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Last Week’s Sell-off Had All the Signs of a Capitulation

e US Trading: As highlighted in our Technical Alert on Friday (February 5), last week’s sell-off had all the signs
of a classic capitulation. We saw a big jump in risk aversion with a spike in the VIX index, the highest volume in
SPYDERS since the March lows, a strongly increasing put/call ratio, and a spike in the NYSE TRIN/ARMS
index. Have we seen the lows? We don’t think so, from a cyclical perspective it is too early to call a bottom, and
from a price perspective most charts still have some room to test their next relevant support levels.

e Conclusion: According to our cyclical roadmap, we still favor a 4-month cycle low in late February; so over the
next 3 weeks we see equities as still vulnerable for more down tests. However, with last week’s capitulation we
think we have seen 90% of the downside, so the next 2 to 3 weeks could be more of a bottoming process
(including a bounce this week), instead of expecting more of the same aggressive bear attacks from last week.
From a price perspective we stick to our recent call and see most markets pulling back to their 200-day moving
averages. Our SPX target is unchanged at 1040 to 1020, the Nasdaq Composite should see a low at around 2050.
Given last week’s capitulation we are changing our tactical bias and recommend aggressive traders to start
buying/ accumulating into further weakness to position for a significant rally into March/April.

e European Trading: Last week’s bounce was shorter than anticipated and another sharp decline materialized into
the weekly close. The Euro-Stoxx has broken its 200-day moving average and the same signals we are getting
from key sectors such as banks, financial service and insurance, whereas personal has a hit a new relative all time
high and continues to outperform aggressively. Given last week’s capitulation a bounce this week is likely. Since
we are still far away from forming any significant price bottoms it is however too early to call a bottom.

e 30132
g ™ strong resistance

In our mid January tactical
call we highlighted the
trend resistance at 19 in the
VIX index as a trigger for
selling equities. Today we
are looking for a reversal
in the strong resistance
zone at 30 to 32 as a
buying confirmation for
aggressive traders and to
position for a bigger rally
into March/April.
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US Equity Market Update:

Chart 1.) S&P-500 Daily with NYSE TRIN/ARMS Index
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Chart 2 ) S&P 500 Dale Wlth CBOE Put/Ca]] Ratlo
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Chart 3.) S&P-500 Daily with SPYDER Volume
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Further Downside is Limited

Last week’s sell-off had all the signs of a classic
capitulation. The TRIN/ARMS index of the NYSE spiked
to +3.4, which is evidence of a high volume sell-off
(Thursday was a 97% down volume session). What
happens after such a high volume wash-out?

In most cases, these capitulation sessions are quite near to
important tactical bottoms but if we go a bit deeper into
the details we can see a big difference between whether
these sell offs occur in an uptrend or if the market is
trading in a downtrend. In 2009, we had 7 sessions with a
TRIN/ARMS index spike above +3.0, which is a threshold
we can view as a contrarian buying trigger. 5 out of 7 sell-
offs were more or less classic wash-out sessions in an
uptrend and ex-post great buying opportunities. After 1 or
2 stabilization sessions the market reversed and continued
to rally. However, the other 2 capitulation sessions
occurred in downtrends, in late February, where the
market was in the final stages of its Q1 collapse and in
early July in the late stages of the June/July correction. In
both cases the market needed another 5 sessions before the
final low/reversal took place and the market started a new
bull leg. In both cases further downside was quite limited
and the down momentum started deteriorating, which is
another classic attribute of a tactical trading bottom.

Conclusion: It’s fact that last week’s bounce was shorter
than favored but the new lows are still fully inline with our
Q1 correction scenario and our late February low
projection. Last week we said that we wouldn’t be too
aggressive in playing a bounce as the market should be
vulnerable for more downside. We stick to this call and
would concentrate more on picking the next major low
instead of playing bounces. With a rising CBOE put/call
ratio and the biggest spike in SPYDER volume since the
March lows, last week’s sell-off already had a lot of a final
capitulation, so that another bounce attempt this week is
likely. However, following our cyclical roadmap we still
favor a 4-month cycle low in late February, so over the
next 2 to 3 weeks we see equities still vulnerable for more
down tests. With last week’s capitulation and the pattern in
the NYSE TRIN index, we think we have seen 90% of the
downside, so the next 2 to 3 weeks could be more of a
bottoming process, as to expect more of last week’s
aggressive bear attacks. From a price perspective we stick
to our recent call and see most markets pulling back to
their 200-day moving averages. Our SPX target is
unchanged at 1040 to 1020 and the Nasdaq Composite
should see a low at around 2050. Given last week’s
capitulation we are changing our tactical bias and
recommend start buying/ accumulating aggressively into
further weakness to position for a significant rally in
equities into March/April.
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US Equity Market Update:

