believe SPX will now revert back to its longer-term secular
tradine ranoe The ontcome of the recent convergence of the 10 and 30-mo ma sionals an imnending nivotal market turn
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A broadening top pattern is now evident on the SPX daily breadth charts. This breadth chart needs to clear above
its Jun/Jul/Aug 2001 highs to signal a SPX price recovery back to the extension of its prior breakdown.
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Cummulative Advances Less Declines For SPX
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MACD indicator failed to breakout above its downtrehd line during Aug 2009
establishing a potential neckline supply. Despite recent weakness MACD line is still Right Shoulders?
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10 trading above its May/Jul 2010 bottoms reinforcing a head/shoulders bottom pattern. Head S s
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10 PERIOD PRICE RATE OF CHANGE
The rate of change (ROC) momentum has once again weakened after failing to clear above its Oct/Nov 2009 and Jun/Jul 2010 highs. It appears

another retest of the May/July 2010 momentum lows is likely. This suggests the Apr-present correction has father to go before reaching a bottom.
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Mid-term SPX Yearly Intra - Year
Election Year Returns Corrections
1930 -28.5% -44.3%
1934 -4.7% -29.3%
1938 24.6% -28.9%
1942 12.4% -17.8%
1946 -11.9% -26.7%
1950 21.7% -14.0%
1954 45.0% -4.4%
1958 38.1% -4.4%
1962 -11.8% -26.9%
1966 -13.1% -22.2%
1970 0.1% -25.9%
1974 -29.7% -37.6%
1978 1.1% -13.6%
1982 14.8% -16.6%
1986 14.6% -9.4%
1990 -6.6% -19.9%
1994 -1.5% -8.9%
1998 26.7% -19.3%
2002 -23.4% -33.8%
2006 13.6% -7.7%
2010 77? 7?7
Averages (20 years) 4.1% -20.6%
1930-2009 (79 years) 7.13% (ex div) -21.89%
Decennial SPX Yearly Intra-Year
Year (0) Returns Corrections
1930 -28.5% -44.3%

1940 -15.1% -29.6%

1950 21.7% -14.0%

1960 -3.0% -11.5%

1970 0.1% -25.9%

1980 25.8% -17.1%

1990 -6.6% -19.9%

2000 -10.1% -17.2%

2010 77? 7?7

Averages (8) -2.0% -22.4%
Decennial & SPX Yearly Intra-Year
Mid-term Elect Returns Corrections
1930 -28.5% -44.3%

1950 21.7% -14.0%

1970 0.1% -25.9%

1990 -6.6% -19.9%

2010 77? 7?77

Averages (4) -3.3% -26.0%
Decennial/Mid- SPX Yearly Intra-Year
-term & Dn Jan Returns Corrections
1970 0.1% -25.9%

1990 -6.6% -19.9%

2010 77? 7?7

Averages (2) -3.3% -22.9%

In years coinciding with Mid-term Election, Decennial Year,
and down January SPX tends to suffer average declines of
15%-23%. The silver lining to this call is every four years
from the Mid-term Election year cycle low to the Pre-
Election year high SPX also tends to appreciate on the
averavce of 47.8% over an average neriod of 15.5 months.

Mid-term
Election low
Jul 1914
Jan 1918
Jan 1922
Mar1926
Dec 1930
Jul 1934
Mar 1938
Apr 1942
Oct1946
Jan 1950
Jan 1954
Feb 1958
Jun 1962
Oct 1966
May 1970
Dec 1974
Feb 1978
Aug 1982
Jan 1986
Oct 1990
Apr 1994
Aug 1998
Oct 2002
Jan 2006
27?2 2010

Avg. (24) May Sept (15.5mo) 47.8% /15.1%

DJIA Pre-
Election Yr Hi
Dec 1915
Nov 1919
Mar 1923
Dec 1927
Feb 1931
Nov 1935
Sep 1939
Jul 1943
Jul 1947
Sep 1951
Dec 1955
Dec 1959
Dec 1963
Sep 1967
Apr 1971
Jul 1975
Oct 1979
Nov 1983
Aug 1987
Dec 1991
Dec 1995
Dec 1999
Dec 2003
Oct 2007
27?2 2011

DJIA Gains
low-hi / Year
89.6% / 87.1%
63.0% /30.5%
34.1%/-3.3%
49.7% / 28.8%
23.4% /-52.7%
73.6% / 38.5%
57.6% /-2.9%
56.9% / 13.8%
14.5%/2.2%
40.4% / 14.4%
74.5% / 20.8%
55.5%/16.4%
43.2%/17.0%
26.7% / 15.2%
50.6% /6.1%
52.7% / 38.3%
21.0%/4.2%
65.7% /20.3%
81.2%/2.3%
34.0% /20.3%
45.2%/ 33.5%
52.5%/25.2%
43.5% /25.3%

1.26% / 6.43%
72 /M

Down SPX Yr Jan Jan Close Market
Jan Returns Returns to low Trend
1953 -6.6% -0.7% -13.9% Bear
1956  2.6% -3.6% 0.9% Flat

1957  -143% -42% -12.8% Bear
1960 -3.0% -7.1% -6.0% Bear
1962  -11.8% -3.8% -24.0% Bear
1968 77%  -4.4% -4.9% Cont. Bear
1969 -114% -0.8% -13.4% Bear
1970  0.1% -7.6% -18.6% Cont. Bear
1973 -17.4% -1.7% -20.6% Bear
1974  -29.7% -1.0% -35.5% Bear
1977  -11.5% -5.1% -11.1% Bear
1978 1.1% -62% -2.6% Cont. Bear
1981 9.7% -4.6% -13.0% Bear
1982 14.8% -1.8% -14.9% Cont Bear
1984 1.4% -0.9% -9.5% Flat

1990 -6.6% -6.9% -10.2% Bear
1992  45% -2.0% -3.5% Flat

2000  -10.1% -5.1% -9.3% Bear
2002 -23.4% -1.6% -31.3% Bear
2003 26.4% -2.7% -6.4% Cont. Bear
2005 3.0% -25% -3.7% Flat

2008  -38.5% -6.1% -46.3% Bear
2009  23.46% -9.4% -28.6% Cont. Bear
2010  ?7? -3.7%  77? 27?7

Avg (24) -4.7% -3.9% -14.7%

24 Down January = 13 down Years and 10 up Years

Technical Strategist — 7




Wealth Management Research 23 August 2010

us; SPX + 1075.63 (CO) 16.59 S&P 500 Index
1576.09
1485.16
1394.23 A 76.4% retracement = 1,361.50
1303.30 :
iTal . : 61.8% retracemeni= 1,228.74
4

12 12 3 7 Although SPX has achieved our 2010 projection of

' 1,220-1,230 during Apr 2010 coinciding with the
61.8% retracement from 2007-2009 decline and the
measured projection based on July 2009 neckline
1 1 2 1 ' 4 4 breakout above 943.85 we believe there is still some
unfinished business to the upside for next year. That is,
if the cyclical bull progress further it is our contention
1030 .51 | that SPXcan trend up to retest 1,348-1,362 coinciding
with the 76.4% retracement from 2007-2009 decline as
well as the measured projection based on Nov 2008
9 3 9 5 8 Election Day high neckline breakout in Aug 2009. This I
' optimistic call is predicated on (1) the continuation of

the Mar 2009 cyclical bull rally and (2) the ability of 1

LB —
SPX to maintain key support on corrections. Key T e [ Wl *
8 48 . 6 5 support is converging near the extension of the 2007 l-. | 1
downtrend breakout (red circle) at 950 as well as the i f
50% retracement from 2009-2010 rally at 943.30 and o
7 5 7 . 7 2 the Jul 2009 neckline breakout at 944-956. Under f

extreme selling the 61.8% retracement from 2009-2010
rally at 878.04 and Jul 2009 low at 869.32 will act as

666 ,79 | investment term support. | ‘

2007 2008 2009 2010
Fibonacci Bands Values: 1361.50 1228.74 1121.44 1014.14 881.38

us; SPX + 1075.63 (CO)
1219.800

Negative outside weeks during 4/26/10
and 6/21/10 led to corrections of -
1164 .499 | 14.68% and -10.64%, respectively. A Jan 2009 high = 1,150.45
negative outside week on 8/9/10 if
replicated with prior corrections
1109.198 - suggests downside risks to 963-998.

1053.897

998 .59 38.2% retracement = 1,008.55 :
1° 1,010.91 (Jul 1* low) :
943.295 — " 50% et=943:29
] Em
L}
887.994 1 . i
m il / 869.32 (July 09 low) 61.8% retracement = 878.04
"
832.693 — | "= //A bearish broadening top/rising wedge formation since 2009 warns of an impending top. This pattern
fl was confirmed during May as SPX quickly declined to 1,019.91 on July 1* or just above pivotal
/ support coinciding with the 38.2% retracement (1,008.55) from 2009-2010 rally as well as the Nov
777.392 n " 2008 Election Day high (1,007.51). The ability to find support here soon prompted another technical
m oversold rally of 11.7%. However, SPX has failed to breakout above key supply near 1,131-1,150.
" A recent negative outside week pattern during Aug 9" further warns of selling pressure possibly back
722.091 - to retest July bottom. Violation of 1,007-1,010 will confirm a market top and opens the door for a
decline to intermediate-term support at 943-956 or the July 2009 neckline breakout and 50%
f retracement. 869-878 or Jul 2009 bottom and 61.8% retracement represents investment term support.

