
Special points 
of interest: 

• “Is the rally from 190 
over and should we 
hedge?” Our answer 
to this is so far, at 
least, no. 

• We continue to feel 
that treasuries will 
continue to decline, 
up into the Federal 
Reserve (FED) 
meeting in 
December.  
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We were looking for a down week last week, and this has occurred, although prices 
have fallen a bit more than we expected. We discuss this and how to treat this market 
closer to option expiration for November. In Bonds, we look at TLT, but also at 
Preferred Stock ETFs. We have not reviewed these in detail in some time, but 
Preferreds are a bright spot in the fixed income rubric.  

In Commodities, we check on oil, DBC, and GLD. These markets are behaving badly, 
and could cause considerable problems for worldwide equities. We follow this in the 
International section with discussion of China and some buy recommendations there. 
This is the area of biggest risk for stocks, in our view. In Chart of Interest we discuss 
France and Belgium as these markets could have sharp declines early in the week, but 
should be bought if this occurs. We give some numbers. 

.  

 

 

 

 

 

Summary of Market View
 



 

 

page 2 

 Stocks had the down week we were looking for last week, and while prices went a bit lower than we thought they 
might (and yes, that IS a concern), the daily stochastic is now below 20, the weekly FPO has fallen from +15 to 
plus 1, and in these and other ways the overbought condition has been relieved. New lows expanded, but this is 
not unusual on a down week, and we may have seen enough pullback of the advance from 190 on SPY to 
suggest consolidation and another rally attempt. Recall that, on the rally through 205 back in October, that we 
suggested some whipsaw moves around 205 could occur, and to be vigilant. So, there are two questions to 
answer. The first is, “Is the rally from 190 over and should we hedge?” Our answer to this is so far, at least, no. 
Recall that we have only added two thirds of the money raised so we have a third to add when the coast is 
clearer. This gives us some flexibility and we answer the second question below. 

How exactly will we know we are wrong about this, and what sort of action do we expect this week? Ideally we 
would see the market open down Monday, trade sideways, and recover during the day. Then after more choppy 
action we should see a close above 205 at the end of the week. Friday the 20th is option expiration for 
November, and this alone creates the possibility of volatile trading and whipsaws. Patience and sagacity will be 
rewarded, and a close below 198 on SPY will tell us if we are wrong. We show IWM and IYT below – and ask 
that you compare them with the chart of SPX in the summary section and also that weekly chart. These have 
lagged a good bit on the last rally, and if we are right and SPY moves back above 205 hopefully the market will 
broaden out and these will perform well. Some of this depends on the commodity markets – please see 
Commodities, below. 
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TLT has rallied a bit off of an oversold condition, which is not a surprise. But it is now a rally in a confirmed 
downtrend, as the last spike high at 126 was lower than the previous high, and the low was lower than the previous 
low as well. We continue to feel that treasuries will continue to decline, up into the Federal Reserve (FED) meeting 
in December. They should discount the results of their moves.  

There are other instruments in fixed income that are performing better and we have looked at these over the last 
few months, in these reports. This week we will mention the Preferred stock ETFs that we follow. All of these are 
appropriate to use as part of a fixed income model. We follow PFF (iShares® Preferred Stock ETF), PGX 
(Powershares® Preferred Portfolio ETF), and VRP (Powershares® Variable Rate Preferred Portfolio ETF). Right 
now we are using PGX in models, and may end up with VRP if PGX starts to act badly when the FED starts raising 
rates.  They are trading in very stable fashion and should outperform TLT if rates rise slowly, as we expect. 
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In the commodity markets, our biggest concerns are being realized, and we could see still more weakness and 
deflation over the next few weeks, unless oil can close back above 42.60 on our perpetual contract. It is at $41.44 this 
morning on the Paris news so there is less than a one dollar to go. We mentioned in last week’s letter that if we were 
wrong about oil holding, now would be the time and it is trading more weak than we would like to see given the 
indicators. While the daily stochastic is now oversold, there is risk that oil will break 40 and trade to 32. If this happens, 
we have concerns on China and the equity markets as well. We have said that we believe China and commodity 
deflation is the elephant in the room with regard to the equity markets, and continued weakness here could lead to 
further correction. 

We mentioned DBC last week, and it has broken to new lows, a move suggesting that this is a kick off move to the 
downside for commodities, unless it can move back above 15 by the end of the week. This could be a negative for 
China (see the International section) and we will just have to see how this works out. It could be a false breakout, and if 
so there will be a good buying opportunity on a close above 15.  

Gold now has a different pattern relative to DBC and oil. While we are not sure what this means, trading it is formulaic. 
The daily chart of GLD is a spike bottom with an inside day (an inside day is when the high is lower, and the low higher, 
than the previous day). The correct method to trade this is to buy above the high of the spike bottom day, and sell on a 
stop below the low of that day. Or do the reverse if the low is penetrated first. We will watch this carefully as it may 
provide some clues for the direction of the markets. 
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We are seeing the first pullback of the Chinese markets since the August/September bottom. We believe that this is 
in response to the weakness in commodities, and are concerned that this move could get out of control to the 
downside more easily than most suspect. We thought that China had bottomed but failure to hold this week would 
be a concern. We follow four Mainland Chinese ETFs: PGJ (Powershares® Golden Dragon Portfolio), GXC (SPDR 
China ETF), FXI (iShares® FTSE Xinhua China 25 Index ETF), HAO (Guggenheim China Small Cap ETF) and 
they are listed in order of technical strength. We look at these, below, and note – we would consider swapping FXI 
for either PGJ (our preference) OR GXC but not HAO. PGJ should hold 28 or so on this decline, and GXC should 
hold 72 to 70. Below these numbers would be a concern. FXI looks worse and if it does not hold 36.50 might test 
34 or even make new lows if China continues to weaken. HAO, small cap China, needs to hold 24. If not, 22 or 
lower is likely. 

One other concern that bears mentioning: according to some of the news reports we have seen, Japan is now 
officially in a recession as of this morning. This is the strongest part of Asia, at least in terms of stock prices. This 
could very well be an outgrowth of a Chinese slowdown, and a concern for the rest of Asia going into 2016. We 
show China, below, but will cover Japan if need be in the Midweek Review. 
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We have not looked at EWQ and EWK is a while, but the recent horrifying events in 
Paris suggest taking a look. Both of these look to pull back a bit more, and then 
could be bought (although we are staying with EWL, and EWGS for now). We would 
try to buy EWQ at 24.50, then again at 24. We would buy EWK at 17.15, then 16.80. 
We show weekly charts, below. 

 
 

 

 

Weekly Chart of Interest

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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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. 
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