Chart 4.) S&P-500 Weekly with AAII Bullish Consensus
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Chart 5.) VIX Index Daily
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Chart 6.) S&P-500 Daily Chart
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Sentiment:

In our last week’s comment, we highlighted the AAII
Bullish Consensus where we said this sentiment survey still
had too high readings to signal a major tactical low. Last
week the bullish consensus slipped to 35%, which is quite
near to the threshold of 30%, which we see as contrarian
buying territory. Another mixed to negative week would
increase the possibility that next week we’ll get the kind of
contrarian sentiment call that we generally expect to see
over the next 2 to 3 weeks.

In our Friday Technical Alert we highlighted the VIX index
that has resolved a trend continuation formation to the
upside. On Friday, the VIX was quite near to our target and
major resistance of 30. We wouldn’t be surprised to see a
final spike in risk aversion towards 30 to 32 on a daily close
basis.

In our mid January tactical call we viewed a move above 19
in the VIX as a sell signal for equities. However, for
aggressive traders a reversal at around 30 to 32 would be a
signal to start buying and position for a bigger rally into
March/April.

Chart 7.) Nasdaq Composite Daily Chart
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European Equity Market Update:

Euro Stoxx-50 Is Below Its 200-Day Moving Average

Last week’s bounce was shorter than anticipated and another sharp decline materialized into the weekly close. From a
price point of view the technical background has further deteriorated with the Euro-Stoxx breaking below the 200-day
moving average. The same signal we are getting from key sectors where banks, financial service and insurance have
broken their 200-day moving averages, whereas personal has a hit a new relative all time high and continues to outperform
aggressively. On the other hand, last week’s decline was accompanied by a huge spike in the future volume, which
suggests that the move already had the character of a capitulation. With momentum indicators moving into deeply oversold
territory, a tactical stabilization and another attempt to bounce is a likely scenario for this week’s trading. However, since
we are still far wave from forming any price bottoms we think it is too early to call a bottom. We expect more down-tests
over the next 2 weeks.

Chart 8. ) Euro Stoxx-50 Daily Chart
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Euro Stoxx-50:
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a0 J FTI [ _.4 .]f" (N |/ The price signals we received from the break below the

‘] £ 1!‘| 200 DMA and the November 3 trading low, have
‘1‘[1 i obviously a bearish message. However, last week’s
|| decline was extreme in terms of price and volume. Cash
and future volume jumped to the highest level since
3% - | October 2008, which suggests that the down-move had
the character of a classic capitulation. Furthermore, the
short-term downtrend is too steep to be sustainable so
alone form a momentum standpoint we expect a
stabilization to be setting in soon.
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Chart 9. ) Euro Stoxx 50 Daily Chart With Volume
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Whether we look at the cash or at the Euro-Stoxx future
volume, in both cases we saw a huge spike to the highest
level since October 2008. Volume spikes often mark
temporarily turning points.
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European Equity Market Update:

Chart 10. ) FTSE-100 Daily Chart
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Chart 11. ) DAX-30 Daily Chart
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Chart 12. ) Swiss Market Index Daily Chart
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FTSE-100:

Last week’s bounce was shorter than anticipated and the
FTSE generated a fresh reaction low. With the whole
correction taking the shape of a 5-wave structure, the
momentum beginning to diverge and the big support at
5000 points coming in sight we are expecting another
attempt to stabilize this week. A wave-5 structure
suggests that the current correction is moving into its final
stages, which is inline with our view that in the next 2
weeks we could see an important tactical low in the UK.

A break above 5145 is required to open further tactical
upside towards 5305.

On the downside keep the important support at 5000
(200-day moving average) on the radar screen.

DAX-30:

Compared to the Euro-Stoxx, the German market is still
trading above the early November high and the 200
DMA, offering support at 5312 and 5400, respectively.

On the upside, a break above 5540 is required to trigger a
bounce towards 5733.