666.790 —[10-weekma= 1,084 T \
30-week ma = 1,114 2009 2010

Fibonacci Bands Values: 1089.29 1008.55 943.29 878.04 797.30
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+ 1072.87

(CO) 13.59 S&P 500 Index

30-day ma = 1,098
50-day ma = 1,090

150-day ma =1,119
200-day ma = 1,117

Head =1,219.80 (4/26/10 high)

7 |'|ﬂ||ﬂ||WM1/z/09 low = 10?/
|ﬂI

Breakdown below 1,040 - 1,007-1,011, 943-956, 869-878

Two competing technical patterns have developed in the past year. A bearish 10-month head/shoulders top pattern suggests further intermediate-
term technical weakness and a bullish 4-month head and shoulders bottom suggests a constructive near-term bottom. However, neither of these two
technical formations have been resolved as of yet. A convincing move above neckline resistance at 1,129-1,131 is necessary to confirm a base
breakout rendering upside targets to 1,150.45 or Jan 2010 high, near-term and then to 1,220-1,252, intermediate-term or a retest of Apr 2010 peak as

9 D D well as the projected target based on neckline breakout (120.32-point base). On the downside, repeated failed attempts to breakout above 1,129-
- 1,132 coupled with a break below crucial support at 1,040-1,045 negates technical base and opens the door for a retest of Jul 1% low at 1,010.91.
To confirm the 10-month head/shoulders top pattern SPX needs to fall below neckline support at 1,010-1,040. This breakdown then renders
downside targets to 943-956 and then to 869-878. Under strong selling momentum SPX can fall 208.89 points from 1,010.91 breakdown to a
projected target of 802. To negate an intermediate-term top it is mandatory that SPX clear above key supply at 1,120-1,150 as soon as possible.
SO T T T T T T T_ T T ] N
J AUG SEP OCT NOV DEC JAN FEB MAR APR ~ MAY JUN JUL AUGy
30, and 150 Day Moving Averages
us;SPX + 1073.27 (CO) 13.55 S&P 500 Index
A
1 1 32 T, e :
1,120.95 (727/10) mﬂmemlwﬂi |ﬂ | :
1120 | I
1115 | | I :
1110 III| | ,N 5
1N \1,099.77 (8/18/10) :
1105 | / | || 1,107.17 (8/6/10)
1,099.46 (7/13/10 Lk .
1100 | 9946 (/1INY) | Y, S
- i ) | |
1095 Iil | || al H I!'
"1 il
Il I
1090 "l | Since July 2010 a potential small Head and Shoulders
1085 Top pattern has developed. The recent failed rally to
/ ||| " 1,099.77 on Aug 18" may have established the right
1080 fi ! shoulder of a near-term distribution top pattern. Violation M
- ||| | | of neckline support at 1,056.88-1,069.49 confirms a | l ||
1075 I I breakdown and renders a retest of pivotal support near
| ||| | || | | i 1,010-1,040. Based on confirmed 4-month
1070 | i | |' | | head/shoulders top breakdown a projected decline of
72.36 points brings SPX to 984.52. Trading above the
1065 *l“ | ! | left/right shoulders at 1,099.46-1,099.77, respectively and 1,069.49 (8/16/10)
|| | | above its head at 1,129.24 negates recent distribution top.
1060 Y S e — — - —
1055 4‘—05?#%—'—’—}—0%68%%;%0)—‘—'—’—'—’—, . ,056.
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This overbought/oversold (OB/OS) indicator has successfully identified extreme bullish/bearish market conditions associated with previous market tops/bottoms.
Major tops occur at 90.2%-92.8% and bottoms at 25.0%- 31.4%, and recently below 1%-13%. However, it appears the 2007-2009 bear market is unlike any in
recent memories and the subsequent recovery from Mar 2009 low to Apr 2010 high is also unlike any other prior rallies. However, this technical indicator is hinting
that recent sharp rally in recent months is unsustainable as it has stalled near the mid-50s indicating the start of an extensive sideways trading range environment.

SEP 500

Index

100 — | 7/97=90.9% 5/03-89.8% 12/04=90.2% | | 11/06=83.6% | — 1750
3/98=84.5% 12/03=90.4% 7/05=73.6% 5/07=76.6%
20 - 7/09 = 91.6%
8/09 = 93.2%
/N0 =097 A%
80O (@0D) III ST
0 II | al III I. 3/10 = 84.6%
/ \ / 'II V\ |I 4/10 = 80.4%
MLk Y
S50 |]IIII'I'G'|'I ( — \ /II [ ||IIIIIII 07/10=46.1%
40 | / | !I 1000
4/05=38.1% I I I l | 08/10=39.4%
30 7/06=45.9% I
2u 2/00=22.9% | i 750
= o — )
. | 10/01=21.5% III p— vos=174% |- 06/10-15.2%
8/98=9.0% N ' (l ﬂI )
° 7 I I I I I I I I I I I I % 10/08=5.8%
27 'eg 1ggs' oo o1 ‘oz 2003 04 05 oe 2007 08 09 10 | 11/08=5.2%
% of S&P 500 stocks abowe their 26 week moving average 02/09=5.2%

03/09=10.4%

This monthly OB/OS technical indicator has also been reliable in identifying extreme levels associated with major market bottoms and tops. For example, during the
emerging market crisis of the late 1990s, this indicator recorded an extreme reading of 9.0% (8/98) just prior to the Emerging Market Oct 1998 market bottom. Also, during
the Tech/Telecom bubble of 2000-2002, this indicator fell to an extreme low of 7.6% on 9/30/02 ahead of the Oct 2002 bottom. The 2007-2009 bear market display technical
signs of an internal low as evident by extreme reading of 5.2%-5.8% during Oct/Nov 2008. A higher low pattern at 10.4% on Mar 2009 led to sharp technical recovery
placing the indicator at one of highest readings in years at 92.6-93.2% on Aug/Sep 2009. The recent sudden and dramatic decline from the Aug/Sep 2009 peak (low-90s) to
the recent Jun 2010 bottom at 15.2% is strikingly y similar to the sharp drops during the 1998, 2002 and 2008 when the prior bear markets were nearing their end stages.
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us;VIX + 26.44 (CO) 16.14 CBOE Volatility Index

investment sentiments as traders/investors buy put options to hedge against net long equity
exposures. Conversely, when implied volatility falls this indicates bullish or optimistic investment

Extreme Low = 8.20 (8/04/94)
Recent High = 48.20 (05/21/10)

sentiments. However, since the aftermath of the Lehman Brother’s collapse in late 2008 VIX

May 21%. So does then signal the start of a sustainable rising implied volatility? We find the
subsequent decline from May 2010 high to be quite erratic as we are experiencing many mixed and
conflicting technical signals including a downtrend breakout that has yet to confirm. Two island
reversal patterns during July and August coupled with positive outside week, numerous

40 negative/positive outside days, upside and downside gaps. It appears traders and investors are
conflicted as to whether they believe implied volatility will turn dramatically higher or lower. This
lack of conviction suggests that the bulls and the bears are deadlocked and/or complacent. A
convincing move above 27-29 is needed to trigger higher volatility leading to a re-test of the low-

45 | Index has trended lower until Apr 2010 when VIX suddenly jumped to a recent high of 48.20 on ‘

50| When implied volatility (VIX Index) is trending up this is a reflection of bearish/pessimistic \ Extreme High = 171.52 (10/20/87)

35 | 30sand possibly into the high-30s. However, a decline below 20 will likely trigger a drop in the
VIX towards 18 or late-Aor 2010 unside ¢an and then to 15.23-16.17 or Anr/Mar 2010 bottoms.

30

25 r-May 200]

retracement =

20

30-day ma = 24.17 R ”|u| | |
50-day ma = 26.03 Oct/Noy 09 lows = 1] ol DA
150-day ma = 23.91 20.10/20.05 ==sjssnssssundunansnnnnnnn i ] S
{5 i i i AnsEEyEEEEEEEEEEEEES L
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30, 50, and 150 Day Moving Averages  Apr/Mar10lows=
15.23/16.17
us  VIX + 24,50 (CO) 16.14 CBOE Yolatility Index
- 1a0
Contrary to popular beliefs the VIX Index is neither too high nor too low, at
least based on this monthly regression study. The fear indicator is currently 89.53 (10/24/08)
trading slightly above its statistical equilibrium level or the midpoint of its 81.48 (11/20/08)
regression band at 23. Also note that the 10-month ma is also residing near
24.5. This study suggests VIX may be nearing an important inflection point
The ability of VIX to hold onto 23 on a monthly basis may lead to the start Top of band =39 B
of rising implied volatility possibly back to the upper end of its band near Middle of band = 23 73
39. On the other hand, a convincing decline below the midpoint of its band Bottom of band =8
on a monthly basis may signal the start of lower volatility prompting a fall
towards the lower end of its band in the low-to-mid teens. 48.20 (5/21/10)
10-month ma = 24.5 42.15 (5/7/10)
30-month ma =30
— . — o — i - — [

88 89 90 91 92 93 94 95 96 97 93 99 00 01 02 03 04 03 56 |O7|08|09|O

Regression with 2 Standard Deviation Band

25

f
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This monthly log chart dating back to 1929 first warned of a major top as early as 2008 as DJIA failed to hold onto its prior breakout near 11,000-11,250. The selling accelerated
as DJIA fell below the top of its 1932 uptrend channel at 10,500 (gold arrow) and proceeded down to the Oct 2002 low at 7,197.49. Also note that the 50% retracement from
1932 to 2007 advance at 7,119.66 provided key support. Unfortunately DJIA could not hold onto this support zone and a sharp sell off developed that resulted in a low of
6,469.95 on 6 Mar 2009. Given the extreme oversold condition during Mar 2009 sell off an oversold technical rally occurred. The recent cyclical bull rally is again approaching
the top of its long-term internal uptrend channel near 11,000 (green arrow). Failure to convincingly breakout here may solidify a right shoulder of a large head/shoulders<op
nattern. The 61 8% retracement from 1932 to 2007 advance or 5.449.15 (white circle) nravides maior sunnort and then the 1932 untrend at 3.900-3.950.

A bearish rising wedge pattern (grey and green/red lines) remains evident on this monthly log chart. Although this
pattern is still progressing, the severe selling during 2007-2009 has resulted in the violation of an important internal
trend (yellow line) and the pivotal Oct 2002 and Mar 2003 lows (pink arrow). This implies DJIA remains vulnerable
for further volatility on a secular long-term basis. The Mar 2009 cyclical bull is now challenging its pivotal internal
trend line breakdown (grey arrow). A convincing breakout here will prolong the Mar 2009 cyclical bull possibly
towards a high of 11,750. On the other hand, repeated failures to breakout here is negative as this signals the start of a
maior decline. Longer-term support is 6,470 (Mar 09 low) and then 3,400-3,850 or 1942/1949 uptrends (red/green).

'60-"64 '65-"69 '70-'74 '75-'79 '8 t: 3 '90-'94 '95-"99 '00-'04 '05-'09 '10-

10415 .54 (DX) 16.30 Dow Jones Industrial Average

76.4% = 12,374
61.8% =11,246
50% = 10,334

Similar to other key US stock indexes, DJIA has also rallied
sharply from its Mar 2009 bottom. It has gained 74% in the
process but has stalled exactly at the 61.8% retracement of the
2009-2010 rally at 11,245.95. Failure to breakout above key
supply here coupled with a negative outside week during Apr
26", June 21 and Aug 9™ suggests a corrective phase that may
extend further. Although DJIA may resume its cyclical bull run
later in the year/early next year and trade to 11,750, we are more
concerned about the near-term outlook. We would not be
surprise to see DJIA fall to the psychological barrier of 10,000,
near-term and possibly to 9,600-9,850 or the extension of 2007
downtrend breakout and Jul 2009 breakout under strong selling.

