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Equities Overbought ... Sell Banks!!

Due to traveling the next Weekly Comment will be sent out on September 29"

e US Trading: Although the market breadth continues to be healthy, we don’t see last week’s new highs in SPX
and Nasdaq as a reliable technical breakout. The market momentum continues to lag and deteriorating momentum
is usually a leading indicator for a short-term reversal. Looking at our technical indicators, the situation is similar
to early June. Trending indicators are diverging and daily momentum studies are moving into overbought
extremes. On the upside, we see the SPX limited at 1060 and on the downside, a daily close below 1039 in the
SPX and 2060 in the Nasdaq Composite would be initially negative. However, the SPX’s key support remains at
992. Given the toppish short-term picture we expect the market to reverse and test 992 in the next 10 sessions.

e In the bigger picture, we continue to see September as a rollover month and October very weak for equities.
Although we were obviously too early with our late August/early September tactical top call, our downside
potential remains unchanged. We still see the risk of a 10-15% correction into late October, which would
factually be just a pullback to the 200-day moving average in headline indices. Tactically, we are sticking to our
recent call and would sell the rallies. Cyclical sectors are overbought and vulnerable for profit taking. Banks are
underperforming, which we see as a warning signal for the overall market. A daily close below 45 would break
the March uptrend in the BKX. Sell banks.

e Inter Market Analysis: Gold has failed to break its strategic resistance at $1030. Looking at our cyclical models,
we continue to favor an important tactical low in gold in October, which implies that short-term gold and gold
mines are vulnerable to a setback. With a non confirmation in daily momentum we see gold topping out early this
week. A daily close below $985 suggests a move down to $970. We would take profits in gold and gold mines.

e European Trading: Bearish divergences in trending studies are reflecting the deteriorating market momentum,
so we don’t see last week’s move as a sustainable breakout. With daily momentum indicators on overbought
extremes we favor a pullback this week. However, the question remains whether prior to triple witching we can
expect a bigger market reversal? A continuation of the current distributive top out phase into next week is the
more likely scenario. We remain a seller into rallies and stay cautious on banks, where the DJ Stoxx Banks
(SXP7) has still a record high extension of some 38% to its 200-day moving average.

Banks are beginning to
underperform, since the
BKX has not confirmed
last week new high in
the SPX. Our bearish
P ! . wave count remains
l| intact as long as the
[ | _ e BKX does not mark a
' ; new high above 48. A
—; e : — daily break below 43.80
' would be bearish and
call for a move down to
at least 38.
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Weekly Comment

US Equity Market Update:

Chart 1.) S&P-500 Daily Chart
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Chart 2. ) Nasdaq Composite Daily Chart
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Chart 3.) Nasdaq Composite Daily with Nasdaq New 52-Week Highs
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New Breakout or Fake?

Last week we said that even in case of getting marginal
new highs in the SPX and other US headline indices, it
wouldn’t change the underlying toppish picture of the
market. Most daily and weekly price indicators are
diverging and such non-confirmations are usually a
leading indicator for an important tactical top. In early
June, the market was in a similar situation. The breakout
above 930 was based on low momentum and after 9 days
trading sideways the market gave up and moved down
into the major tactical low in early July at 850. Today we
have a bigger non-confirmation forming in the MACD
model and our short-term daily momentum is getting
toppish. All this suggests that the market is vulnerable for
a short-term top early this week.

From a pattern point of view it seems that SPX and
NDX are forming a rising wedge. If so, then the top
building phase would still continue through most of
September, so that after an initial set back this week
we could even see another marginal new high next
week. However, if this is the pattern that we finally get
as a potential top it would suggest a very sharp
correction in October.

Generally, a daily re-break below 1039 in the SPX and
2060 in the Nasdaq Composite would be initially negative
and suggest a re-test of the markets key support levels,
which is the early September low at 992 in the SPX and
the 1958 in the Nasdaq Composite. As long as 992 holds
the market’s price structure is per definition bullish.

Despite last week’s new high in technology, the number
of stocks that are making new 52-week highs is beginning
to contract and this non confirmation is something we
usually see at important tactical tops. However, in the
bigger picture, the market breadth is still very good. Last
week we got new highs in the Russell-2000 and the
NYSE Advance/Decline line is still in very good shape.
Despite the deteriorating momentum on the short-term
basis, the healthy overall market breadth is consequently
the basis for another bull run into H1 2010.
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Weekly Comment

US Equity Market Update:

Chart 4.) BKX Daily Chart There is no change in the banking index. Banks are

E = 7| beginning to underperform since the last new high in

. o [ “| the overall market was not confirmed by the BKX.

