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Equities – Bull rally
continues into 2020
with projected gains
from 4%-13% for
S&P 500 Index.
Fixed Income –
Trading range for
TNX is between 1.671.69% and 1.952.12%. Above 2.12%
warns of upside to as
high as 2.5-2.6%.
Commodities –
Bottoming near-tomedium-term but still
needs technical work
longer-term.
Currencies – US
Dollar retains its 2year uptrend channel
and EURUSD
retains its 2-year
downtrend channel.

Lee Technical Strategy
Newsletter
Technical Market Outlook 2020
Equities – Despite mixed economic data and continued U.S. and China trade uncertainties, US stocks will
close the year and the decade strongly (i.e., SPX + 38% YTD and 184% decade). Although the recent bull run
is one of the longest in recent memories this rally will likely continue into 2020. The following technical
developments support the continuation of the current bull rally: (1) major technical breakouts in 2019 including
a 2-year broadening top/bottom and head/shoulders bottom render higher technical targets; (2) accommodating
interest rates and favorable treasury yield curve; (3) since 1833, the fourth year of a US Presidential Election
Year cycle is the second best year averaging gains of 6% for Dow Jones Industrial Average. This is just behind
the Pre-Election Year or the third year with average gains of 10.4%; (4) market breadth among key U.S. stock
indexes and price momentum continue to confirm broad market participation; and (5) the current AAII bull/bear
retail sentiment survey and others have improved this year but remain in overall neutral levels. The cash on the
sidelines from retail and professional investors will continue to favor a US stock market rally into 2020.
Fixed Income – The structural long-term downtrend remains intact for key US treasury yields including the
10-year and 30-year U.S. Treasury yields. Although geopolitical, macroeconomic, internal and external factors
can influence near-term interest rate trends the dominant and prevailing downtrends will likely prevail into
2020 keeping yields in a historical low interest rate environment. The U.S. yield curve have also recently return
to its normal shape. This action as well as the dividend yield of SPX exceeding that of the yield on 10-year US
Treasury bode well for the continuation of the U.S. economic expansion and the U.S. stock market rally.
Commodities – Hard assets will continue to experience a recovery into next year, but it is likely to be uneven
rallies as the primary trends remain challenging over the longer-term. Energy commodities such as WTI Crude
Oil and Brent Crude Oil can benefit from continued U.S. and global expansion before slipping back toward
Neutral sideways trading range trends or undergoing longer-term technical basing efforts. Base metals such as
Cooper, Nickle, Platinum, etc. will also participate in recoveries into 2020 but will need time to develop further
for sustainable long-term recoveries. Gold will continue to attract attention during 2020 as professional
investors will diversify into this asset to hedge against geopolitical risks and macro uncertainties.
Currencies – US Dollar Index is likely to continue with its 2-year uptrend channel between the mid-90s and
the high-90s and EURUSD continues with its 2-year downtrend channel between 1.08-1.09 and 1.11-1.12.
S&P 500 Sectors – The leadership sectors this year have been heavily concentrated within S&P Technology,
Communication Services, and Financials. Although these S&P sectors will again lead next year, other S&P
500 sectors such as Healthcare, Industrials, Materials and Consumer Discretionary sectors will attract interests.
Small-cap/Mid-cap/Value vs Growth/Dividend Growth – Small and Mid-cap indexes will catch up to their
larger cap peers next year as investors seek out the laggards. Value will continue to outperform Growth, nearto-medium term. Dividend growth investing will return to its leadership role as the bull rally matures.

____________________________________________________________________________________________________________
Disclaimer: Lee Technical Strategy newsletter is published by Lee NY Holdings LLC. This publication is for your information and is not intended to be an offer to buy
or sell securities. The analysis does not constitute a recommendation. Consult your financial advisor for investment and tax advices. Full disclaimers are on page 17.
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The 2009 monthly
uptrend channel
between 2,600-2,700
(major support) and
3,400-3,500 (major
resistance) suggests
the current bull is
sustainable and not
overly extended. The
2-year broadening
top/bottom and/or
head/shoulders
bottom breakout on
11/1/19 is like that of
2015-2017
formation. This
major breakout still
suggests SPX target
to 3,653-3,740,
intermediate-term,
and 4,000+, longterm. In addition, a
3-month triangle
breakout and 1-year
channel breakout
renders SPX target
to 3,225, near-term
and then 3,360,
medium-term.