Fibonacci Bands Values: 10t 9422 .10 8293.79
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us&DIJI + 10415.54 (DX) 16.30 Dow Jones Industrial Average
15000
14000 | A large head and shoulders top pattern still warns 10-month ma = 10,382 i ,
of long-term distribution forces. The left shoulder 30-month ma = 9,983 I|]|U||] H!ln ]
13000 | jsevident near 11,550-11,750 corresponding to | |ﬂ| (R
12000 | 1999/2000/2001 highs. The head corresponds to J l] ) hi
11000 Oct.07 high at 14,198 and necl'dlne. support is ) | il "“.Wﬁl-m!/ I !"‘ |
10000 | availablenear7,000-7,450. Violation of neckline Jl'ﬂmF Jll‘"rlﬂlﬂﬁ T 4[{]; I
support confirms a major top and the start of a I I \m[ﬂ/_, "ln A
9000 structural bear market. 61.8% retracement from ﬂlulurm& | il A I" I
8000 1982-2007 brings DJIA to 5,899.52 or to key long- —ﬂhl-hlﬂ it 1 i
7000 term investment-term support. In the meantime, a ||| e e " —— - e e — - ‘Iﬂl — -
large trading range environment as defined by | g
6000 [ 7,000-7,450 on the downside and 11,750-12,000
5000 | on the upside is likely in the years ahead. We H—
believe this challenging market condition may 1982 — 2007 rally: |
4000 | frystrate many of the buy and hold investors to 50% retracement = 7,484.04
3000 eventually exit the equities marketplace altogether 61.8% retracement = 5,899.52 I
5000 and not return for manv vears to come. 76.4% retracement = 3,939.02 —
oo || | T ] [ P e s e
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10 and 30 Month Moving Averages
us&DJ1I + 10415 .54 (DX} 16.30 Dow Joney!ndustrial Average
11258 .010 ”
10061 .000 =1
Despite the impressive rally from Mar 2009 bottom to Apr 2010 high and the quick gains
from the Jul 2010 bottom we suspect the cyclical bull rally can still sustain a while longer.
Why? For one, the convincing breakout above neckline resistance at 9,088-9,654
8863 .980 coqﬁqn; a hegd apd shoulders bottom and suggests upside targets to 11,706. An
i . optimistic projection to 12,838 is also possible, longer-term (2011). The first target also
coincides with extension of the Mar 2010 uptrend line. On a near-term basis, however, we o/ _
= believe DJIA is vulnerable for further correction as 3 negative outside weeks on April, = 9
M Lk June and Aug 2010 warn of further consolidation. Violation of numerous key moving
Il | averages at 10,300-10,400 signals a downturn to initial support near 10,008 or the Jul 20"
7666 .965 reaction low. Feb 2010 low and the extension of 2007 downtrend as well as a third H—76:4%=7,600
- U uptrend line from 2009 reside near 9,740-9,835 offering key intermediate-term support.
Un Violation here suggests a deeper correction back to 9,429 or the 38.2% retracement form
2009-2010 rally.  8,864-9,088 or the Jan 2009 highs and 50% retracement is important
u support as well as the Jul 2009 low and 61.8% retracement at 8,087-8,299.
6469 .950
2009 ' 2010
Fibonacci Bands Values: 10t 9428.97 8863.98 8298.99 7599 .93
us&DIJI + 10415.54 (DX) 16.30 Dow Jones Industrial Average
11500 | |
30-day ma = 10,409
11000 50-day ma = 10,295 Hlﬂlﬂlﬂlﬂ !
150-day ma = 10,472 M o -
10500 200-day ma = 10,449 | ot oA U :Hn l
™ I H p‘[’]ul | l g —
A by by Ml
-"I"‘m ﬂl l] ﬂ (e
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9500 ”Iﬂlﬂlﬁ IH|H||] ] r / |
I 'ﬂ|ﬂ|ﬂ|ﬂ|||||l A complex head and shoulders top dating back to last fall 2009 warns of an intermediate-term top. However, it needs to
9000 1L convincingly breech its neckline support to confirm a top. In the meantime, we maintain a Neutral technical stance and believe
| DIJIA will be choppy, near-term. The head corresponds to Apr 2010 peak at 11,258. The left shoulders are visible at 10,730 or Jan
210 high. The right shoulders or Jun/Aug 2010 highs reside near 10,494-10,718. Neckline support corresponds to 9,614-9,835 or
8500 e Feb/May/Early-Jun/Jul 2010 lows. Violation of neckline support suggests -1,644 points decline or downside to 7,970. Note that
July 2009 bottom and 62.8% retracement from 2009-2010 rally also converge near 8,087-8,299 providing investment-term support.
| ——+——""| To negate head/shoulders top pattern DJIA must trade above left/right shoulders at 10,718-10,730 and above head at 11,258.
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Similar to other key indexes, NASDAQ Composite Index has also
suffered a major technical breakdown as evident by the violation of its
1974 monthly log uptrend (pink arrow). The breeching of its 61.8%
retracement (white circle) from 1974-2000 advance near 2,000 during
2008 downturn led to a test of major support at 1,253-1,108 (gold
circle) or the Mar 2003 low, 76.4% retracement from 1974 to 2007
advance, 1996 uptrend and the Oct 2002 bottom. The ability to find
support during Mar 2009 ignited a sharp rally which now appears to be
stalling near the top of a large symmetrical triangle (white dash) and the
extension of the longer-term 1974 uptrend (red line) at 2,450-2,550.
Repeated failures to breakout here signal another downturn. The bottom
of the symmetrical triangle near 1,300-1,350 provides longer-term =100
support. Failure to breakout may lead to a wide trading range between
1,250-1,350 and 2,500-2,550 for the next few years (5+ years).

=70
i
w50

1974 1975-1979 1980-1984 1085-1989 1990-1994 1995-1999 2000-2004 2005-2009 2010-2

Although we are still concerned about the violation of a longer-term 1974 uptrend (red arrow) in the
low-2,000s, we also note that COMP.Q retains a formidable symmetrical triangle pattern (converging
grey lines). The strong monthly relative strength readings versus SPX Index still suggest longer-term
leadership. However, recent failure to confirm a symmetrical triangle breakout above the top of the
triangle at 2,450-2,550 suggests that further technical basing effort is necessary. A convincing
breakout would render longer-term projections initially to Oct 2007 high at 2,862 and above this
supply a return to the Mar 2000 high at 5,133, over time. On the other hand, repeated failure to surge
above key supply zone may send COMP.Q back down bottom of channel at 1,250-1,350, over time.
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10-wk ma = 2,217
30-wk ma = 2,282

3 Negative Outside Weeks

38.2% =2,050.23

50% =1,900.40

The violation of 2009 uptrend during May 2010 sets into motion a correction. The question then becomes whether this
is a normal correction or a major market top. We believe the recent correction is reaching a crucial stage and the
outcome may signal the next major directional trend change. Key near-term support is 2,100-2,141 or Feb/May 2010
bottoms. Violation here sets into motion a series of Fibonacci retracements starting with 38.2% (2,050), 50% (1,900),
and 61.8% (1,751). Note that 38.2% retracement also takes on greater significance as this coincides with the pivotal
Nov 2009 and Jul 2010 pivotal lows (black dash) at 2,024-2,061 or potential neckline support to head/shoulders top.
1,900 +/- 20 is also crucial support as this coincides with the 50% retracement and the Jul 2009 positive outside month
breakout (blue dash). 61.8% retracement at 1,751 and Jul 2009 bottom at 1,727 remain investment term support.
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Last year investors favored many of the pro-cyclical and higher beta securities as evident by the strong year to date performances from Technology,
Materials and Consumer Discretionary. This led to a broad and sustainable rally. Although many investors continue to favor cyclicals such as
Industrials (+3.74% YTD) and Consumer Discretionary (+3.50% YTD) other leading sectors such as Technology and Energy have dramatically
underperformed SPX on YTD ba With the Financials also underperforming since the 3" quarter of 2009 this would imply that SPX will likely
continue to muddle in a sideways to slightly down trending environment until conviction returns.

-9.50
/CX/SPS/YTD/BG

ed trend in select economically
sensitive sectors such as Industrials and Consumer Discretionary. However, Financials has become to underperform and is
now threatening to fall below its 2009/2010 lows. Two other cyclical sectors, Technology and Materials, although still
outperforming SPX, need to exert leadership roles to allow for a sustainable SPX recovery.

— us ; SPX

s BSPMAT ........................................................
[LLLITT T

— us&8SPIND

us&8SPFIN

us&8SPCOD

— us&8SPTEC

e

2009 !
Indexed Relative Strength to us;SPX

—us; SPX

us&8SPHLC

— us&SPUTL

us&8SPENE

us&SPCOM

— us8SPCOS
In a down markets, investors favor the relative safety of the defensive and lower beta sectors. Conversely, in a
rising market investors tend to favor higher beta and economically sensitive sectors. Since Mar 2009 bottom
many of the pro-cyclical sectors still retain leadership roles. However, the S&P defensive sectors are now
showing signs of improvements over the past few months. Are these market laggards emerging as leaders or
are they undergoing technical oversold rallies after selling off sharply for the better part of this year?

|
2009
Indexed Relative Strength to us;SPX
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Last Sale Overlay us&DJI IN GREEN AND us&DI1T Il.‘.ii D

Dow Theory states that for a major longer-term
trend (up or down) to be sustainable, the Dow
Jones Industrial Average (DJIA) needs to
confirm the Dow Jones Transportation Average
(DJT) and vice versa. A divergence between the
two key averages warns of a matured rally or a
key trend reversal. DJT still retains a higher-low
pattern holding above its 2002/2003 lows
(2,008.31-1,918.12). A violation of this low
would have confirmed a Dow Theory sell signal.
However, the ability of DJT to maintain its prior
low during 2008-2009 bear market indicates a
positive divergence, supporting the basis for the
continuation of the Mar 2009 cyclical bull rally.
Although the Mar 2009 cyclical bull can sustain
further, a large head shoulders top pattern in
DJIA is troublesome. A convincing move above
11,500-11,750 on a monthly basis would negate
top. DIJT has recently surged above its key
supply negating a head/shoulders top on
backdrop of the strength in Capital Goods. Dow Jones Transports = 1,918.12 (Mar *03 low)

1'92'93'94'95'96'97'98'99 p0'01'02'03'04'05'06'07'08'09'0

A falling trend denotes MS Cyclical Index (CYC) underperforming MS Consumer Staples
Index (CMR). This often occurs during market downturns (contraction/recession). On the
other hand, the relative strength trend tends to rise when markets are in recovery/expansion
mode as investors favor economically sensitive stocks over defensive names. The strong
relative outperformance from CYC over CMR continues but a more subdued pace. This
bodes well for the sustainable of the Mar 2009 cyclical bull rally. However, a potential peak
may soon develop as it nears prior 2007.2008 highs in the high-80s to low-90s.

e
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Indexed Relative Strength to us;CMR

In the past 15 years SPX and US Mega-Cap Multinational (NFT) have

traded leadership roles 3 times. NFT outperformed SPX during 1995-

2001 and SPX outperformed NFT from 2002-2006. Since 2006 bottom
1995-2001 = US Mega Cap NFT has regained its leadership role. Despite the setback over the past
Multinational (NFT) year we expect NFT to resume its leadership role sustaining for next 2+

outperforms SPX years before shifting leadership back to SPX.