"NA i A g ' “| This is negative and together with intact daily short

lh ll.'l, R ' “| signals in trending studies we expect a test of key

_}'|ﬁ AR oV | support levels this week. With a daily close below 45

, ; .| the BKX would break its March uptrend. The sector’s

I"Hl\ -]lli:{ | | key support remains at 43.80, which is the neckline of

1 F i -| a potential head & shoulder formation. Again, our

]-, | | bearish wave count remains intact as long as the

I.‘ | -/ BKX does not mark a new high above 48. A daily

| | break of 43.80 would call for a short and sharp
d | decline towards 38.
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Conclusion:

e — _ With last week’s new highs, it is obvious that we were too

Chart5)SG;P-500Week1yChart T ”" early with our late August/early September tactical top
_ S call. Particularly, the cyclical stocks continue to
- s =| outperform and with last week’s new high the transport
= L N | sector has negated its recent divergence versus the SPX,
= = "'\w’i // = i = which is structurally bullish. Generally, the overall market
et B }""‘"\4’:&'&// | breadth is still very good and this is just one bullish factor
v Ve | that suggests more upside into H1 2010.

However, we still have a lot of short-term warning signals
that are suggesting a near-term top in equities is
underway. In daily trending studies we have a multi-
divergence forming. Last week we highlighted the fresh
weekly momentum sell signal, which limits the upside
and suggests a longer lasting and a potential stronger
setback. Furthermore, seasonality for implied volatility
remains up into deeper Q4, and although the market top
obviously comes in later than favored, it doesn’t mean
that our correction scenario into an important low in late
i 5% 2 i A3 : October/early November is negated. On the contrary, the
Chart 6.) VIX Index Seasonal Chart longer it takes to get the ultimate top the sharper the
following down move will finally be and a potential
Seasonal Pattern Volatility (VIX) rising wedge in SPX and NDX would support our view
(1990-2008) of a sharp correction in October. Risk appetite is at
record highs and such a temporary overshooting usually
ends up in significant counter-trend moves. From a
0% seasonal aspect it was consensus to expect a correction for
A September. It was one reason why we favored only a kind
/j \ \,\A of rollover scenario. This call remains intact as long as we
don’t get a new momentum breakout on the upside. A
\/ daily close below 1039 would be initially negative and
call for a test of the SPX’s key support at 992. Into later
October, we still see the risk of getting a 10% to 15%
correction, which would be just a pullback to the 200-day
\/\/\ /J\ /~I moving average. Keep in mind, the fact that the 200-day
ARV moving average has turned positive is another structurally
bullish signal and is one more reason why we see a
potential Q4 low as a big tactical buying opportunity.
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Weekly Comment

Inter-Market Analysis:

Gold and Gold Mines Vulnerable For a Tactical Set Back

In last week’s report we again highlighted the long-term bullish picture on gold and on the gold bugs index (HUI Index).
The trade-weighted dollar index has broken its highlighted key support at 77.40. However, it is interesting to see that the
new trend continuation short signal in the US dollar was not able to lift gold above its strategic resistance area of $1000 to
$1030, which is suspicious. We still think that in the current situation we need to make a clear distinction between the
bullish long-term perspectives of gold versus the tactical picture. As last week highlighted, the gold bugs index is moving
into a classic bubble pattern. However, on a short-term basis we said that we could see another tactical setback into
October before a massive overshooting in gold and gold mines starts into 2010. Obviously, as long as we don’t get a
massive new spike in risk aversion a potential October low in gold and the gold bugs index should be highly correlated to a
low in equities.