SPX Index – Technical breakouts signal next rally

Since the Mar 2009 market bottom (666.79), the dominant and primary trend remains that of a 9-year
uptrend channel as defined by top of channel at 2,600-2,700 (major support) and bottom of channel at 3,4003,500 (major resistance). This bull can sustain until the mid-3,000s before the next major correction occurs.

After a 2-year consolidation period, a 2-year broadening top/bottom and/or head/shoulders bottom breakout
above 3,059 (11/1/19) suggests +594/+681 points or SPX target to 3,653-3,740. Key intermediate-term
support is 3,076-3,091 (top of neckline breakout and 10-week ma) and then 2,955 (30-wk ma).

Triangle breakout above 3,019 (10/25/19) suggests +205.86 points or SPX target to 3,225-3,235 (near-term).
1-year uptrend channel breakout above 3,138 (11/26/19) suggests +222or SPX target to 3,360 (mediumterm). Initial support moves up to 3,135-3,174. Secondary support rises to 3,076-3,091. Medium-term
support is 3,002-3,022 and intermediate-term support resides near 2,939-2,955/2,900.
Source: Courtesy of StocksCharts.com

Lee Technical Strategy Newsletter – December 23, 2019

3

Market breadth
readings or the
advancing issues
minus declining
issues are good
proxies for the
internal health and
sustainability of
market trends. New
market breadth alltime highs further
confirm recent 2year technical
breakouts to record
price highs in key
major US indexes.
American
Association of
Individual Investors
(AAII) bull/bear
survey have
improved this year
but still retains an
overall neutral retail
investor sentiment.
This suggests retail
investors can still be
part of the fuel for
the current bull rally.

US Index – Market Breadths and AAII Survey

Almost all key US indexes with the exception of the NASDAQ Composite Index have recorded all-time highs
on their respective market breadth charts (advancing issues minus declining issues). Even the higher beta
Mid-cap and Small-cap Indexes have confirmed new market breadth highs.

AAII bull/bear survey has improved considerably this year as the bullish camp have rallied strongly from its
late-2018 and early-2019 extreme lows. Although the bullish sentiments is now at 44.10% it is likely to trend
higher to the low-to-mid 50s level before extreme bullish sentiments occur. The bearish camp is now nearing
its prior bottoms in the high-teens. This suggests an overall neutral sentiments from retail investors.
Source: Courtesy of StocksCharts.com
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Wall Street
Sentiment Survey is
more bullish than the
AAII retail driven
sentiment survey
possibly reflecting
the shorter-term time
frame of professional
investors. This hints
that this fast-moving
sentiment indicator
made reach extreme
levels ahead of the
AAII survey.
University of
Michigan Consumer
Sentiment Index is an
important US
consumer indicator.
This Index is likely
headed to a major
test of resistance
near 100-101.40
during the early
parts of 2020. Pay
attention for either a
breakout or a failed
breakout to gauge
changes in consumer
confidences.

Wall Street Sentiment and U of Michigan Consumer

Wall Street Sentiment takes a survey of individual investors, speculators, and hedge funds asking them if
they are bullish, bearish, or neutral on SPX for next week. This survey has turned bullish (50%) over the
past month suggesting a sentiment shift in favor of the bullish camp. Extreme bullishness is above 60-70%.

This important monthly economic indicator is based on a survey of US consumers. The survey asked the
consumers about their overall feelings of the state of current business conditions and whether their personal
finances are improving or getting worse. The sentiments have improved from the Jul 2019 lows and is now
nearing 2018/2019 highs near 100-100.40. Since US consumers have been a key driver of the US economy
a breakout above 100-100.40 would confirm continued bullish sentiments. Failure warns of a correction.
Source: Courtesy of StocksCharts.com
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The inversion of the
US Treasuries yield
curve that began in
late-Mar 2019 has
returned to a normal
yield curve shape.
The spreads between
the 10-year and 3month yields have
been useful in
alerting us to a
major inflection
point in the US
economy/stock
market. A convincing
move in the spreads
above its 10-mo ma
and most important,
above its 30-mo ma
can accelerate the
spread expansion
leading to a
speculative stock
market rally.

US Treasuries – Yield curve / 10-yr and 3-mo spreads
The US Treasury yield curve began to invert during late-Mar 2019. Although there were slight
inversions in the 1-mo, and 1-year yields the prior week, US treasury yields have returned to their
normal yield curve shape. The 10-year yields minus 3-month yield spread is beginning to expand.