2002-2008 = US Mega Cap

Multinational (NFT)

underperforms SPX
2008-present = US Mega
Cap Multinational (NFT)
outperforms SPX

Tl T T Tag o T T T T T T T _ T T~
> ) 99 00 01 02 03 04 05 06

indexed hélative Strength to us;SPX
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190 However, since Feb/Mar 2009 Value investing has regained some
This indexed relative strength study relative strength as evident by sideways trading in relative strength. Is

180 | between S&P Citigroup Growth Index b this a near-term trading phenomenon or is this the start of a sustainable
(SGX) and S&P Citigroup Value Index [ \I! \ longer-term trend? Note that in two prior occurrences (black and gold

170 | (SVX) continues to show investors i circles) during 2008 Value briefly outperformed Growth but both times
favoring large-cap growth over large- / y ‘|| \ were not sustainable as the primary uptrend resumed. It is also

160 | cap value, at least from a longer-term interesting to note that in the two instances when Value assumed near-
basis. The downtrend channel breakout term leadership it warned of market downturns. The prolonged flat

150 | during 2007 signaled the start of an / \ relative strength needs to be monitored closely for pivotal turns.

us ; SVX investment shift towards Large-cap UJ
140 | Growth over Large-cap Value. From _
— us; SGX mid-2007, SGX would go on to oo Soae

dramatically outperformed SVX. . . .

DR o s =
W v Vi

110 /4 .
100 Aug 10 =129

90
|94 |95‘96 |97|98 |99 ‘DO ‘01|02 |03 lO—I— |05 |06 |D7 |08|09 lO
Indexed Relative Strength to us;SVX
120 < 240
e, R We believe this relative strength study
110 BRALLEN - \ o 220 support the leadership of S&P Mid-cap 400 I
) RRLT TN .¥ Index (MID) over SPX Index. Since
o T, 5 1993/1994 from a benchmark level of 100,
00 A b " fM . 2 MID has outperformed SPX by 80%. It is
90 \\/\A ....V}...,..*---"' 150 interesting to note that from 1999/2000 low, .
g e I MID has outperformed SPX by over 100% .
‘f\ (\ b relative basis beating many other indexes. M
80 ) 160 }

us ; SPX \K\ MW us; SPX //J‘ \/M
70 A Aug 10 = 104 140 -
~us;RUT \JM ~us; 1D W /
o

50 120
Since 1999 to 2006, the small cap market (RUT) has consistently
50 7| outperformed the large cap market (SPX). However, in the past 3 100
years RUT and SPX has traded leadership roles a number of
40 | times as evident by a symmetrical triangle pattern. The recent 80 Aug ‘10 =180
breakout above 103-104 indicates investors are returning to high
30 | beta stocks via small cap names. The recent market setback 50
since Apr/May 2010 peak appears to be nearing a critical
20 juncture as a retest of the extension of breakout is approaching. I T = T T T
94795796 67798 9900 '01702 0304 05 06 07 08709 0 94856 9798 9900 0102 0304 0506 07 0808 0
Indexed Relative Strength to us;SPX Indexed Relativa Strength to us;SPX
260 From 1998-2000 investors strongly favored the NASDAQ
Composite Index over SPX Index as evident by the sharp jump in
240 relative strength near the final phase of the speculative bubble in
v Tech/Telecom stocks. However, the ensuing Tech/Telecom bear
220 o market from 2000-2002 soon led to a sharp collapse in relative
" strength to historical lows as investors sought the relative safety of
200 it SPX stocks. Since then an ascending triangle basing effort has
developed as SPX and COMP.Q have alternated between relative
180 - strength and relative weakness. COMP.Q finally broke out of this
Us : SPX major base in late 2008/early 2009 near 110. This breakout
4 160 supports a multi-year relative outperformance cycle favoring
COMP.Q over SPX. However, a near-term breakdown in relative
~ us;COMP strength is suggesting a consolidation phase to alleviate an
140 . overbought condition before the resumption of primary uptrend.
120 (FEFFFLY S
L]
100 Yo ---‘ll-llllll
80 r (1A
Aug ‘10 =122

60
|9—I- ‘95 |96 |97 |98 |99 lOD lOl ‘02 |03 |0—1- lDS |06 ‘07 |08|D9 lO
Indexed Relative Strength to us;SPX
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110 —]
This study compares SPX Index to the 10-year Treasury Bonds (price). A rare multi-year fan formation breakout via the
100 third downtrend (line #3) occurred during 2008 in the low-40s. This has led to a sharp jump in relative out performance
} favoring bonds over stocks over the past two year (2007 to early 2009). Note that this is very similar to the strong
20 outperformance in Treasury Bonds during the 2000-2003 Tech/Telecom bear market. However, given the superior
performance of bonds over stocks from 2007-2009 a reversal was expected. Treasuries underperformed SPX until Apr
80 | 2010 when the trend reversed course. Is this the start of another rally or will there be a continued decline to the mid-30s?
70
us ;SPX
60
— us@TY .1
50
40
20 Aug ‘10 =54 I
20
1 N 2
T s Tot o9 Tos oo Too Tox ToaTas Toaloe TocTos Tag oo |
94 95 296 97 298 99 00 01 02 03 04 05 06 07 o8 09 (o]
Indexed Relative Strength to us;SPX
]
120 . . i .
This study shows the relative performance between stocks (SPX) and commodities (CRB) since the
110 early 1990s. A downtrend breakout (red arrow) during late-1999 first hinted of the start of a structural
bull trend in commodities. A 4-year symmetrical triangle breakout (green arrow) during early-2002
100 later confirmed a major investment shift favoring hard assets (commodities) over soft assets (stocks).
Mewgguent breakouts during 2005 via 1995 downtrend breakout (blue) and again in early-2008 (grey)
90 further re™iagg long-term out-performance coming from commodities. However, since late-2008 or
Credit/Financial C™mggtocks have regained relative outperformance. CRB needs to surge above the
g0 mid 50s to signal a recove Pn the other hand, if stocks continue to outperform commodities then
us;SPX \mﬂdmwﬁm@mmwkmma.'-MmmﬁmmMMmmmmeMMMWNNgdeﬂ
70 N TT
[T b 1y
- Do A i
LWLLY ' ku T .
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Indexed Relative Stre§gth to us;SPX
110 . . . .
This study compares SPX Index to US Dollar Index. It is interesting to note that in the past 17 years, when
100 the US Dollar Index underperforms SPX, it has led to strong SPX price rallies and vice versa. This is
loosely based on the perception that US Dollar is a good proxy for global risk appetites. Under adverse
market conditions USD acts as a safe haven asset. This inverse correlation was evident during late-2007 to
90 early-2009 during the global financial/credit crisis. However, starting in Feb/Mar 2009 the US Dollar
\ \ Index suddenly reversed direction and fell sharply coinciding with the start of the Mar 2009 cyclical bull
80 rally in stocks. This downtrend is now bouncing of key support near the mid-30s corresponding to the
\ extension of 1993 downtrend. The ability to find support here coupled with a sustainable rally can trigger
70 another USD Dollar Index rally alerting us to risk aversion and the start of a deeper stock market decline.
us ;SPX
60 uim LLLLEEE R R R R R RN R RN R SR RN
— us@bx.1 v \/\M
I
50 %
40 -
30
20
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Indexed Relative Strength to us;SPX
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us@bX.1 - 82.310 (OF) 16.21 US Dollar Index ICE FUT US
Head 10-mo ma = 81 - 125
Head and Shoulders Top Pattern 30-mo ma = 80
|| | Top of Band = 108
| || | || | , Middle = 87
| / Bottom = 67
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A 20+ year head and shoulders top pattern suggests US Dollar Index remains vulnerable for further longer-term technical :
weakness. The breakout above neckline support last year at 78.43-80.5 or 1991, 1992, 1995, and 2004 lows generated another Struétural Bear
strong technical rally that led to another retest of the mid-point of its long-term regression band near the high-80s to low-90s. :
However, as is the case in to prior rallies the US Dollar faded once again. The lack of a follow thru on this strong surge reaffirms V

a third right shoulder near 88.80 corresponding to the Jun 2010 high. A subsequent setback over the past 2 months seems to have
found key support at 79-80. The ability to maintain this support may set into motion a trading range scenario into the end of the
year as US Dollar Index is likely to be confined to a wide range between high-70s and the high-80s. — 50
| | | | | \ | | | | | | \ | | | | | | \ | | | |
87 88 89 90 91 92 93 94 95 96 97 98 99 00 01 02 03 04 05 06 07 08 09 O
Regression with 2 Standard Deviation Band