Conclusion: Looking at our short-term cyclical models, we continue to favor an important tactical low in gold in October,
which we believe implies that on a short-term basis gold is vulnerable to a setback. Speculative long positioning is at
record highs and if we don’t get a breakout above the strategic resistance at $1030 within the next few sessions, it is very
likely that profit taking from frustrated long traders will set in. Since the US dollar also looks oversold, we wouldn’t be
surprised to see a bouncing dollar near-term. It could be just another factor in triggering a tactical setback in gold and last
but not least also in gold mines. Keep an eye on the 77.40 level in the trade-weighted dollar index. A daily re-break above
this level suggests a somewhat stronger dollar bounce and
Chart 7. ) Gold Daily Chart looking at our cycles this bounce could last into October.
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i 1 | Generally, with the start of this weeks trading we have a

bearish divergence in daily momentum indicators forming

K J“l 0 J : Lo in gold. It is an invitation to take profits and/or sell. A daily

[! ,J —‘r—“ close below 985 would be negative and suggest a pullback

=9 ™| to the trend support of the huge triangle formation at 970.

lw| As long as gold does not break its strategic key support at

L | $930 the underlying structure remains outright bullish.

However, if $930 should fall for any reason, it would trigger

i a stronger correction and question our underlying bullish

scenario for deeper Q4 and early H1 2010. In this context

we also expect the gold bugs index to take a short-term

i 1 .a; | = 7 % breather into October. A daily break below 400 would be
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Chart 8. ) Trade Welghted Do]lar Index Da]ly Chart Chart 9.) HUI Daily Chart
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Weekly Comment

European Equity Market Update:

A Multi-Divergence in Price Indicators is Forming

Several headline indices generated marginal new highs but the momentum of the move was weak and has in our view not
the character of a convincing breakout. So the overall technical background has not changed. Bearish divergences in
trending studies are reflecting the deteriorating market momentum, so that we don’t see last week’s move as a sustainable
breakout. On the contrary, a potential bigger daily reversal this week would negate the breakout attempt and generate a
trading sell signal. With daily momentum indicators on overbought extremes we in fact expect such a daily reversal
in the first week half. However, the question remains whether prior to triple witching we can expect a bigger
market reversal? Probably it is the more likely scenario that the current distributive top out phase continues into
next week. We remain a seller into rallies and stay cautious on banks, where the DJ Stoxx Banks (SXP7) has still a record

high extension of some 38% to its 200-day moving average.

Chart 10. ) Euro Stoxx-50 Daily Chart

OJ Ewrs $TONN B

3%

nek confiming
the move
in pricel!!

Morch By [ Lity Buryet
Chart 11. ) DJ Stoxx Industrials (SXNP) Daily Chart
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Euro Stoxx-50:

The Euro-Stoxx-50 continues to struggle higher with
the pivotal resistance at around 2800 (38% retracement
of the 2007/2009 bear cycle). A decisive break-out
signal is not in place yet and a multi divergence in
trending studies is reflecting the deteriorating
momentum.

A temporary new high is not too far away but as last
week said, we would not follow a break on the upside.
The risk of a failure is high or of forming a rising
wedge is high.

Important support is at 2674 offered by the September
2" intraday low.

DJS Industrials:

With banks treading water, the SXNP is one of the
remaining leaders of the current rally. The index has
cleared the August 26™ trading high and is taking aim at
the 38% retracement of the 2007/2006 bear-cycle at
240, which is an important resistance level. Despite the
new reaction high, the sector is facing the same
worrying signals that we have in all broader index
charts. A multiple divergence in trending studies is
potentially toppish. If you are long industrials we would
keep an eye on the 229 support. Negating last weeks
breakout would be initially negative and a trigger for
profit taking.
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Weekly Comment

European Equity Market Update:

Chart 12, ) FTSE-100 Daily Chart
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Chart 13. ) DAX Daily Chart
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FTSE-100:

Another new price high not confirmed by trending studies
is in place, leaving a multiple bearish divergence. A
breakout on low momentum is usually not sustainable, so
we wouldn’t trust this move higher. On the downside, the
prior high at 4944 is now short-term support so the index
has little room to breadth without negating last week’s
break.

On the upside, the 50% retracement of the 2007/2009
bear-cycle at 5100 is the next big resistance level.
However, we would keep an eye on 4944 as a re-break
would generate a tactical sell signal.

DAX-30:

The DAX closed above the late August high, which is
actually a trend continuation signal. However, the
breakout’s momentum is weak and from a pattern
standpoint the DAX seem to be developing a wedge-
formation which has a toppish character.

We favor a re-test of the breakout level at 5575 over the
course of this week and a re-break would generate an
initial trading sell signal. The lower support of the
technical pattern is at 5360, which is a kind of key
support/short trigger.

