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Watch out for a correction!

By: Michelle Mai for Capital Essence
Posted on July 17, 2007

Good Morning. This is Capital Essence’s “Market Outlook” (the technical analysis of financial
markets) for Wednesday July 18, 2007.

We’ve opined in our previous Market Outlook that “Monday’s trading action indicates a negative
bias into Tuesday trading session” — see “Negative Bias” July 17, 2007 — the board market index,
S&P 500, finished slightly below the flat-line Tuesday amid a lack of support in the financial sector.
In has been a long time since our last discussion in this sector. Let's start with earning. Merrill
Lynch (MER) posted an impressive 31% jump in Q2 profits though its shares took a long dive
Tuesday after the CFO said that the market for subprime debt has yet to stabilize. If it had not
been for the rally in American Express (AXP), shares of AXP soared 4.7% after Goldman Sachs
upgraded the stock to “Buy” and raised its price target to $77 from $66, the sector would have
slipped further into negative territory for the year. “So what?” you might be wondering. Well, the
S&P 500 Index is heavily weighted, about a quarter, by the financial stocks. And believe or not,
they’ve been the “tell” for this bull market — as goes the bank, so goes the tape!
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As you can see, the Bank Index (BKX) is testing the important resistant at the 116 level today. A
failure to take out this level will resume the six-month downtrend. This is, of course, bad. Yet, the
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worse scenario isn’t in place until or unless the BKX breaks below the spring low of 109. Run for
the hill should this happen. In short, the financial stocks are on a verge of breaking down or
entering a secular bear market. And this does not bode well for the bulls.

Stock of the day: shares of Modine Manufacturing Co (MOD), which makes heating and cooling
systems for trucks and buildings, gained more than 15% Tuesday or more than 22% since
profiled in our “Swing Trader Bulletin” on July 09, after the company boosted its guidance for the
fiscal year.

Let’s take a look at the major index charts:
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The Standard & Poors 500 Index (daily) chart above addresses a short-term frame. The board
market index continues to consolidate near high. Given the magnitude of last week’s rally, this
behavior is normal. Support is around 1540. Resistant is about 1600.
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The Dow Jones Industrial Average (daily) chart above addresses a short-term frame. As
mentioned above, if it had not been the 4.7% rally in American Express (AXP), the Dow could
have finished in the negative territory Tuesday. Technically speaking, the rally that started last
Thursday looked overextended. Support is about 13690.

Bottom line: technically speaking, the rally that starts last Thursday is due for a correction, which
could start as soon as tomorrow. Although, as we’ve noted right here a couple days ago “the
market is bullish by default as long as the S&P holds above the 1540 level.” And we're, therefore,
viewed this pull back as a buying opportunity.

Until next time, good luck.

Michelle Mai writes technical analysis for Capital Essence and is the editor of Capital Essence’s
“Market Outlook” newsletter. To receive the daily edition, please subscribe. It's now available at a
monthly rate.
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DISCLAIMER:

Any information, data, statements, opinions, or projections made in any newsletters ("Newsletters") affiliated with Capital
Essence, may contain certain forward looking statements, projections and information that are based on the beliefs of
Capital Essence as well as assumptions made by, and information currently available to, Capital Essence. Such
statements in the Newsletters reflect the view of Capital Essence with respect to future events and are subject to certain
risks, uncertainties and assumptions. Should one or more of these risks or uncertainties materialize, or should underlying
assumptions prove incorrect, actual results may vary materially from those described in the Newsletters.

Furthermore, although carefully verified, data is not guaranteed as to accuracy or completeness. Any quotations of
individuals other than the authors or providers of the Newsletters are provided for informational purposes only and their
accuracy and veracity are not guaranteed. The statements, opinions, and/or data expressed in the Newsletters are
subject to change without notice based on market and other conditions. The Newsletters are based on information
available as of the time they were written, provided, or communicated and Capital Essence disclaims any duty to update
the Newsletters and any content, research or information contained therein. Accordingly, neither Capital Essence nor its
directors or principals or affiliates make any representation as to the timeliness of any information in the Newsletters. As a
result of all of the foregoing, inter alias, neither Capital Essence nor its directors or principals can be held responsible for
trades executed by the recipients or viewers of the Newsletters based on the statements, projections, research, or any
other information of any other kind included therein. Investments in securities and commodities are speculative and
involve a high degree of risk; you should be aware that you could lose all or a substantial amount of your investment if you
attempt to apply any of the information in the Newsletters.