us@DX .1 \ - 82.310 (OF) 16.11 US Dollar Index ICE FUT US
121.290 A major 6-year downtrend breakout near the low-to-mid 70s (red arrow) during 2008 coupled with
n a surge above the 38.2% retracement from 2005 high to 2008 low at 79.26 offers technical signs a
116.266 — H USD recovery. The Nov 2009 rally quickly led to a retest of the 2008-2009 highs (89), and the 38.2%
) H retracement (90.24) from 2001-2008 decline. However, failure to surpass this key supply zone has
H prompted a sharp pullback to important near-term support at 79.78-80.5 creating the potential for a right
111.242 _JH shoulder to a 6-year head and shoulders bottom pattern. If indeed this is major bottom we suspect that it
0 7 will take a time before a sufficient technical base is established to propel it to retest its crucial neckline
H Hu supply at 89-93. On a shorter term basis, this recent rally is approaching key near-term supply at 83.5 +/-
106.218 n 1 coinciding with the 50-day and 150-day ma as well as the extension of the Nov 2009 uptrend line.
61.8% =102.1 Breakout here renders a retest of the high-80s. Failure to breakout here will prompt another decline back
T [ 2 | tothe Aug 2010 low near 80.17. Below 79.79-80.17 suggests downside risks to 76.74-77.64 or Jan 2010
101.194 HH bottom and 76.4% retracement from Nov 2009 rally. The Nov/Dec 2009 bottoms and the 2008 uptrend
50% =96.17 at 74.21-74.31 remain crucial intermediate-term support as well as the 2008 bottom at 71.05.
96.170 - HU N\
uﬂ 'HH J F Key intermediate-term supply = 89-93
o — - [o— — — — - - . . . - ————
91.146 - 38.2% =90.24 i R '|- T
| e T T —— ___T
°-12) am HH ﬂ | fat Hﬂ ﬂ |
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s 30-day ma = 82.31 .ﬂ f
76.07{ .. 50% = 81.50 50-day ma = 83.60 r-term support = 79.78-80,5
61.8% =79.78 cecesccceshedviocee
. v vk 76.4% = 77.65 150-day ma = 82.75
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Fibonacci Bands Values: 109.43 102.10 96.17 90.24 82.91
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$$EURUSD - 1.2854 (BR) 16.05 Euro-US Dollar
1.7 1 a complex head and shoulders top is beginning to develop over the past 6-years. The strong selling from
late last year has subsided as EURUSD fell to 1.8888 or just above key support near its 2004/2005 bottoms
at 1.1643-1.1764. We believe this decline has produced a potential neckline support. The ensuing rally
1.6 appears to be an oversold rally that has struggled to as it nears its supply zone corresponding to the 10- ARSESEESEEENE
month ma (1.34) as well as the 50% retracement (1.35) from Nov 09 to Jun 10 decline. This failed -ﬂml
breakout has now led to a quick retrenchment back towards initial support near its 10-week ma as well as "
1.5 | the Jul 2010 breakout at 1.25-1.27. A sideways trading range scenario may soon develop confining [esposeccqneccsle
EURUSD to 1.25 on the downside and 1.35 on the upside heading into the end of the year. Hl u u
N | |L
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10 and 30 Month Moving Averages
$$JPYUSD - 11.7146 (BR) 13.44 Japanese Yen - US Dollar *1000
13.0 JPYUSD has been strong over the past 4 months. However, it is nearing
12 .5 major supply corresponding to its Nov 2009 high at 11.7768. Although a
retest of longer-term supply at 12.5367-12.5823 or the 1995 record high is
possible, an overbought condition and repeated failed attempts to breakout
12.0 above the crucial Nov 2009 high would signal the start of a consolidation pessdans
11.5 phase. We would not be surprise to see JPYUSD pullback to initial support
near 11.4038-11.4406 or the 50-day/10-week ma. Secondary support is also
available near 11.2360-11.3437 corresponding to the prior May/Mar 2010
11.0 highs. 11.0865-11.0977 or the 150-day/30-week ma as well as the 10-mo
10.5 ma at 11.1476 offer intermediate-term support. 30-mo ma at 10.5175
' I] | l] provides pivotal investment support.
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Treasuries

iM 4 5 7
/lyeflog/fce=ca: H - H NYC For help:

The above chart shows the yield curves for the G7 countries on 20 Aug 2010. The bottom chart is the snapshot of the same yield curve taken during 18
June 2007 or the start of the subprime/global credit/financial crisis. If you recall, the consensus view was for a continued global synchronized recovery.
However, many G7 countries recorded flat to inverted yield curves. This indicated a less robust global outlook and warned of an impending global
economic contraction. Today, there are some questioning the sustainability of the global economic recovery and others suggesting a double dip or worse a
deflationary environment. However, the current global yield curve continues to show G7 countries with continued rising yield curves. This suggests the
global stock/economic recovery may still be sustainable. If global yields begin to flatten along the long-end an economic recovery is nearing maturity.
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18-Jun-07_ 14:32 NYC For help: /YC/7? (c) REUTERS

Treasurv Yields

The US Treasury market has been an excellent indicator to convey risk appetites. It is
uncanny that US Treasury yields have experienced several sharp declines over the past 20
years (i.e., 1989-1990/1994-1995/2000-2001, and 2006-2008) all of which preceded financial
and/or economic crisis. For instance, the 1989-1990 decline in yields coincided with Japanese
stock market/real estate crash, S&L crisis, the First Gulf War and Latin America financial
crisis. Investors soon fled to the safety of US Treasuries driving interest rates down sharply
lower. Also during 1994. the Orange Countv crisis led to a dramatic shift towards lower rates.
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The onset of the 2000-2003 Tech/Telecom bubble burst also fueled risk aversion as
yields again fell sharply. Most recently, the US residential housing burst (Jul 2005)
and the onset of financial/credit crisis (summer ‘07) have led to a precipitous drop in
yields. US Treasury yields fell to an extreme low during Dec 2008 and began to
reverse direction. Today, the long-end of the US yield curve (30-year) is approaching
2006/2007 peaks but the short-end of the curve (6-month and 2-year) remains
stubbornly low. Is the shorter-term rates poised to trend sharply higher next vear?

oOunounowunouwvyowm
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us  Q7%Y10 - 2.614 (GB) 13.21 Garban US Treasuries
This longer-term regression study has successfully identified major tops and bottoms associated with 12
important cyclical turns in interest rates over the past 24 years. The long-term secular downtrend still remains
intact suggesting an accommodating interest rate environment (i.e., disinflation lower yields). However,
yields have once again successfully bounced off of the bottom of its regression band (1.81%) during late 2008
or at the height of the credit crisis. It has also moved above the mid-point of its band (3.12%) earlier during 10
the 1% quarter of 2010. Although rates tend to move towards the upper end of its regression range once its
clears above the midpoint this time around, however, it suddenly reversed direction quickly falling back
below its midpoigt. In two previous occurrences (Emerging crisis of 1997-1998 and Tech/Telecom bubble of
H”’ 2002-2003) ratesgalso failed to follow through to the upside and fell dramatically towards bottom of its range.
i
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Regression with 2 Standard Deviation Band
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40 A 3-year head and shoulders bottom pattern has
-| been recently negated on a convincing decline
382 1o I d incing decli
below 3.1%. This technical breakdown signals
“| acrucial retest of next key support at 2. 0~
36 ial f k 2.45%
| 2.5% corresponding to the Mar 2009 bottom as
34 well as the extension of the 2007 downtrend
32 - breakout and 76.4% retracement of 2008-2010
30 rally. We believe an important battle between 3.1%-3.2% -
"] the bond bulls and the bond bears may lead to
28 | the next directional trend change. A convincing
26 break of this crucial support will lead to a
- decline to the Dec 2008 bottom at 2.04%. On 2.46%-2.5% oy
| the other hand, a successful test of this key mEmEERERPS
24 support coupled with an oversold condition may N
-] trigger a technical rally back up to its prior
% é breakdown near 2.9-3.1%. 2.04%
! ! T
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30-week ma = 3.38%

Technical Strategist — 23




Wealth Management Research

23 August 2010

us ; QZ%Y02 + 0.493 (GB) 09 .57 Garban US Treasuries
—12
10-week ma = 0.58%
l 30-week ma = 0.78% Top of Band = 4.33%

i 10-month ma = 0.78% Middle of Band=1.77% | '°

30-month ma =1.22% Bottom of Band = -0.79%
* - 8
l TG
Il :

2-year Treasury yields remains in a seculaf dowijtrend channel. Short-term rates tend to peak near the top
of its monthly regression band and converkely bottom near the lower end of its regression band as it has
been quite reliable in forecasting economic and financial crisis as well as recoveries and expansion cycles
in the past 20+ years. As the financial crisis escalated during 2008 short-term yields drop below the
midpoint of its regression band and proceeded down to a low of 0.60% on Dec 2008. 2-year yields have
now fallen below the 0.60% level and are now trading in uncharted territories. A convincing move above
1.20%-1.44% or Jun/Dec 2009 highs is still needed to signal a recovery back to the middle of its band. Do
sustained lower yields again signal an impending financial and/or economic crisis?
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Regression with 2 Standard Deviation Band
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us ; FVX - 14.01 (CO) 09.52 Five Year

Mote T Yield Options

80
i ——
I JJTN ‘\\‘

- IWWH h ﬁ;~“‘

10-mo ma =2.12%
30-mo ma =2.37% ||

o I T
= ] "

i gl

40 |
The middle of the US treasury yield curve as represented by the 5-year i |i|
note (FVX) has traded in tandem with its longer-term counterparts. After ﬂ

30 holding onto to the bottom of its long-term 16-year downtrend channel |

near 1.19% during 2008 downturn, FVX reversed direction via a breakout II
of its 2007 downtrend near 2.4%. However, recent market turmoil has led

20 to risk aversion as 5-year yields fell back to key support at 1.9%-2.1%. [—

1.5%-1.7% and is now head to 1.2% or a retest of 2008 pivotal lows.

Failure to find support has led to a decline that subsequently violated T
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10 and 30 Month Moving Averages
us ;QZ%Y30 - 3.712 (GB) 09.30 Garban US Treasuries

12

Similar to the 10-year Treasury yields, the 30-year Treasury yields has been confined within the top and bottom of its long-term monthly

linear regression band. Note that the 30-year yields were the first major fixed income asset to trade to the top of its long-term regression

l band near 4.84%. A convincing breakout here would signal much higher rates, over time. However, a negative outside month on April
2010 as well as failure near 2007 downtrend just below 5% now suggests a pullback in yields. A convincing decline below the mid-point i
of ifs band near at 3.75% and the Oct 2008/Oct 2009/May 2010 lows signal lower yields. A potential head and shoulders bottom dating 10

hangy to 2007 will also he neoated nramnting lawer rates to Mar 2009 hottom at 3.37% and nossiblv to 2.52% or Dec 2008 low
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Spread = 2.575
September 1992

The 10- and 2-year yield spreads can alert investors to

to two prior timeframes (i.e., 1989-1992 and 2000-2003)

for comparison. During 1989 and 2000, spreads between
10- and 2-year Treasury yields contracted sharply to
unsustainable levels (i.e., -0.402 and -0.473). In both
occurrences, the yields on the short-end of the yield curve
fell faster and sharper than the long-end. As spreads
expanded sharply a recession developed near the midpoint
of its yield expansion. For instance, spreads tightened to

an extreme level of -.0402 in Mar 1989 before expanding
over the next three years. This ultimately led to the 1990-
1991 recession. Spreads began to contract sharply to an
extreme level of -0.474 in Mar 2000 before widening over
the next three years. This expansion soon led to an

economic recession in 2001. In Nov 2006, yield spreads
once again contracted sharply to an extreme low of -0.15
leading to the recent 2008-2009 recession. As is the case
in the past, it appears spreads tend to expand rapidly for

nearly 3 years before the onset of a sharp contraction.