Swiss market Index:

As most European headline indices, the SMI continues to
struggle higher on weak momentum, which limits the
upside but still leaves a bullish price structure in place.
Whereas most industrials marked a new reaction high we
have financials starting to underperform a bit, which is a
potential risk for the market. The last reaction low at 6040
remains an obvious key support. On the upside we have
the strong overhead resistance at 6262, representing the
38% retracement of the 2007/2009 bear cycle.

In fact the market just goes sideway but given our overall
market scenario we would expect the key support at 6040
to be tested within the next 10 sessions. Generally, a
break of 6040 would complete a bigger price top and call
for a move lower towards 5800. whereas a break of 6262
would open the way towards 6400.
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Weekly Comment

Dow Jones Stoxx Sector Overview:

ISYS.L, IFXGn.DE, ATOS.FA, LOG.L, ALUA.FA, UTDILDE,

Technology SXBP 194.9 Outperforming |ASML.AS
Chemicals sxap| 3944 Outperforming |BASF.DE. LXSG.DE, AKE.PA, JMAT.L, SYIG.DE
PFC.L, TECF.PA, SDRL.OL, PGS.OL, FUGRc.AS, PPHN.¥X,
0il & Gas SYXEP| 3102 OQutperforming |GEHP.PA
¥IE PA. HRA MI. EONGR DE. ELE MC. FUMIY HE. IPR.L_
Utilities SYX6P | 3364 Outperforming |EMELMI. EDF.PA
Telecommunications Sxkp| 2524 Outperforming |CPW.L. TEL2b.ST. TEL.OL. BT.L. ELIY.HE
Industial Goods & BEKB.BR, RAND.AS, MEOTY HE, TPK.L; RTO.L, IMLL,
Seruices SANP| 2360 Neutral WVEIR.L, GETP.PA, HEXALST
Basic Resources SXPP 4190 Neutral EBOLST. ENRC.L, KAZL,FRES.L. XTAL ¥YEDL POGL
Construclons & Materials | sxoP| 2639 Neutral YTYI¥.HE, HOTG.DE. FLS.CO, LAFP.PA, WBSY.¥1, HOLN.¥X
EARC.L. DANSKE.CO, BKIR.I, ERST.¥I, CNAT.FA, CROLMI,
Banks SxTP| 2285 Heutral ALBEK I, DPBGn DE. SWEDa ST. KBC BR. CBKGn DE
INYF L, BAER.YX, lILL, IGG.L, EURAFA, PGHN.S, SDR.L,
Finandal Seruices SXFP| 2335 Neutral CBRO.L, INDUa.5T
Travel & Leisure SXTP 1069 Neutral ETIL.IHGL. BAY L, WTE.L. AIRF.PA
HELN.S, STE.OL, OML.L, PRUL, ¥IGR.¥1, FOR_BR,
Insurance SKIP 1498 Neutral SLHM.¥X, ING.AS, RUKN.¥X
Automobiles & Parts SXAP| 2303 Neutral GKN.L. RENAPA. MICP.PA
Media Sxmp| 1494 Neutral MTGb.ST, ITY.L, TFFP.PA, DMGOa.L, INF.L, SAATY HE
CARLb.CO, ABLER, HLEr AT, MHG.OL, CSMNc.AS, TATEL,
Food & Beuerage SAIP 2618 Neutral K¥Ga.l, E¥A MC. HEIN.AS
Retail SXRP| 2302 Heutral DEE.L. PRTP.PA. DSGLL. JMT.LS
Perzonal & Household ELUXb.ST, BRBY.L, PSN.L, DIOR.PA, UHR.¥X, PUMG.DE,
Goods SXQP| 3010 Underperforming |BULG.MI
SOON.¥X, WDH.CO, EKTAB.ST, STMN.S, NOBN.¥X,
Healthcare SAoP| 3336 Underperforming | BETIb.ST. UCB.BR. MEDAa. ST, BIOX.PA

DJ Stoxx, Eurostoxx and FTSE350 sectors can be traded via CFD and UBS will make guaranteed bid-offer spreads in
them. Normal sizes are 5Sm EUR to 20m EUR with others available on request. All orders can be executed on an agency
basis (execution commission is applied to all trades) and short rates, borrow rates and dividend rates pre-determined as per

standard CFD agreement.

