
CYPRESS CAPITAL MARKET OUTLOOK JUNE 20, 2019 
            
 

 

Market Outlook 
By Mark T Dodson, CFA 

 

 

 

 

 

Highlights 

The same trend toward very modest improvement continues with 

the Market Risk Index as both psychology and monetary conditions 

edged higher, but it’s not enough to move us out of elevated risk 

territory. 

Internally, the trend toward improvement in our psychology basket 

is beginning to fizzle. Most of the positive move has been a result of 

the solid readings and increase in bearishness among AAII survey 

respondents, but that’s not enough to move the needle by itself. 

The historically rare readings from the Consumer Confidence 

category alone have been enough offset those survey results. 

A sharp increase in the smart money OEX put/call ratio has shifted 

option trader sentiment back to neutral. Other internal headwinds 

include the sentiment of banks toward lending, which turned 

negative back in March. The sentiment of levered ETF investors, 

which was a strong positive late in May and early into June, has also 

already shifted back to neutral on the market’s short-term strength. 

On the monetary front, the Fed chose to hold rates steady 

yesterday despite a bond market pleading for a rate cut. The 

consensus was that there would be no change in rates this week, so 

no surprise there. For now, stock prices are giving the Fed some 

cover from a bond market that is warning of economic weakness on 

the horizon. It’s unlikely that the Fed makes it through the summer 

without a rate cut, as we have entered a precarious part of the 

economic cycle. Money demand has started to rise. When money 

demand begins to increase in periods where the yield curve is 

inverted, it’s a signpost for an economy becoming more vulnerable 

to shocks and recession. We’ve included a chart at the end of the report to illustrate. These periods tend to 

highlight the earliest stages of a broad shift toward risk aversion. 

You can see evidence of this when looking under the hood of the popular market cap weighted indices. We 

objectively measure price trends for several asset classes, and within each asset class we do the same for 

multiple key indices. The price trend for small cap stocks turned negative this week. It’s rare to see small caps in 

a downtrend when widely followed large cap US indices are at highs. It rhymes with the 1998-99 market analogy 

that we have often referred to this year, as the Christmas Eve 2018 bottom in stocks shared the most in 

common with the October 1998 low. That market too saw small cap stocks continue to struggle as Tech and 

large cap-weighted indices advanced to new highs. 

Psychology

Monetary

Valuation

Trend

Biggest Psychology Influences

Sentiment Surveys Positive

Leveraged Investments Negative

Consumer Confidence Negative

Technical Indicators Negative

Biggest Monetary Influences

Change in Interest Rates Positive

Yield Curve Negative

Velocity Negative

Valuation

7-10 Year Rtn Forecast 3.2%

10Yr Treas Yield (on 4/30) 2.5%

Market Risk Index

Elevated

76.0%
Category Percentiles

11.9%

92.3%

5.0%

47.1%
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It’s a narrowing of the market’s strength as fewer stocks participate and a sign of a less than healthy market that 

is losing liquidity. Globally, stocks peaked early in 2018, and pockets of US equities peaked in the fall of 2018. 

The April and now June 2019 peaks stand out for their limited participation. It fits with the message being given 

with new lows and new highs and the recent major sell signal given by Fosback’s High Low Logic Index, which 

highlights markets seeing an unusual number of highs and lows occurring at the same time. The highs are 

occurring in more defensive utilities stocks while lows are in the more cyclical, economically sensitive stocks. 

Another asset class where the trend is turning is gold, except this one is a positive turn. We initiated a position 

prior to the Fed announcement this week inside the commodity sleeve of our portfolios. With the odds of the 

trade war escalating into one that involves currencies also on the rise, gold should provide a good hedge. 

We have asked more of monetary policy this cycle than ever before. It’s a lot to ask of a small group of 

economists – to make monetary policy absorb all the effects of globalization on workers, dysfunctional 

government and create economic stability and growth through the inflation of asset prices. We don’t envy the 

job of central bankers. It’s a job full of difficulties that are compounding with every passing year. 

 

Chart – Money Demand is beginning to increase while the Yield Curve is inverted 

Source: Cypress Capital, Factset 
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Chart – High Low Logic Index sell signal is picking up the weakness in small cap stocks 

 
 

 