Recent spreads have expanded to as high as 2.822 (Mar
2010) or above prior extremes of 2.575 and 2.675 during
Sept 1992 and Jul 2003 and is now sharply contracting. In
the process it has fallen below key supports including 2.65
and recently 2.4-2.55. A breakdown here signals

0.0

downside to 1.875. 1.463-1.469 is crucial intermediate-
term support as there is a large vacuum below here.

pivotal changes in the US economy/stock market. We turn

Spread = 2.675
July 2003

—
Jan 2010 = 2.782
Feb =2.811
Mar = 2.822
Aug =2.142

‘-“‘Illl

1.469 (8/08)
1.463 (12/08)

| |

Historical Yield Spread =
75-100 basis points.
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Spread =-0.402 (3/89)
Jan-May 89 (5-months)

Spread = -0.474 (3/00)
Feb-Dec 00 (11-months)
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Aug06-Feb07 (7months)
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This monthly study depicts the relative
performance between the long-end of the Treasury
yield curve (i.e., 10-year yields) and the short-end
of the yield curve (i.e., 2-year yields). The analysis
suggests that since the 2nd half of 2007 the 2-year I 1
Treasury yields have been outperforming the 10-
year yields. That is, 2-year yields have been
declining faster than 10-year yields, at least from a
relative strength basis. Earlier last year it broke
below the low-60s or key support. An oversold
bounce soon developed from Mar 2009 bottom as
short-term rates began to rise as represented by
stabilization in the relative strength chart.
However, this trend was not sustainable as the short
end of the Treasury yield curve began to fall faster
than the long-end. A recent symmetrical triangle
breakdown over the past two months now suggests
acceleration to the downside has begun.
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Wheat
Lean
Gold
Live Cattle
Silver

Hogs

Platinum
Soybean Meal
.20%
.69%
.61%
.68%
.35%
.81%
.24%
.85%
.89%
.18%
.56%
.02%

Soybeans

Copper

Corn

Soybean 0Oil
Reuters CRB
Heating 0il
Crude Oil, Li
Sugar (World)
Gasoline
Cocoa
Lumber
Natural Gas

-28.50 -14.25
/C/YTD/BG 19-Aug-10 22:26 NYC

PERCENT COMMODITIES CHANGE FOR United States

It is interesting to note that some of
the laggards from the prior year such
as Wheat, Live Cattle, and Lean
Hogs are now showing strong gains
for the year. Is this a temporary
condition or could this suggest new
commodities emerging as leaders.
The strong YTD gains in precious
metals including Gold, Silver and
Platinum continue. On the
downside, the speculative bubbles in
Sugar and Corn are now
transitioning into successful
basing/recovery efforts. Natural
Gas and Lumber continues to
undernerform neers.

1000 10000
CRB versus SPX /
From 1914 to Present
I 1000
100 1
I 100
CRB Returns
10 | 1929-1949 = +590%
1966-1982 = +256%
2001 low to Jul 08 =+159% |+ 10
In the past 96 years, there has been a consistent, long-term
inverse relationship between soft assets such as stocks (SPX —CRB
Index) and hard assets such as commodities (CRB Index). ——SPX
1 1 1 1 1 1 1 1 1 1 1
12/311914  12/31/1924 12/31/1934  12/31/1944 12/31/1954 12/31/1964 12/31/1974 12/31/1984 12/31/1994 12/31/2004

This long-term study shows a direct inverse relationship between soft assets (i.e., stocks) and hard assets (i.e., commodities) dating back to 1914. When equities
enter into a long-term bear trend, commodities enter into a long-term bull trend and vice versa. Based on this long-term inverse relationship, we believe the current
direct correlation is temporary. If you believe, as we do, that SPX (stocks) is at the midpoint of its long-term secular trading range that requires another 5-10 years
of sideways trading before the next secular bull trend then CRB (commaodities) will likely revert back to its long-term secular bull trend in the near future.
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270.19 (NF) 14.45 RI/CRB Index ICE FUT US

After 20+ years of a secular bear market during the 1950s to

1970s CRB Index finally broke out in 1971-1972 (green arrow). 2pd rally: Aug 1977-Nov 1980 =
This breakout ignited a secular bull trend that would produce

gains of 256% in approximately 10-years. However, the secular

bull was not in a straight line. A consolidation phase during

1974-1978 was necessary before the second stage of the rally can

begin. The secular bull in commodities finally came to an abrupt

end coinciding with the Hunt Brothers attempt to corner the

Silver market during Jan 1980.

n !
-----.....h_....
[

hF) 14.45 RJ/CRB Index ICE FUT
The OPEC oil embargo commodities based rally during the 1970s
into early 1980s is comparable to today’s Emerging Markets i
consumption driven commodities based rally. There were two
distinct bull rallies soon after the 20-year base breakout (i.e., 1972-
1973 and 2003). In between these rallies were consolidation phases
(i.e., 1974-1978 and 2006-2007) and a final third lower-high
exhaustion rally marking the end to the prior secular bull rally. The
last rally from 1982-1984 (+26%) retraced nearly 50% of its 1980-
1982 decline before encountering major supply. Failure to breakout
marked the end to the secular bull and the start of a secular bear. The
Feb 2009 cyclical bull rally appears to have stalled near major supply
at 300 +/- 2 or the 38.2% retracement from 2008 decline, 2008 major
breakdown, middle of monthly regression band and the 30-mo ma.

I|
3" rally: Feb 2009J.L \I’j]

¥

present = i
dl

-
o

10 and 30 Month Moving Averages

Last Sale Overlay us;SPX IN GREEN AND us@CR IN

After many years of an inverse
correlation between stocks and
commodities this relationship decoupled
during 2003 coinciding with the secular
downtrend breakout in commodities.
However, it wasn’t until the credit crisis
during 2™ half of 2008 that the
correlation between stocks and
commodities went to 1. Will stocks and
commodities soon regain its longer-
term inverse relationship?

1 92 93 94 95 96 97 98 99 00 01 02 03 04 05 06 07 08 09 O
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us@CR - 270.19 (NF) 14.45 RJ/CRB Index ICE FUT US
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460 Our longer-term secular bull call on commodities is based on two structural developments: (1) the historical
inverse relationship between hard assets (commodities) and soft assets (stocks) dating as far back as 1914,
and (2) the longer-term demand for commodities coming from Emerging/Developing countries such as
440 China, India, Brazil and others. As long as the above two conditions hold up the secular bull trend in
commodities that first started in late-2003 via a 20+ year downtrend breakout will sustain further. However,

420 this rally turned speculative during 2007 into 1% half of 2008 as traders/investors all chased the commodities
400 rally as global equities were under pressured. The global credit/financial crisis during 2™ half of 2008 \

trigger a financial meltdown as almost all financial assets including commodities collapsed. CRB would

soon fall below key support at 250 trading as low as 200 (intra-day basis) by Feb 2009 before stabilizing. m
380 An oversold rally quickly brought CRB back to its prior 2003 breakout in the 250s. We believe this is / \ \

technically significant as this action suggests the secular bull trend can resume. However, given the
360 technical damages incurred during this downturn we can CRB to need to rebuild its technical base via a

. . . . . . EEEER EEEEEER nn

340 extensive trading range. Just south of 300 corresponding to its prior breakdown and the falling 30-mo ma H # /»\

remains at 240-250 or Sep 2009 and May/Jun 2010 lows as well as the extension of the 20+ year downtrend
320 channel. Violation here would be negative as this opens the door for a decline back to 227-230 or the Jul 09

and Feb 10 bottoms. Under adverse market conditions via broad market sell off CRB can return back to its .)ﬁ%z@y
300 | vivotal Feb/Mar 2009 lows near 200.16-200.34. ne

280 j

0 M o
220 AN Sl N ) /

%W — \ﬂ M,&K 10-month ma = 271
200 Y W - 30-month ma = 290

180 ———
88'89 90'91'92'93'94 95 96 97'98 99 00 01 02'03'04' 05 06 07 08 0T 0
10 and 30 Month Moving Averages

represents key supply. Above this key supply suggests 350-375, over time. On the downside, initial support / EMf . :{J /J-
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us@CR - 270.19 (NF) 14.45 RIJ/CRB Index ICE FUT US

Speculative buying during the 1* half of 2008 resulted in a parabolic move that resulted in CRB Index trading to an — 300

extreme 4-standard deviation above its historical norm. CRB soon recorded a speculative high of 473.97 on 3 July

2008. However, by the end of July a negative outside month signaled a major top and the start of an impending

major reversal. Net redemption, margin calls, unwinding of leveraged positions, global financial/credit crisis, global

recession and the resurgence of the US dollar all attributed to the sudden and dramatic drop in commodities. As the

selling accelerated into the heart of the credit crisis (3" to 4™ quarter of 2008), CRB plummeted sharply below the

high 300’s or the top of its regression band triggering a mean reversion that quickly led to a precipitous decline

towards the statistical equilibrium level near the middle of its regression band at 302. Unfortunately, selling

continued as panic selling forced upon the remaining holders of commodities to exit their net long positions. ”-m

Sellers finally capitulated as CRB fell slightly below the bottom of its regression band at 217. Given the volatile 375

swings over the past two years we believe investors are now cautious in this market. This defensive stance will lead
to a wide trading range as defined by 200-217 on the downside and 295-302 on the upside coinciding with the
bottom and midpoint of its 2-standard deviation monthly regression band. A convincing surge above 302 is
required to signal the resumption of the 2009 cyclical bull rally. A decline below 200-217 confirms a long-term
structural breakdown and the start of a bear decline.

250

e

T A

0

Middle of Band = 302
Bottom of Band = 217

- 125
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Regression with 2 Standard Deviation Band