Swiss Market Index:

Last week’s bounce ran into strong price resistance at
6600 and it was finally the pull back basis for another
strong tactical down-leg. From a trend perspective the
market is heading into massive support at around 6150,
which are the price lows of October and November.
Given the increasingly oversold status of the market we
expect this area to hold and to be the basis for our
anticipated March/April rally.
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European Equity Market Update:

Chart 15.) DIS Food (.SX5P) Weekly Chart

2000 2001 2002 2003 2004 2005 2006 2007 2008 2009 2010
[ FOODB&BEV./DJSTOXX

HIGH 1.27 6/3/09,LOW 042 10/3/00.LAST 1.23 5/2/10

Source:Thomson Datastream

Chart 14. ) DJ Personal & Household (.SXQP) Weekly Chart

2000 2001 2002 2003 2004 2005 2006 2007 2008 2009 2010
PERSONAL H .&G /D JSTOXX

HIGH 1.38 5/2/10 LOW 062 10/3/00 LAST 1.38 5/2/10

Source:Thomson Datastream

Chart 15. ) DIS Retail (.SXRP) Daily Chart
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HIGH 1.09 2/3/09,LOW 0.75 3/7/08 LAST 1.01 5/2/10

Source:Thomson Datastream

Defensives Outperforming

Whereas financials and most high beta sectors continue to
lose ground it is not a big surprise that defensive sectors
are strongly outperforming. However, the relative
performance is more selective than most expect since in
the high beta camp we have in particularly the industrial
sector surprising on the upside, whereas in the defensive
camp utilities and telecoms are a big disappointment.

In our 2010 strategy call we said that from an inter-market
standpoint we expect a strong bear move in the bond
market in H1 and the top in interest rate futures will be
obviously closely linked to the current decline in equities.
When equities are finding their low in the next 2 to 3
weeks this should be the basis for a move up in yields into
Q2 and this is obviously bearish utilities and telecoms.
From a trend perspective we don’t expect the current
underperformance in these sectors to change.

On the other hand we have food, retail and personal
strongly outperforming. Personal has hit a new relative all
time high, which is a strategic breakout. Short-term
probably overbought but from an investor standpoint a
potential relative set back in the next few weeks would be
an opportunity to buy/add.

Food and retail are heading into stronger relative
resistance. It remains to be seen whether both sector will
be able to generate a relative breakout where the overall
market is starting to stabilize. However, from a trend
perspective these charts/pattern are bullish and form an
investor standpoint we would use weakness to add/buy.
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Dow Jones Stoxx Sector Overview:

Trend Rel. Strength
{wvweekly according to the
RIC |[Trading at MACD) spread chart Faveunte Stocks *
Personal & Household BRBY L. HNKG_p.DE, CFR.¥X, 55L.L. PGH_AS,
Goods SXQF| 3314 r Outperforming |UHR.¥E. IMT.L
CSMNc_AS_ DCO.CO, CBRY.L, HEIO.AS, NUTR.AS,
Food & Beuerage SXIP 20432 A Outperforming |MHG.OL, ABLER
Retail SXRP| 2410 A Outperforming |/MT.LS, PRTP.PA, CLSGn.DE, KESBY.HE, DELB.BR
EKTAb.ST, GETIb.ST. STAGN.DE, SOON.¥X,
Healthcare SXDP| 3654 A Outperforming |ORNBY.HE. COLOb.CO. SHP.L, UCE.BR. NOYOb.CO
Trauel & Leisure SXTP| 1066 bl Qutperforming |IHG.L. WTB.L. SGC.L
Industrial Goods & SAF_PA, ZODC.PA, WEIR.L, ANDR.¥I, CHG.L,
Seruices SANP| 2319 - Outperforming |WRTIY.HE
Technology SXBP 1889 - Outperforming |IFXGnDE. AlXGn DE. SOWG.DE. ARM.L. ASML.AS
BOL.ST. KAZ.L, ¥ED.L, MNDLL, TENR.MI, YOES.¥1,
Basic Resources SXPP 4609 A Meutral LMLL. NAFG.DE
Chemicals sxap| azsa A Neutral DSMN.AS. SY1G.DE. LXSGD.DE. CLN.¥X. CRDA.L
Media SXMP| 1501 A Neutral MTGb.ST, JCOX PA, SAAIY HE. DMGOa L ETLPA
oil & Gas SXEP| 3072 A Neutral PGS.0L. AKSO.OL. ACY.OL, TGS.OL. GEPH.PA
Telecommunications | SXKP | 2434 A Neutral TEL2b.ST. TEL.OL. ISAL. ELH¥.HE
Constructions & ¥TYIV.HE, FLS.CO, GEFG.DE, GEBN.YX, SIK.S,
Matenals SXOP 2529 - Neutral SKAb.ST. ASSAbST
TRN.MI, ENAG MC, IPR.L, PNM.L, CNAL, S¥T.L,
Utilities SNGP [ 3143 - Neutral NVWG.L UUL
Automobiles & Parts | SXAP| 214.1 - Underperforming [FECLMI ¥LOF .FA. RHMG.DE
STE.OL. PRUL, SLHN.¥¥X, SAMAS.HE, ADML.L,
Insurance SXIP 1202 - Underperforming | HNRGN.DE. ZURN.¥X, AML L, MU¥Gn.DE
EURA.PA, MWDP.PA, SDR.L, KINYb.ST, IGG.L,
Financial Seriices | SXFP | 2095 - Underperforming |BATOb.ST, PGHN.S
CNAT.PA, KBEC.BR, DNENOR.OL, SWEDAA.ST,
Banks SATP | 196.7 - Underperforming | JANSKE.CO. JYSK.CO. SYDB.CO

