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“Nothin’ lasts forever, even cold November rain” — Guns N’ Roses

The down trend continues, and last week the S&P 1500 fell 1.607% as it also recorded its lowest weekly close since July 2006.
This was the sixth consecutive down week. With options expiring this week we expect continued volatility in equities.

Indicators are almost universally at levels where oversold bottoms have been made in the past. The exception seems to be the
VIX, the Volatility Index, which did spike up Friday although not to levels seen in March and January. Since the June 11" 90%
down day, which followed closely the June 6™ 90% down day, we_have been warning that a market that does not respond to
oversold conditions is dangerous. The S&P 1500 is down 9.5% since then.

Investors are braced for a very important earnings season. The rising price of crude oil is like a boa constrictor slowly squeezing
the life out of some sectors of the economy. The effect on corporate profits and forecasts is about to be quantified in the
upcoming earnings reports.

The spread based on projected earnings versus bond yields reached the widest level since March last week, and remains at levels
where stocks should be very attractive. The March numbers were the widest levels seen in decades. If earnings numbers are
brought down, the question will be how much of that is already built into stock prices. However, if current quarter numbers are
met, and forecasts are not ratcheted down dramatically, in hindsight stocks at current levels will appear to have been very
undervalued.

The current short, intermediate, and long-term trends are down, and we reiterate that this continues to be a bifurcated,
opportunistic trader’s market, with adept traders able to take advantage long or short. Investors need to be alert to sector
rotation and should not hesitate to move out of lagging sectors and stocks and into leaders.

Federal Funds futures are pricing in an 88.5% probability that the Fed will leave rates at 2.00%, and a 11.5% probability of
raising 25 basis points to 2.25 when they meet on August 5.

The S&P 1500 (282.24) was down 1.00% Friday. Average price per share was down 0.53%. Volume was 123% of its 10-day
average and 137% of its 30-day average. 41.95% of the S&P 1500 stocks were up on the day. Up Dollars was 38% of its 10-day
moving average and Down Dollars was 94% of its 10-day moving average. For the week the index was down 1.607% on
increasing and above average weekly volume.

Options expire July 18™.

IMPORTANT DISCLOSURES

I, Wayne S. Kaufman, hereby certify that all of the views expressed in this research report accurately reflect my personal views about any
and all of the subject issuer(s) or securities. | also certify that no part of my compensation was, is, or will be directly or indirectly related to
the specific recommendation(s) or view(s) in this report.

THE INFORMATION PROVIDED IN THIS PUBLICATION IS FOR INFORMATIONAL PURPOSES ONLY. INVESTORS
SHOULD CONSIDER THIS REPORT AS ONLY A SINGLE FACTOR IN MAKING THEIR INVESTMENT DECISION. THIS
INFORMATIONAL REPORT IS NOT AN OFFER TO SELL OR A SOLICITATION TO BUY ANY SECURITY IN ANY
JURISDICTION WHERE SUCH AN OFFER OR SOLICITATION WOULD BE ILLEGAL. THIS REPORT HAS BEEN
PREPARED AS A MATTER OF GENERAL INFORMATION. IT IS NOT INTENDED TO BE A COMPLETE DESCRIPTION
OF ANY SECURITY OR COMPANY MENTIONED, AND IS NOT AN OFFER TO BUY OR SELL ANY SECURITY. ALL
FACTS AND STATISTICS ARE FROM SOURCES BELIEVED TO BE RELIABLE, BUT ARE NOT GUARANTEED AS TO
ACCURACY. ADDITIONAL INFORMATION ON THESE SECURITIES AND COMPANIES IS AVAILABLE UPON
REQUEST. SECURITIES, FINANCIAL INSTRUMENTS OR STRATEGIES MENTIONED HEREIN MAY NOT BE SUITABLE
FOR ALL INVESTORS. THIS MATERIAL DOES NOT TAKE INTO ACCOUNT YOUR PARTICULAR INVESTMENT
OBJECTIVES, FINANCIAL SITUATIONS OR STRATEGIES. BEFORE ACTING ON THE MATERIALS HEREIN, YOU
SHOULD CONSIDER WHETHER IT IS SUITABLE FOR YOUR PARTICULAR CIRCUMSTANCES AND, IF NECESSARY
SEEK PROFESSIONAL ADVICE. INVESTMENTS INVOLVE RISK AND AN INVESTOR MAY INCUR EITHER PROFITS
OR LOSSES. PAST PERFORMANCE IS NO GUARANTEE OF FUTURE PERFORMANCE. TRADING AND INVESTMENT
DECISIONS ARE THE SOLE RESPONSIBILITY OF THE READER.
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The S&P 1500 fetraced
the entire rally from
the March low to the May
high,

the March low. It

and then fell below

printed
a hammer-like candle on

the daily chart after a

panicky open Friday.
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The S&P 1500 retraced
the entire rally from
the March low to the May
high, and then fell below
the March low.  It printed
a hammer-like candle on
the daily chart after a
panicky open Friday.  
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This indicator is derived
from 13-week highs and
13-week lows.  It is in
an area where important
bottoms have been made,
although it has not yet
turned up.
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The S&P 1500 is below
all the major moving
averages, which are all
lined up negatively.
This is the lowest weekly 
close since July 2006.
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The media Is trumpeting
the bear market based on
major indices  being down
20%, but the S&P 1500
falling below the 80-week
moving average (400-day
approximately) which  we
highlighted in January
told the story much
earlier.
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The RSI and percent over
10-sma are showing
positive divergences.

The RSI recently hit
levels  where important

bottoms have been made.

Closing lows are also
showing a positive

divergence.

Our price  oscillator is

deeply oversold.
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deeply oversold.
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only 41.95% ot stocks

traded higher Friday.

In  spite of a new closing

low for the S&P 1500

Average Price Per Share

is slightly higher  than

its  low. This is also

true for the Advance

Decline line.

The 10-sma ot 13-week

lows is in the area where

we have seen prior

bottoms.

Volume expanded on Friday

but certain issues traded

huge volume.
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Our proprietary options

indicator is barely in

negative territory. We
would like to have seen
more fear at this point.

New low reversals have

been picking up, showing
that bottom fishers  are
out there.
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All  of our statistics of
supply (red lines) are

greater than the stats of
demand (green lines) for

all time periods.

The 10-sma ot Down Dollars
is lower than during

prior sell offs, while
Up Dollars  have been low.
Any catalyst for buyers

could start a good rally.
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The 10-year bond yield is
at the 200-sma (red).
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The U.S. Dollar Index has

weakened again and looks

like it will make new

lows. This could push

crude oil higher as crude

faces a potential double

top. If the dollar makes

new lows but crude can't

move higher, it would
mark current levels as
very strong resistance
for crude. There is a
negative  RSI divergence

on the crude oil chart.

We said last week gold

looked ready to break out
and move to our

the high 900s.

prior
target  of
It looks like it wil go

north of 1000, and may

challenge its old highs.
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The U.S. Dollar Index has
weakened again and looks
like it will make new
lows.  This could push
crude oil higher as crude
faces a potential double
top.  If the dollar makes
new lows but crude can't
move higher, it would
mark current levels as
very strong resistance
for crude.  There is a
negative RSI divergence
on the crude oil chart.
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looked ready to break out
and move to our prior
target of the high 900s.
It looks like it will go
north of 1000, and may
challenge its old highs. 
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The AMEX Pharmaceutical
Index shows that big
drug companies have been
outperforming the S&P 500
and the Nasdaq Compositie.
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