‘ 1 Top of Band = 388
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us@ClL .1 - 75.77 (YF) Crude Oil Light Sweet
90 | 2008-2009 Retracement 10-wk ma =77
76.4% =120.35 30-wk ma =78 "
85| 61.8% =103.70 l]ﬂlul o
50% = 90.23 L T A e P B R T CLLLCT CEELTENEEE D SEEEPETEEI S SN
° i e R
80 [ 10-mo ma =78 K| —'ﬂjlﬂimﬂ |||| - ] Sttt
30-mo ma =79 | | | ] _"/’I\lﬂL i
25 | I“ u ﬂ|ﬂ| /_T i / /
Jjﬁlﬂ/ )
70 I 1
65 ]
60 || Crude Oil appears to have failed near the top of its 4-month uptrend channel near 83. This failure prompted a sharp pullback that has now begun
to violate the bottom of the uptrend channel near 75. A complex 1-year head and shoulders top pattern is potentially bearish. Key support is at
66.5-68.5 coinciding with the 38.2% retracement from 2009 rally and late-2009/2010 lows or potential neckline support. Violation here confirms
55 || adistribution top and signals the start of another downturn to the 50% retracement at 60.17 and possibly to 56-58 or Jul 2009 bottom. Under -
extreme selling Crude Oil may fall straight to the 61.8% retracement and 2007 bottoms at 50-53.81. Initial supply is now evident near key
converging moving averages at 77-78. Secondary supply is also available near 82-83 and then 87-90, intermediate-term.
50 — =
AUG ~ SEP  OCT NO DEC JTAN FEE  MAR APR ™ ™MAY JUN JUOLC AU
30, 50, and 150 Day Moving Averages
us@aGC .1 1292 20 Lo 17 44 Gfld, 100 Treoy O=z. COMEX
1300 We believe investors/traders continue to use Gold as a hedge against geopolitical uncertainties .
and currency fluctuations. Gold retains leadership qualities as it was the first major commodities LELLEE T L A\ 4N
1250 to achieve a record high of 1,033.9 on 18 March 2008 nearly four months before other Nssssmssisssssssssss _h _IﬁHHL T
1200 commodities achieved respective highs. On the downside, Gold was also the first major : 1] Hti
commodity to achieve a major bottom at 681.00 on 24 Oct 2008 nearly 5-months ahead of other | ! | | Tl
1150 commodities. The key breakout above 980-1,008 during Aug/Sep 2009 timeframe was : | ﬂ I i
technically significant as this confirmed two major technical bases including the 7-mo triangle | | | | i "ﬁ nHﬂ | I
1100 pattern and 2-year head/shoulders bottom formation. Gold has already achieved our shorter-term : LIl ﬂ" i
1050 projection of 1,200-1,230. However, the 2-year breakout still renders upside targets to 1,350. "EIJ i ymmsmsmmEEEEERI
ﬂ_- "TYTLLL -|‘
1000 i H f
| | - !l '
950 | | | I H It I I
ooo bt dp P e
I Iyl
850 \%;FF
800 10-mo ma = 1,164 !H Il ! 1 Ona nLar—term basis, since May 2010 a 4-month consolidation phase has developed.
30-mo ma = 995 M ? A convincing surge above supply at 1,250-1,267 or the May/Jun 2010 highs confirms a
750 | | | technical breakout and suggests upside targets to 1,275-1,282 and then to our intermediate
700 10-wk =1214 term projection of 1,325-1,350. To protect trading profits we recommend moving up
-wkma =1, trading support to 1,200-1,215 and then to 1,165-1,170. Key secondary support also rises
650 30-wk ma=1.170 to 1.125-1.145 and then to 1.075-1.085. Intermediate-term sunnort remains at 1.008-1.027.
2008 2009 ' 2010 '
10 and 30 Week Moving Averages
usaHG . 1 - 333.85 (CF) 17.14 Copper, High Grade COMEX
440 .
420 Copper is an important commodity product and as such is a good gauge for overall global growth or A
400 global consumption. This industrial metal suffered an intense selloff after violating its 2005 uptrend ”
g 2 g near 320-330 (red arrow). The subsequent rolling of the 10/30-mo ma and breaking of the 2007 low
340 at 235-245 triggered a sharp sell off as Copper plummeted to its long-term support at 125.50 (Dec u
320 2008 and green circle). The selling soon subsided just above the extension of its major 20+ year |
300 channel breakout and 2004 bottom at 120. The ensuing rally from 2009 bottom accelerated quickly |
>80 as soon it broke out above its 10-mo and prior key support (dash line) near 240. The upside
260 momentum increased until Copper finally stalled near 368 on April 2010 or just above its 76.4%
retracement (355.12) from the sharp 2008 decline. A negative outside month on Jan 2010 coupled v
240 with two negative outside weeks during Apr 2010 warned of a high level consolidation between 275- W T
220 285 on the downside and 365 on the upside. A potentially large 6-year head and shoulders bottom 1 T
200 still suggests a structural bull condition in Copper for the longer-term. I 47 [l
180 m=b — ] T \ .4
160 T _# ) ull
ra0 T I iy T —_— i
.HI - {1 . I"'n .!!n.:ﬂmﬂ‘—k\ |]|H|m Jwﬂ[ ﬂhllﬁmﬁr\ |l T
100 i i ™ Y | 10-mo ma=324
80 o il e
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us@MNG .1 - 4.267 (YF) 16.17 Gas, Natural NYMEX

16

15 Natural Gas continues to lag its Crude Oil counterpart. Nonetheless, the ability to find key support near 3.8-4.0 or the
Mar-May 2010 bottoms as well as the late-Sep 2009 upside gap breakout and the 50%-61.8% retracement (3.82-4.26)
14 from Sep 2009 to Feb 2010 rally is crucial to a longer-term stabilization of this energy commodity. Additional support
13 is also available near 3.15-3.25 or the Apr/Jul 2009 bottoms. 2.41-2.73 or the Aug/Sept 2009 lows still provide long-
12 | term investment-term support. Next key challenge is for Natural Gas to surpass trading supply at 5.00-5.2 or Jun/Aug il
2010 highs. The Jan 2010 high at 6.11 remains key secondary supply. Above 6.11-6.14 is technically important as this

|
]

11 action clears the 30-mo ma and confirms a higher high pattern. This breakout suggests a retest of 6.72 or the 38.2%
10 retracement from 2008 -2009 decline. 50% retracement at 8.05 and 2003/2004 highs at 8.64-9.20 is investment supply.

B |
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10 nd 30 Month Moving Averages
us@asB . 1 - 19.38 (SF) 13.59 Sugar World No.11 ICE FUT US
32

30 A parabolic rise during 2009 was soon followed by a speculative bubble burst on Feb 2010 as evident by a 1
large negative outside month pattern. During the decline Sugar quickly violated key supports including the |
28 mid-20s and the low-20s. It also violated its 61.8% retracement (16.78) from 2007 to 2010 rally as well as

the 10-mo ma (20.36) and 30-mo ma (16.77). Despite this sharp downturn, it is interesting to note Sugar has

24 | held up nicely near its 2009 technical symmetrical triangle breakout as well its 2004 uptrend near 11-12. e
The ability to find support here is technically significant as has prompted a recovery. We can now expect a \ 777&
22 trading range to soon develop as it nears 20-21 or the Feb/Mar 2010 breakdown as well as the 50%-61.8% O [ ey _‘. 1 P8 =
20 | retracement from Feb-May 2010 decline. Strong support is evident near 17.5-18.5 or converging 10 and 30-
18 week ma. Secondary support is also available near 15-16 or prior major breakout. ﬂ
16
14 | 'HI]J — u
12 | IU il
10 L | l"i“' IW I
e It i oo I
i 1 I I]I
&
3 10-mo ma = 20.46 10-wk ma = 17.76 L
30-mo ma =16.80 30-wk ma = 18.52 o509/ 00l01'02'03'04'05 06 0708 090
10 and 30 Month Moving Averages
us@asI .1 - 1859 .50 (CF) 16.065 Silver, 5000 Oz. COMEX
2200 .. 3
Silver remains in a longer-term bull trend as evident by the rising 10-mo and 30-mo moving averages. S, \
2000 [ Similar to other commodities the strong gains of 136% from Oct 2008 low to May 2010 high resulted in SR e ) B
a major downturn. However, a constructive 3-year head and shoulders bottom pattern suggests Silver is e
1800 | the technical value call within precious metals. It remains significantly below its Jan 1980 all time high i
0f 41.50. The recent consolidation is healthy as it alleviates an overbought condition setting the stage |“
1600 | for another breakout. A convincing surge above 19.85 confirms a technical breakout and renders a [/E)' .
retest of Mar 2008 high of 21.44. Above 21.44 can extend rally to 22.51 or the 50% retracement of the o=
14001 198010 early 1990s decline. 61.8% retracement or target to 27 is possible, over the longer-term. Initial
1200 support now moves up to 17.08-17.20 or May/Jun 2010 bottoms. Also note 10-mo ma and 30-week ma
is converging nearby at 17.39-17.52. Secondary support also rises to 16.55 -16.75. Intermediate-term el
1000 | Support is at 16.00-6.25 coinciding with the Jan/Jul 2009 and 2008 uptrends. 14.75-15.25 remains key ceoere
investment support, longer-term.
800 | I 10-mo ma = 17.77 Im!u!ﬂ!ﬁ.ﬂlﬂ
600 1, - . 30-mo ma = 15.42 UL
Degzaller, 0™ | alipgloee, 0 !
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us&MS -FA + 1457 .916 (MI) 14.30 MSCI EAFE
EAFE Index has gained 80.19% trading to a high of 1,642 (14 Jan 2010) or within distance of formidable supply coinciding with 50% 1
retracement (1,650) from 2007-2009 decline and the pivotal 2006 low (1,682). Failure to breakout during Apr 2010 signals the start of a ||] i
correction. Selling accelerated soon after EAFE broke its Feb 2010 low of 1,452. Although an oversold rally can occur, a negative outside i i
month on Jan 2010 coupled with violations of key moving averages including 10-week and 30-week as well as 10-month reaffirms an 1 I
intermediate-term top. In addition, a complex multi-year head/shoulders top dating back to the late 1990s still warns of longer-term technical
weakness. Left shoulder is evident near 1,750 +/- 50 corresponding to 1999 and 2000 highs. Key initial support is visible near 1,305-1,310
or the May/Jun 2010 bottoms and then 1,252-1,277 or the Jul 2009 low and the 50% retracement from 2009 to 2010 rally. Additional support I
is also available near 1,191-1,200 or Apr/May 2009 breakout and the 61.8% retracement. Pivotal neckline support remains just north of 900. |
I
1700 [ ulﬂ ||II il
1600 ] !‘“ﬂf—— i IIHI\I]]
1500 | il | 10-wk ma = 1,435 Jﬂjlhi ! ﬂI\J[
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1300 | | i /I'l ! IHJ] |] wﬂlh 76.4% = 2,040.09
1200 Iln!"ﬂw | e || 61.8% =1,824.39 1
1100 i (il R ML e 50% = 1,650.07 il |
1000 My o 38.2% = 1,475.74
' 50% = 1,276.80 R %=1,
900 61.8% = 1,190.56 Il x
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ip;N225 + 9196.67 (NK) Nikkei Stock Average 225
40000
38000 ﬂ} Nikkei 225 has lagged many of the major equity markets since 1989 top. The recent rally has now taken this
36000 <|I benchmark Japanese index to key supply zone near 1?,500-2,000 corrgsponding to an int§mal mid-1990s downtfend
||'|| (gold dash), 38.2% retracement from 2007-2909 decvhne,. 2002/2004 hlghs ar.ld potential rlght s'hou.lder ofa mulFl-year
34000 IBIH head/shoulders top pattern. A breqkout here is technical important as th}s action negates a distribution top and signals
i the start of a sustainable intermediate-term recovery. Next key supply is then to 50% retracement at 12,648. 13,982 or
32000 N the 61.8% retracement represents longer-term investment term supply under strong buying. Failure to breakout signals
30000 "i another downturn to key support near the Jul/Nov 2009 bottoms at 9,050-9,076. Under strong selling Nikkei 225 can
28000 *‘ﬂhﬂ]]] fall back to its 2003/2008/2009 bottoms at 6,995-7,604.
26000 {
24000 ! Iﬁ
22000 ||
20000 I : | —
18000 Hlﬂtm f — e
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us&MS -EM + 980.475 (MI) MSCI EMERGING MARKETS
1047 .5130 i .
10-wk ma = 966 10-mo ma = 966 . =fa -
30-wk ma = 964 30-mo ma = 867 _BEp e |- N 0 N
899.2200 | o 1 5
38.2% = 820.92 g gy UTeSSESEEEEEsEEssEEsEEEssEsEEssssRgEsssssanend)
oL = E
50% =750.93 " 8 Our longer-term technical studies suggest that sustainable growth in the
750 .9267 & 7| Emerging Markets over the next several years (5-10 years). This structural bull
i call is supported by our monthly relative strength study that compares Emerging
61.8% = 680.93 Markets against SPX Index. A recent monthly breakout in the relative strength
- chart signals the re-emergence of leadership. Although Emerging Markets
»=M Index retains intermediate-to-longer-term bullish trends further consolidation is
602 .6335 mn still necessary before the resumption of the primary bull trend. The Feb/May
’ - 5l H 2010 bottoms at 856-894 offer major support. Key supply remains evident near
=ne g =R " 1,040-1,050 or the 2010 highs. Breakout here signals the resumption of the 2009
= =I " cyclical bull trend. On a near-term basis, the converging 10 and 30-week ma as
| = L well as the 10-month ma near 964-966 offer key near-term support on pullbacks.
454 .3402 : I : i
2008 2009 2010
Fibonacci Bands Values: 907.52 820.92 750.93 680.93 594.33
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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

