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About The Fred Report and Training

Welcome to The FRED Report Training Manual! This quick course arises fror
discussions we have had with advisor teams who use The FRED Report, but
have little experience with Technical Analy$ihile we realize that clients do
not want to be technical analysts, many have indicated they want to
understand a bit more about what we do. In the pages that follow we will:

(a) Give an overview of Technical Analysis and how it relates to the world
around us,

(b) Explain our Three Market Principals and give some chart examples of
each, and

(c) Give advisors an introduction to the Charting methodology we use in
each publication of The FRED Report.

In the process, you will learn how The FRED Report can help you be a better
advisor and portfolio manager.
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The Overview

There are two main types of research on Wall Street. These are Fundaments
Analysis, and Technical Analysis.

Fundamental analysistudies the behavior of companies and their
managements.

Technical analysistudies the behavior of investors and the trading
pattern of stocks (or markets, or indexes, or ETFs or any traded
Instrument).

The key to remember is that charts are graphic depictions of human behaviol
C investor actions in a freely traded market. We believe that most stock
Investors are much more interested in the performance of the stock rather
GKIFY (G0KS LISNF2NXIFyYyOS 27F UchéhceOd Wskl v
of Technical analysis.
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The Importance of Bars

A Bars are the key to S.T. trading. Following are some
explanations of bar action.

Left hash = Open, right hash = Close

(1) _I' = Demand wins (2)-|_ = Supply wins
A The open is important as it is the only norarket price of the
day.
I A close above the open means accumulation
I A close below the open means distribution
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The Importance of Bars

Types of Formations

(1) Strong (2) 1 weak (3) Strong

rH Rally 1t Rally 114 Decline
2 I Weak 5 Inside 6 Outside
£ -r_l- Decline & i) Day = 1'.|- Day

Most machines do not show open, but where the close is in the range shows
the same thing

Changes of range size signify changes in trend much of the time
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Fredodos Three Mar ket P i

These are:
1. Sentiment
2. Internal Momentum
3. External Momentum.

We observe all of these through various technical indicators, some of which
we show in various FRED reports. ®anthly Revievalways updates
subscribers on the status of these indicators.

One thing to remember about technical indicators is that there are two basic
types:
1. Condition or strategic indictors

2. Tactical or trading indicators.

Of our Three Market Principals, external momentum is the only tactical
principal.
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Sentiment Indicators

Sentiment, or contrary opiniomeasures investor opinion on the markets
as well as investor actionwith regard tothose opinions We use two types
of sentiment indicators:

1. Sentiment polls
2. Put/call ratios
Sentiment polls are more intermediate term in nature while put/call ratios
can give shorterm signals, but both are condition indicators.
hdzNJ FIF @2NAGS aSYUAYSyd LRf{f Aad Ly©
of bulls, bears, and those looking for a correction. We only track the bears, a

those folks are the ones most likelytiikke action These are weekly numbers
while Put/call numbers are reported daily, and therefore can be shorter term

In nature.
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Chart: % Bears Sentiment Indicator
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Chart: % Bears Sentiment Indicator
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I nvestords I ntelligence %Be aerm: Thinindicatoahadarriseias masket behavior wwmed knegétieen g
last year, but the rise was less, and it still suggests caution intermediate-term. The pattern in 2015 is what usually happens at

major bottoms, and %Bears did not move up earlier in 2018. While it had a rise, this was less than robust, and recent data show

the indicator is still falling. Overall, the indicator still suggests complacency and complacency can bring surprises. Sentiment
suggests a bigger correction should occur before the 2020 election, but an advance is likely before this occurs.
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Chart: Put/Call Ratio Sentiment Indicator

SPX Daily

eead

Buying area, e.q.
more puts than calls

|

: W&M

Fut/Call Ratio Indicator

e 5 200 Ar23, &.0.MOM
callz than puts

1450
1400
1350
1300
1250
1200
1150
1100
1050

0.7 =
I:IIE T T T T T T T T T T T T T T T T T T T T
6- 24- 12- 30- 17- 3- 23- 10- 28- 15- 4- 22- 3- 27- 15- 2- 20- 8- 26- 13- 31-
Sep- Sep- Oct- Oct- MNov- Dec- Dec- Jan- Jan- Feb- Mar- Mar- Apr-  &pr- May- Jun-  Jun-  Jul-  Jul-  Aug- Aug-
11 11 11 11 11 11 11 12 12 12 12 12 12 12 12 12 12 12 12 12 12
The FRED Report E 2019 The F R/ED.IIREREDreport.domA 487%#FRED

Financial Research, Education & Data



http://www.thefredreport.com/

Chart: Put/Call Ratio Sentiment Indicator
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The Put/Call ratio has moved into buy territory: Sent i ment i ndicators are fAconditiono in
Put/Call is more of a short-term indicator. This indicator suggested a pullback should occur but never became super negative.

