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Summary of Market View

The stock market has been down the last three weeks and should also decline this
week, favorable holiday seasonality notwithstanding. We would use weakness to
slowly accumulate stocks in strong sectors.

Bonds have rallied as expected and while we see the potential for more up-move into
INSIDE THIS June, stops should be raised in case these moves end early. Overall, we expect
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“Energy has
actually improved
(accumulation
models) such that
subscribers
should be adding
money to this
sector first - it is
our favorite equal
weight.”

Stocks Review

For new subscribers, and also as a recap — our forecast has been for a declining
market into the end of May, followed by a strong second half of the year. One of the
reasons for this forecast is overbought readings on our Monthly indicators, and in
order to correct these, the SPX needs to decline into the end of the month of May.
We note that the last three weeks have been down on the SPX, and ideally this
week will be down as well, followed by a low close on May 31. Then markets,
followed by some choppiness, can start of a rally by the end of June. Several
subscribers have asked about Investor’s Intelligence bears being below 20 for such

an extended period of time (7 weeks), and it IS unusual. But, take a look at the

research piece we did on sentiment in December of 2009 (in the Special Research
Articles section of the Website). These streaks are, most often, bullish three months

out, which is in line with our forecast.

We have been looking at Sectors with an eye towards possible adjustments should
the market decline. We note that our two overweight sectors, XLP (SPDR Select
Sector Consumer Staples ETF), and XLY (SPDR Select Sector Consumer
Discretionary ETF) have been market leaders. In our letter of May 9, we advised
slowly adding back some money we had raised, for investors willing to take risk, and
we would continue that process if the market falls this week. We note that
accumulation models in Materials and Industrials, two of our equal weights have
weakened sharply in the last week, but that Energy has actually improved such
that subscribers should be adding money to this sector first —it is our favorite
equal weight. We show charts of XLE (SPDR Select Sector Energy Sector ETF)
and OIH (HOLDERS Oil Service ETF) below. We would emphasize the XLE over
the OIH, as this ETF contains the kind of “household name” oil stocks foreign

investors tend to buy first.
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Fixed Income Review

Bonds had a flat, rather than down week, as we had expected. While the accumulation
models on the bond ETF’s remain positive, price oscillators are now overbought, and in
some cases (see chart below of weekly MUB [iShares National Municipal Bond ETF
below]), they have traded up to resistance. In addition, Market Vane sentiment has
increased to 62% bulls. We become concerned when this number gets above 70%
bulls. Our forecast has been for arally in bonds to run into June, followed by a
slow, choppy decline into the end of the year.

What the above suggests is that bond traders should start to be a bit more defensive, as

this trade has likely run most of its course. We give a few numbers: TLT (Barclays 20

Year Treasury Bond iShare) has been forecast to test the 98 area, and this is still likely, “Our forecast
but a move below 93.10 would negate this. LQD (Investment Grade Corporate Bond has been for a
iShare) could test 114, but a move below 109.40 could negate this. Last, the MUB may rally in bonds to
move above 105, but 104 is significant resistance, and a move below 101.80 would

negate this. We are much more cautious on bonds — plan for the worse, hope for the run into June,
best. followed by a
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Commodity Review

We show daily and weekly charts of DBC (Powershares DB Commodity Tracking ETF)
below. Subscribers can see that daily stochastics are positive, while weekly stochastics
have a bit more to go on the downside before giving a classic buy signal. This suggests that
a rally is imminent in the commaodities, but that it should occur within the context of a longer,
more complex bottom. This, indeed, has been our forecast: these markets should chop
around and perhaps make a lower closing low a month or so from now.

We remain an equal weight in gold, but not silver. If we are going to be correct about a
strong commodity rally in the second half of the year, gold should outperform (as it is doing
now). The real question is where rebound rallies can go, and for this we shall have to be
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International Review

We show two charts of the Chinese market — FXI (iShares FTSE Xinhua China 25
Index ETF) and HAO (Guggenheim China Small Cap ETF). We note that the HAO has
been leading the FXI until recently, an indication that the Chinese domestic economy
remained stronger than their big cap, export oriented stocks. In recent weeks that
out-performance has narrowed, suggesting that China really is slowing.

While we continue to prefer (as we have for some time) EWS (iShares MSCI
Singapore Index Fund), EWM (iShares MSCI Malaysia Index Fund), and EWY
(iShares MSCI South Korean Index Fund) to China, one of the reasons for this is that

these markets are, essentially, gateways to China trade and as such they may also “In recent

slow for a while. weeks, the

We also note that the dollar index continues to attempt to rally, and should DXY outperformance
make it through 76.60 and then 77, a move into the low 80’'s is possible. A strong of HAO to FXI
indication that this is going to occur is the FXE (Rydex Currency Shares Euro Trust) has narrowed,
below the 140 area. We will write more about this in the midweek should it occur. suggesting that

China really is
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Weekly Chart of Interest

THE FRED REPORT

4514 Chamblee-
Dunwoody Road

Suite 112
Dunwoody, GA 30338

We show charts of XAU (Philadelphia gold/silver index) and PSAU (Powershares
S&P Small Cap Gold and Silver Stock ETF), an Index and ETF respectively,
consisting of metals’ stocks. These stocks have not performed in line with the gold
and silver markets so far this year, but this may change as many reports suggest
the reason for this is hedging on the part of these companies and the big hedging

months are June for gold and July for silver. Note that Stochastics have moved
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(404) 875-FRED
E-Mail:
fred@thefredreport.com
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About Our Organization

The FRED Report was started to provide Financial Advisors across firms and platforms access to

unbiased market research. The President of the Fred Report, Fred Meissner, CMT, has been practicing
Technical Market Analysis since 1983 and has worked in the research departments of Merrill Lynch and
Robinson — Humphrey /Smith Barney. In addition he has served the public as a portfolio manager and
financial advisor. We know the problems advisors face and have devoted our career to helping advisors
find the best possible investments in all environments. We want to help you help your clients and grow

your business.
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Disclaimers:

Research used in this report does not purport to be comprehensive or to contain all the information which a
prospective investor may need in order to make an investment decision. The information is based on publicly
available information and sources, which the publisher believes to be reliable, but does not represent to be
accurate or complete, and it should not be relied on as such. The publisher may update any research report
as it determines appropriate, in its sole discretion. Each reader of this report must make its own
investigation and assessment of the information presented herein. No representation, warranty or
undertaking, express or implied, is or will be made or given and no responsibility or liability is or will be
accepted by Fredco Holdings, Inc. or by any of its directors, officers, employees, agents or advisers, in
relation to the accuracy or completeness of this presentation or any written or oral information made
available in connection with the information presented herein. Any responsibility or liability for any such
information is expressly disclaimed. Any person or entity who does rely on this report does so at his/her own
risk and by doing so assumes all liability for any such loss, harm or other detriment.

The information contained herein was prepared by Fredco Holdings, which is solely responsible for the
contents of this report.

All prices provided within this research report are a snapshot taken as soon as practicable prior to the
release of the report. No representation is made as to the current prices of securities.