ANY PERFORMANCE COMPARISON TO THE PERFORMANCE OF INDICES IN THE NEWSLETTERS MAY NOT BE A
MEANINGFUL COMPARISON. INDICES CITED IN THE NEWSLETTERS ARE GENERALLY NOT AVAILABLE FOR
DIRECT INVESTMENT AND ARE NOT SUBJECT TO FEES. ANY PERFORMANCE REFERENCED IN THE
NEWSLETTERS IS NOT NECESSARILY BASED ON THE SAME TYPES OF SECURITIES AND COMMODITIES
CONTAINED IN ANY INDEX SHOWN OR REFERENCED IN THE NEWSLETTERS, NOR IS ANY SUCH INDEX
REPRESENTATIVE OF ANY PERFORMANCE PRESENTED IN THE NEWSLETTERS. ANY INDICES SHOWN IN THE
NEWSLETTERS ARE ONLY TO REFLECT COMPARATIVE PERFORMANCE OF FAMILIAR INVESTMENT STYLES.
ANY PERFORMANCE IN THE NEWSLETTERS IS NOT AUDITED AND IS NOT INTENDED TO COMPLY WITH AIMR-
PPS™ OR GIPS GUIDELINES. HYPOTHETICAL OR SIMULATED PERFORMANCE RESULTS HAVE CERTAIN
INHERENT LIMITATIONS. UNLIKE ACTUAL PERFORMANCE RECORDS, SIMULATED RESULTS DO NOT
REPRESENT ACTUAL TRADING AND RESULTS MAY HAVE UNDER OR OVER COMPENSATED FOR THE IMPACT,
IF ANY, OF CERTAIN MARKET FACTORS. NO REPRESENTATION IS BEING MADE THAT ANY COMMODITIES,
STOCKS, PORTFOLIO, INDICES, FINANCIAL INSTRUMENT, OR INVESTMENT WILL OR IS LIKELY TO ACHIEVE
PROFITS OR LOSSES SIMILAR TO THOSE SHOWN OR DESCRIBED IN THE NEWSLETTERS. HYPOTHETICAL OR
SIMULATED PERFORMANCE IS NOT THE RESULT OF A REAL INVESTMENT PORTFOLIO AND IS BASED ON
RECOMMENDATIONS MADE IN THE NEWSLETTERS OR OTHERWISE AND IS NOT THE RESULT OF ACTIVE
MANAGEMENT OR CONSTANT SUPERVISION, BUT RATHER PERIODIC RECOMMENDATIONS. BEAR IN MIND
THAT IF HYPOTHETICAL OR SIMULATED PERFORMANCE RESULTS OF PORTFOLIOS OR INVESTMENTS WERE
FOR A HEDGE FUND'S PORTFOLIO OR INVESTMENTS, HEDGE FUND TRADING COSTS, FEES AND EXPENSES
WOULD DECREASE SUCH PERFORMANCE RESULTS. FURTHERMORE, ACTUAL PERFORMANCE WILL VARY
BASED ON MANY FACTORS, INCLUDING, BUT NOT LIMITED TO, INVESTMENT STRATEGIES, TAXES, MARKET
CONDITIONS AND APPLICABLE FEES AND EXPENSES RELATED TO ACTUAL TRADING. NO REPRESENTATION
IS BEING MADE THAT FOLLOWING THE NEWSLETTERS AND/OR ANY INFORMATION CONTAINED THEREIN WILL
OR IS LIKELY TO ACHIEVE PROFITS OR LOSSES SIMILAR TO THOSE SHOWN OR DESCRIBED IN THE
NEWSLETTERS. ANY INVESTMENT RETURN AND PRINCIPAL WILL FLUCTUATE WITH MARKET CONDITIONS,
AND YOU MAY HAVE A GAIN OR LOSS ON YOUR INVESTMENTS. PAST PERFORMANCE IS NOT NECESSARILY
INDICATIVE OF FUTURE RESULTS AND FUTURE ACCURACY AND PROFITABLE RESULTS CANNOT BE
GUARANTEED.