DJ Stoxx, Eurostoxx and FTSE350 sectors can be traded via CFD and UBS will make guaranteed bid-offer spreads in
them. Normal sizes are Sm 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.

*

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

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

give the medium-term oriented investor a selection of technically favourable looking stocks.
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‘ Weekly TeChnical |ndicators: (Source: Pinnacle Data, Datastream) Charts: Metastock

FHHEE D ioting:

Bullish Consensus AR Sentiment confinues to cool down

% 409% A7% Positive
Bearish Consensus AAll " .
3% | 5% | oy |Siohiy higher Posiiive
Inv. Intelligence Bullish Consensus .
299, 0%, 5595 Lowest level since July Fositive
Inv. Intelligence Bearish Consensus .
Litile ch ]
22% | 23% | 19% | oo oee Pusiive
AdvancefDecline Line (S&P 500) The A/D line cointinued fo refreat but the underlying
3023 $23% %907 [rend remains up and Positive
New 52week highs (NYSE) .
Fewer new highs
19 54 0 o evtral
Stocks above 200-day average " "
The correction continues o extend
% 5% 29% evtral
ARKMS Index NY SE (10-day-sma) oversald
{<0.9 bearish#a1,2 bullish) 1.1% 1.22 1.57 Eullish
ARHKS Index NASDAQ {10-day-sma) Becoming overbought after the recert stabilisation which
(0.9 bearishf>1,2 bullishy 053 113 1. is suspicious Megative
PutiCall Ratio CEOE All Options
Highest | | M Ll
{10-day sma) 092 09 | ngg |MOnestisusisnce Howsmbar Netral

Eumpe: |
New 52-week highs

1 1 18 Lowver levels Meutral

Stocks above 200-day average
¥ g The: correction is taking its tol

54% T5% B2% Meutral

Stocks above 20-day average
¥ g Extremely owversold which is bullish

% 21% 38% Bullish

AL 2 i “[Eomme
AdvancefDecline Line From a trend perspective the chart is bullish. The short-
5093 22132 | -194%  [term picture is howewver neutral. Meutral
Stocks above 200-day average (HDAX) Anincreasing number of stocks are now in a carrection
TO% TE¥ 1% |mode Meviral
Stocks above 20-day average (HD.
¥ ge (HDAX) 9% 0% 239 Heavily oversold Pusiiive
PutiCall ratio equities (Eurex, 10-day sma) Mot exdreme high but compared fo the levels from recent
fabove 0,90 bullish? below 0,30 bearish) 1.0 1.0 0.9 |weeks this is bullish territory Eullish

AdvancefDecline Line The A/D line continues to struggle with the uptrend
1362 1345 1397 [which is still intact Posilive
Stocks above 200-day average . .
0% 6% 0% hore and more stocks are now in a correction mode Meutral
New 52-week highs .
o o o Mo new highs Meutral

Bullish Muiserg Us Bonds Sentiment is slighily improving and nat yet at extreme
64% 61% 57% |lewels Positive

Bullish Advi: Gold
ullis visers Lol Cooling down which is tactically posiive

55% B0%% B5% Positive
Bullish Advisers Euro/US-Dollar Astranger shift which should supportthe Eura in the

45% 53% 5% |near future Posilive
Bullish Advisers 0il ) "

55% 50% 5% Sentiment continue to cool down Pusiiive

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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