
 
 

 

December 2, 2019 

Investor Update 

 

November saw markets move higher again as volatility fell to the lowest level since January 2018.  This is the 

first time in a while that the day to day headlines had little effect on the markets.  Additionally, market 

sentiment which had soured at the end of the summer swung aggressively back to positive territory.  The near 

term back drop for assets is neutral as there are a number of unresolved issues that need to sort themselves out.     

 

As sentiment has changed from fear to fear of missing out in the last several weeks it is important to look at the 

psychology of the market.  We have discussed for months that we are in the late part of the business cycle.  

While the market and the business cycle do not correlate directly, there are some parallels.  Interestingly, all 

data lately has been interpreted positively which may leads us to the conclusion that we are in the euphoria 

phase of the market cycle.   The chart below is a good depiction of how investors feel during different parts of 

the cycle.  While it is difficult to know how long each phase lasts, recent signs of euphoria have supported our 

view to continue the de-risking process.   

 

 
 

    



The next chart emphasizes the disconnect between the economic fundamentals and stock prices.  Remember 

that stocks are a leading indicator of the economy and in order for stock prices to move higher there will need to 

be a fairly significant rebound in the global economy to justify the most recent move in stock prices.   

 

 

 
 

 

While there are a number of reasons that stocks are continuing higher, one of the most interesting is the liquidity 

that is being provided by the Federal Reserve.  The reduction of interest rates which started in July did not seem 

to have much of an effect on stimulating the economy or the stock market as we saw 2 corrections immediately 

following each interest rate cut.  However, an increase of the balance sheet again has directly corresponded with 

the most recent move higher in stocks and has also helped to reduce volatility as stocks move slowly higher 

every day similar to what we saw in January 2018 after the tax cuts.  The below chart shows how the effect of 

an increase in Federal Reserve balance sheet has coincided with stock prices.  The most interesting thing about 

the increase in the balance sheet is that it was unexpected and used as a tool to mitigate a disaster as overnight 

funding markets “froze.”  While this move was expected to be temporary, it has already been expanded through 

the early part of next year as the demand for this liquidity has been anything but temporary.   

 

   



 

 

 

Going forward our positioning has continued to remain defensive as there has been very little evidence that 

economic and corporate fundamentals are ready to accelerate to the upside.  As long as the Federal Reserve 

keeps pumping money into the system the short term should still see asset prices move higher.  Eventually there 

will be some factor that cannot be contained by interest rates or balance sheet increases and there will be a fast 

and furious move lower in stock prices.   Most likely by the time it becomes evident, we will be near the 

“panic” part of the cycle and it will be too late to react.  We continue to reduce risk while maintaining exposure 

to the market as the “euphoria” phase can last for some time.   Additionally, we continue to stress the 

importance of revisiting your time horizon as this will be critical in managing risk and positioning your 

portfolio to reach your goals.  If you have any questions or would like some more in depth analysis, please 

contact me at 908-376-3041. 

 

Sincerely, 

 

 
 

Mark R. Painter, CFA 