Capital Essence Corp is a content provider and publisher and is not a registered broker-dealer or financial advisor. The
Newsletters should not be construed by anyone as Capital Essence's solicitation or offer to effect or attempt to effect
transactions in securities or the rendering of personalized investment advice (or an offer thereof) for compensation. The
Newsletters, and any information and research contained therein, do not represent a recommendation of investment
advice to buy or sell stocks or any financial instrument nor are they intended as an endorsement of any security or
investment. The Newsletters are for informational purposes only and any watch list, portfolio, trading signal or other
information contained in the Newsletters represent the writer's or provider's own investment opinions, and should not be
construed as personalized investment advice. Furthermore, it should not be assumed that the methods, techniques, or
indicators presented on this newsletter will be profitable or that they will not result in losses. Past results are not
necessarily indicative of future results. These set-ups are not solicitations of any order to buy or sell. Capital Essence
cannot assess, verify, or guarantee the suitability of any particular investment to any personal situation and the reader or
listener of the Newsletters bears complete responsibility for its own investment research and should seek the advice of a
qualified investment and/or tax professional prior to making any investment decisions.
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Capital Essence and its respective officers, directors, employees and/or associated entities may have positions in, and
may from time to time make purchases or sales of, the securities (i.e. commodities) discussed or mentioned in the
Newsletters.

CAPITAL ESSENCE CORP, ITS AFFILIATES, AND THEIR OFFICERS, DIRECTORS, PRINCIPALS, AGENTS AND
EMPLOYEES MAKE NO REPRESENTATIONS OR WARRANTIES, EXPRESS OR IMPLIED, REGARDING THE
SUITABILITY OR OTHER CHARACTERISTICS OF THE INFORMATION AND MATERIALS CONTAINED IN OR
PRESENTED THROUGH THE NEWSLETTERS. ALL SUCH INFORMATION AND MATERIALS ARE PROVIDED "AS IS",
WITHOUT ANY WARRANTY OF ANY KIND. CAPITAL ESSENCE CORP HEREBY FURTHER DISCLAIMS ALL
WARRANTIES AND CONDITIONS WITH REGARD TO SUCH INFORMATION AND MATERIALS, INCLUDING ALL
IMPLIED WARRANTIES AND CONDITIONS OF MERCHANTABILITY, FITNESS FOR A PARTICULAR PURPOSE
TITLE, NON-INFRINGEMENT AND AVAILABILITY.

IN NO EVENT SHALL CAPITAL ESSENCE CORP, ITS AFFILIATES, OR THEIR OFFICERS, DIRECTORS,
PRINCIPALS, AGENTS AND EMPLOYEES BE LIABLE FOR ANY CLAIMS, LIABILITIES, LOSSES, COSTS OR
DAMAGES, INCLUDING DIRECT, INDIRECT, PUNITIVE, INCIDENTAL, SPECIAL, CONSEQUENTIAL DAMAGES
(INCLUDING BUT NOT LIMITED TO, LOST PROFITS OR TRADING LOSSES), OR DAMAGES OF ANY KIND
WHATSOEVER ARISING OUT OF OR IN ANY WAY CONNECTED WITH THE NEWSLETTERS (INCLUDING
WITHOUT LIMITATION, THE CONTENT, INFORMATION, OR RESEARCH INCLUDED THEREIN) WHETHER BASED
ON THEORIES ARISING IN CONTRACT, TORT, STRICT LIABILITY OR OTHERWISE. SUCH LIMITATIONS APPLY
EVEN IF CAPITAL ESSENCE CORP, ITS AFFILIATES, OR ANY OF THEIR OFFICERS, DIRECTORS, PRINCIPALS,
AGENTS OR EMPLOYEES HAVE BEEN ADVISED OF THE POSSIBILITY OF DAMAGES.
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