* The above stock selection is a recommendation based on trend works, relative strength and pattern analysis. Most parts of the selection are based on a
quantitative technical selection model. The character of the model is mainly trend-following. The aim is to provide a consistent top down approach and to

give the medium-term oriented investor a selection of technically favourable looking stocks.
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Weekly Comment

‘ Weekly TeChnical |ndicators: (Source: Pinnacle Data, Datastream, Market Maker) Charts: Metastock

Bullish Consensus AAI

7% 289 24% Wirtually unchanged EBullish
Bearish Consensus AAll . s

24% 289% 9%, Bearish consensus level is rising EBullish
Inv. Intelligence Bullish Consensus Siill near a muli-morth high which has a bearish

48% 50% | 51% |implication from a contrarian point of view Bearish
Inv. Intelligence Bearish Consensus .

Litile ch ]

23% | 2a% | 19% | ToUoee Bearish
AdvancefDecline Line (S&P 500) hiarket breadh is still constructive and the A/D line hit 2

7432 263 5930 |new reaciion high. Positive

New 52 week highs (NYSE
ahs { ) Ereaking-up the recert non-corfrmaton

174 102 72 Posiive
Stocks above 200-day average Ereadih is strong butthe indicator is also suggesting a

92% $9% 929 |medium-term owverbought condiion MNeutral
ARKMS Index NY SE (10-day-sma)
(60,9 bearish#=1,2 bullish) 130 | 145 | ves |SUB9ESINg an oversold conditon Bulish
ARKMS Index Nasdaq (10-day sma)

1 .

(0,5 bearishe=1,.2 bullishy 077 0gz | og |Cversougnt Bearish
mﬁ:;':n?:]" CBOE All Options 055 osr | ngq |The PICrato remains below zerowhichis bearisn |

EHROpe D PaC RO [EOHAEEH:

How s ek ighe &1 ] 1% Bipanding Positive
Stocks above 200-day average 54% 1% goop, | Mesium-Brn & heavily averbought condition Neutral
Stocks above 20-day average o - sung | BN overboLgrtBrrtory -

i

i et
AdvancelDecline Line

AID N is resuming the uptrend "
1470 -2z -0 Positive

Stocks above 200-day average (HDAX) Overbought

H0% Fi% #5% Meviral
Stocks above 20-day average (HDAX) .

9% 19% 1% Short-term concdition is overbought Megative
PutiCall ratio equities (Eurex, 10-day sma)
{above 0,90 bullish? belov 0,80 bearishy 0.5% 0.9% 0gp |Meutal Evels Meutral

AdvancefDecline Line

1308 | 1235 | 1280 |MEMMEN Posilive
Stocks above 200-day average Bullish from a frend perspective but at overbought
100% PEW 6% |levels Meutral
New 52-week highs I . .
2 o o Initial signals of cyclical rends developing Neutral

dntemrathet Anahrsis: [GOnmEnt:
Bullish Advisers US Bonds Bonds remain well underpinned fram a senfiment point

45% 46%% 45% | of view Positive
Bullish Advisers Gold Optimism remaing high and thus Gold looks vulnerable

TE% T4% 5%  [to a correction Megative

Bullish Advi EurofUS-Doll
s uisers Fura oflar Mo convincing signal from the sentiment frornt

2% 0% 58% Meutral

Bullish Advisers 0il

Mevdral territory

56% 0% 58% Meutral

This communication is issued by UBS AG or an affiliate (‘UBS”) by the Sales or Trading Department to institutional investors only and is
not research. It is for informational purposes and is not an official confirmation of terms. It is not guaranteed as to accuracy, nor is it a
complete statement of the financial products or markets referred to. Opinions expressed are subject to change without notice and may
differ or be contra?/ to the opinions or recommendations of UBS Investment Research or the opinions expressed by other business
areas or groups of UBS as a result of using different assumptions and criteria. UBS may, as principal or agent, have position in,
underwrite, buy or sell, make a market in, or enter into derivatives transactions in relation to any financial instrument or asset referred to
in this email. Unless stated specifically otherwise, this is not a recommendation, offer or solicitation to buy or sell and any prices or
quotations contained herein are indicative only. UBS has policies and procedures designed to minimize the risk that that officers and
employees are influenced by any conflicting interest or duty and that confidential information is improperly disclosed or made available.
To the extent Fermltted by law, UBS does not accept any liability arising from the use of this communication. For additional information,
please contact your local sales or trading contact.
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