Required Disclosures

Analyst Certification

Each research analyst primarily responsible for the content of this research report, in whole or in part, certifies that with respect to
each security or issuer that the analyst covered in this report: (1) all of the views expressed accurately reflect his or her personal views
about those securities or issuers; and (2) no part of his or her compensation was, is, or will be, directly or indirectly, related to the
specific recommendations or views expressed by that research analyst in the research report.

For a complete set of Required Disclosures relating to the companies that are the subject of this report, please mail a request to UBS
Wealth Management Research Business Management, 1285 Avenue of the Americas, 13t Floor, New York, NY 10019.
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Appendix

Term / Abbreviation Description / Definition

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

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.

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.

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

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 an upside chart gap) or lower than its lowest level reached during the prior day
(called a downside chart gap).

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

Moving Average A technical analysis tool designed to smooth out a stock’s (or market's) shorter-term fluctuations to provide a better
picture of an underlying trend. Many moving averages exist, but the 30-week moving average (also known as the
30-week line or 150 day line) is one of the most popular and respected in technical circles. It is calculated by
totaling the latest 30 weekly (usually Friday closing) price levels 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.

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).

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.

“Uptrend Line” A trend line connecting successively higher low points for a stock (or market). The longer this line is in force, and
the points that occur along it, the greater its’ technical significance.
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Appendix

Stock Recommendation System

Analysts provide a relative rating, which is based on the stock’s total return potential against the total estimated return of the appropriate sector
benchmark over the next 12 months.

Industry Sector Relative Stock View

Outperform (OUT) Expected to outperform the sector benchmark over the next 12 months.
Marketperform (MKT) Expected to perform in line with the sector benchmark over the next 12 months.
Underperform (UND) Expected to underperform the sector benchmark over the next 12 months.

Under review

Upon special events that require further analysis, the stock rating may be flagged as "Under review" by the analyst.

Restricted

Issuing of research on a company by WMR can be restricted due to legal, regulatory, contractual or best business practice obligations
which are normally caused by UBS Investment Bank's involvement in an investment banking transaction in regard to the concerned
company.

Sector bellwethers, or stocks that are of high importance or relevance to the sector, that are not placed on either the outperform or
underperform list (i.e., are not expected to either outperform or underperform the sector benchmark) will be classified as
marketperform. Additionally, when stocks that are not deemed to be of high importance or relevance to the sector are not expected
to outperform or underperform the sector benchmark, they will simply be removed from the lists and will not be assigned a WMR
rating.

UBS Financial Services Inc. Technical Research Dept.: Definitions and Distribution

UBS Financial Definition and criteria Corresponding
Services Rating Rating Category
. Well-defined, reliable up-trend, an increase in the rate of change (or strong momentum) and confirming
Bullish ) Buy
technical indicators
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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Disclaimer

In certain countries UBS AG is referred to as UBS SA. This publication is for our clients’ 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. It does not constitute a personal
recommendation or take into account the particular investment objectives, financial situation and needs of any specific recipient. We
recommend that recipients take financial and/or tax advice as to the implications of investing in any of the products mentioned
herein. We do not provide tax advice. The analysis contained herein is based on numerous assumptions. Different assumptions could
result in materially different results. Other than disclosures relating to UBS AG, its subsidiaries and affiliates, all information 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. All information and opinions are current only as of the date of this report, and are
subject to change without notice. This publication is not intended to be a complete statement or summary of the securities, markets
or developments referred to in the report.

Opinions may differ or be contrary to those expressed by other business areas or groups of UBS AG, its subsidiaries and affiliates. UBS
Wealth Management Research (UBS WMR) is written by Wealth Management & Swiss Bank and Wealth Management Americas.
UBS Investment Research is written by UBS Investment Bank. The research process of UBS WMR is independent of UBS
Investment Research. As a consequence research methodologies applied and assumptions made by UBS WMR and UBS
Investment Research may differ, for example, in terms of investment horizon, model assumptions, and valuation methods.
Therefore investment recommendations independently provided by the two UBS research organizations can be different.

The analyst(s) responsible for the preparation of this report may interact with trading desk personnel, sales personnel and other
constituencies for the purpose of gathering, synthesizing and interpreting market information. The compensation of the analyst(s)
who prepared this report is determined exclusively by research management and senior management (not including investment
banking). Analyst compensation is not based on investment banking revenues, however, compensation may relate to the revenues of
UBS as a whole, of which investment banking, sales and trading are a part.

At any time UBS AG, its subsidiaries and affiliates (or employees thereof) may make investment decisions that are inconsistent with
the opinions expressed in this publication, may have a long or short positions in or act as principal or agent in, the securities (or
derivatives thereof) of an issuer identified in this publication, or provide advisory or other services to the issuer or to a company
connected with an issuer. 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, groups or affiliates of
UBS. 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 foreign currency exchange rates may have an adverse effect on the price, value
or income of an investment. Past performance of an investment is not a guide to its future performance. Additional information will
be made available upon request.

All Rights Reserved. This document may not be reproduced or copies circulated without prior written authority of UBS or a subsidiary
of UBS. UBS expressly prohibits the distribution and transfer of this document to third parties for any reason. UBS will not be liable for
any claims or lawsuits from any third parties arising from the use or distribution of this document. This report is for distribution only
under such circumstances as may be permitted by applicable law. The securities described herein may not be eligible for sale in all
jurisdictions or to all categories of investors.
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Disclaimer (continued)

Australia: Distributed by UBS Wealth Management Australia Ltd (Holder of Australian Financial Services License No. 231127), Chifley
Tower, 2 Chifley Square, Sydney, New South Wales, NSW 2000. Bahamas: This publication is distributed to private clients of UBS
(Bahamas) Ltd and is not intended for distribution to persons designated as a Bahamian citizen or resident under the Bahamas
Exchange Control Regulations. Canada: In Canada, this publication is distributed to clients of UBS Wealth Management Canada by
UBS Investment Management Canada Inc.. Dubai: Research is issued by UBS AG Dubai Branch within the DIFC, is intended for
professional clients only and is not for onward distribution within the United Arab Emirates. France: This publication is distributed by
UBS (France) S.A., French “société anonyme” with share capital of € 125.726.944, 69, boulevard Haussmann F-75008 Paris, R.C.S.
Paris B 421 255 670, to its clients and prospects. UBS (France) S.A. is a provider of investment services duly authorized according to
the terms of the “Code Monétaire et Financier,” regulated by French banking and financial authorities as the “Banque de France”
and the “Autorité des Marchés Financiers.” Germany: The issuer under German Law is UBS Deutschland AG, Stephanstrasse 14-16,
60313 Frankfurt am Main. UBS Deutschland AG is authorized and regulated by the “Bundesanstalt fur Finanzdienstleistungsaufsicht.”
Hong Kong: This publication is distributed to clients of UBS AG Hong Kong Branch by UBS AG Hong Kong Branch, a licensed bank
under the Hong Kong Banking Ordinance and a registered institution under the Securities and Futures Ordinance. Indonesia: This
research or publication is not intended and not prepared for purposes of public offering of securities under the Indonesian Capital
Market Law and its implementing regulations. Securities mentioned in this material have not been, and will not be, registered under
the Indonesian Capital Market Law and regulations. Italy: This publication is distributed to the clients of UBS (ltalia) S.p.A., via del
vecchio politecnico 3 - Milano, an Italian bank duly authorized by Bank of Italy to the provision of financial services and supervised by
“Consob” and Bank of Italy. Jersey: UBS AG, Jersey Branch is regulated by the Jersey Financial Services Commission to carry on
investment business and trust company business under the Financial Services (Jersey) Law 1998 (as amended) and to carry on banking
business under the Banking Business (Jersey) Law 1991 (as amended). Luxembourg/Austria: This publication is not intended to
constitute a public offer under Luxembourg/Austrian law, but might be made available for information purposes to clients of UBS
(Luxembourg) S.A./UBS (Luxembourg) S.A. Niederlassung Osterreich, a regulated bank under the supervision of the “Commission de
Surveillance du Secteur Financier” (CSSF), to which this publication has not been submitted for approval. Singapore: Please contact
UBS AG Singapore branch, an exempt financial adviser under the Singapore Financial Advisers Act (Cap. 110) and a wholesale bank
licensed under the Singapore Banking Act (Cap. 19) regulated by the Monetary Authority of Singapore, in respect of any matters
arising from, or in connection with, the analysis or report. Spain: This publication is distributed to clients of UBS Bank, S.A. by UBS
Bank, S.A., a bank registered with the Bank of Spain. UAE: This research report is not intended to constitute an offer, sale or delivery
of shares or other securities under the laws of the United Arab Emirates (UAE). The contents of this report have not been and will not
be approved by any authority in the United Arab Emirates including the UAE Central Bank or Dubai Financial Authorities, the Emirates
Securities and Commodities Authority, the Dubai Financial Market, the Abu Dhabi Securities market or any other UAE exchange. UK:
Approved by UBS AG, authorised and regulated in the UK by the Financial Services Authority. A member of the London Stock
Exchange. This publication is distributed to private clients of UBS London in the UK. Where products or services are provided from
outside the UK they will not be covered by the UK regulatory regime or the Financial Services Compensation Scheme. USA:
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.

Version as per October 2009.

© UBS 2010. The key symbol and UBS are among the registered and unregistered trademarks of UBS. All rights reserved.
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