Note that there have been some high readings over the last few days, so this indicator still is suggesting another advance is

possible. In general, sentiment has been leading to the complacency side of things, as you can see on the next page, but this

indicator has improved short-term.
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Internal Momentum Indicators

Our favorite Internal Momentum indicators are breadth based. These indicators are
mostly stock market indicators as other markets do not have such things as the
Advance/Decline line, or New Highs and New lows. We look at many measures of
breadth but only publish three:
1. The McClellan Oscillatpmwhich is great for the short term
2. New Highs and New Lowsn the NYSE, which is used to measure intermediate to long
term strength
3. CNBRQa . NBF I(FRBDXouhowrOokehidthltodl 2viNdh is designed to fill in the
cracks left by the other two.
The last two aralefinitely conditionindicators, while the McClellan can function as
both. The McClellan Oscillator is an indicator used to measure breadth momentum.
We use it because @l ofthe breadth tools we have looked at, this gives the best
"early warning" signs. When used in conjunction with our proprietary Fred's Breadth
Oscillator it gives an excellent indication of whether breadth is overbought or oversold
within a short to intermediatderm market cycle. Generally the market will stage
some sort of reversal when the McClellan is at plus or minus 200, and when those
areas arg@eachedwe start to look for confirming signs from other indicators.
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Chart:

McClellan Oscillator Internal Momentum Indicator
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Chart: McClellan Oscillator Internal Momentum Indicator
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The McClellan Oscillator is in at the lower end of a consolidation pattern: The McClellan continues to make higher lows and

is a favorable pattern. As mentioned earlier, the performance of the daily and weekly FBO are positive T but McClellan is more of a
trading tool that we use to time entries for intermediate traders. It is close, but not at, a good buying juncture. There may need to
be a little more drop to set up a strong buy pattern i but it could go from here also. Continue to add money to models.
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Chart: New Highs New Lows Internal Momentum Indicator
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Chart: New Highs New Lows Internal Momentum Indicator
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New Highs/New Lows continues to improve short-term: This tool measures the difference between the amount of new highs

and new lows on the NYSE. It fell off as the market corrected in February, after beginning to weaken before that correction started.
Remember that this is a leading indicator that often goes negative first. So far, NH/NL has not weakened in front of the last
correction, or in this odd news environment, which suggests another rally attempt is possible. The indicator is quite strong, and
suggests the pullback is ending. This is a plus.
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Chart: FBO Dally Internal Momentum Indicator
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Chart: FBO Dally Internal Momentum Indicator
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The daily FBO has rallied and still looks attractive: The daily FBO became oversold, worse than after the 2016 correction. That
level is consistent with where the market bottomed in 2016 just before the election. This suggests a good bit of upside was
possible from the low, and that has occurred. The current indicator picture has improved. This indicator suggests an advance from
right here is possible. See p.11 for more breadth commentary.
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Chart: FBO Weekly Internal Momentum Indicator
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Chart: FBO Weekly Internal Momentum Indicator
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The Intermediate FBO remains negative: Weekly breadth momentum is still lagging T it is still a downtrend in spite of recent
strength. Notice that price retested the lows the last time these levels were struck in 2015, 2016 - this is part of a bottoming
process but does not preclude a retest. When combined with New Highs/New Lows, this suggests problems after this rally.
Caution flags are out, and traders should be defensive, but the environment still is attractive for investors. Short-term support is
280 on SPY. Below 260 would be a concern.
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External Momentum Indicators

External momentum is the most easily observed for advisors, as the technice
Indicators on the workstations at most of our client firms measure this. Of the
many indicators available, we show charts depicting

1. Moving Averages
2. Stochastics,

3. Anumbero2 dzNJ 26y AYRAOFG2NBR 6 CNBRQ:
most common).

We will show all of theseharts, buti I { S R ddiiEA Y2 &K2g 2
Chart. This consists of price combined with moving averages in the top pane
and the stochastic oscillator in the bottom pane. Initially, szane up with
GKAa OKINIL a | gleée G2 GNIYAY | ROAa
to evaluate the technical condition of a market. A glance will tell whether the
trend is up or down, and if the unit is overbought or oversold within that
trend. From this can come a quick evaluation of risk and reward. This
evaluation is part of our advanced training class, given in person in branches
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Chart: nNBasi co External Mo me nt
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Char't AhBasico External Mo me nt
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Chart: nNBasi co External Mo me nt
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Chart: nNBasi co External Mo me nt
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Chart: nNBasi co External Mo me nt
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External Momentum Indicators

alye lal AT Sglrtdz2 dA2y 2F GKS . I aa
the method we teach advisors to monitor trend, and it is one method, but not
the only method, that we use to monitor trend here at the FRED Report. It
has the virtue of being quick and easy to use. PLEASE NOTE: It has strong
measuring, but WEAK predictive, value. Our predictive indicators remain
behind thecurtainbut the results of these indicators are represented in our
daily, weekly and monthly commentaries.
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Chart: PowerShares DB Oil (DBO) Weekly
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Chart: PowerShares DB Oil (DBO) Daily
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Chart: PowerShares Emerging Markets Debt (PCY) Weekly
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Chart: PowerShares Emerging Markets Debt (PCY) Daily
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Chart: Long Term Monthly 1 SPX1 SP 500

ﬂ SPY-SPDR S&P 500 ETF-Monthly
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Chart: Long Term Monthly 17 COMPQ Nasdaq Composite
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Chart: Long Term Monthly 17 NYA T NYSE Composite
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