An inversion of the US Treasury yield curve can warn changing economic conditions including recession
and/or global risk aversion. In late-Mar 2019 the short-end of the yield curve (1-mo US Treasury yield
(1.62%) and the 3-mo US Treasury yield (1.59%) inverted above its 1-year, 2-year, 3-year, 5-year and 10year yields. However, the short-end (1-year (1.57%) and 3-mo (1.53%) and the 1-mo (1.52%)) as well as the
long-end have returned to a normal yield curve. This bodes well for the continuation of the US economic
expansion cycle and the resumption of the US stock market bull rally.

Source: Courtesy of StocksCharts.com
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TNX is now
challenging key
intermediate-term
resistance along
1.97-2.12%. A
convincing breakout
here would send US
interest rate to as
high as 2.5-2.6%
next year. However,
failure to
convincingly clear
this key resistance
can lead to another
decline to initial
support at 1.671.69% (Nov/Dec
2019 lows) and
below this to 1.431.51% (Sep/Oct 2019
lows). Major support
remains 1.34-1.39%
(Jun 2012/Jul 2016
record lows).

10-year US Treasury Yield – Testing key resistance

Long-term –The 39-year downtrend channel remains intact as long-term support and resistance remains at
1.34-1.43% and 3.04-3.25, respectively. Above 1.97-2.03% coinciding with the recent Jun 2019 breakdown
and the 10-mo ma warns of the next rally to as high as 2.45-2.62% (30-mo ma and 2016/2017 highs).

Intermediate-term - A broadening pattern remains at 1.29% and 3.30%. Positive outside weeks (9/3/19,
10/7/19, 10/28/19, and 12/2/19) confirm a medium-term bottom (1.43%). A breakout above 1.97-2.12% (Jun
2019 breakdown, Nov 2019 high, and 38.2% retracement from 2018-2019 decline) warns of higher yields.

Short-term – A decline in Sep 2019 (to 1.43%), and again in Oct 2019 (to 1.51%) reaffirmed a key low or
just above its 2013/2016 record bottoms (1.39-1.34%). A technical base (ascending triangle) has developed
between 1.43-1.51% and 1.97-2.02% (2018 downtrend channel, Nov 2019 high, and 200-day ma). A breakout
here suggests 2.12-2.17%, 2.34-2.36%, and 2.5-2.6%. Nov/Dec 2019 lows at 1.67-1.69% is trading support.
Source: Courtesy of StocksCharts.com
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Commodities as
represented by CRB
Index remains in a
disinflationary
environment of low
rate of inflation. This
trend will likely
persist into 2020 and
for the next few
years. WTI Crude
Oil can recover on a
near-to-medium term
basis, but it is
unlikely to resume its
longer-term uptrend.
Gold will continue to
benefit from the
continued
geopolitical and
macro uncertainties.
The major June 2019
breakout and the
recent flag/pennant
pattern hint of higher
Gold prices next

Commodities – CRB Index, WTI Crude Oil, and Gold

Since Jun 2008, Commodities as represented by the CRB Index has transitioned from an inflationary to a
disinflationary or a lower rate of inflation environment. This low inflation rate is likely to persist for the
next few years as CRB Index trades within a range between the 160-170s and 200-210s.

1-year technical base in WIT Crude Oil between the low-40s and the low-to-mid 60s is constructive. A
breakout above 61-64 confirms the start of a medium-term recovery to 66.6-69 (Apr 2019 reaction highs and
the 50% retracement from its 2018 decline). Oct 2018 high at 76.90 and 61.8% retracement at 79.35 is major
resistance. Support: 57-58 (50/200-day ma), 50-51 (Jun/Aug/Oct 19 lows), and 42.05-42.36 (2017/18) lows.

year.

The breakout above 1,360-1,370 (Jun 2019) confirms a Gold recovery to retest its 61.8% retracement (1,588)
from 2011-2015 decline. A near-term overbought condition has led to recent flag/pennant formation. Above
1,566-1,588 signals the next rally to 1,692-1,702, 1,793-1,798 and then 1,923.70. Support is 1,446-1,465
(Oct/Nov 2019 lows), 1,415 (200-day ma), and 1,357-1,370 (Aug 2018 uptrend and Jun 2019 breakout).
Source: Courtesy of StocksCharts.com
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USD remains in a
bullish 1-plus year
uptrend channel. A
positive outside day
on 12/6/19 suggests
a retest pf the top of
the channel at 99.5699.90. A channel
breakout here
signals the next
sustainable rally. A
decline below the
bottom of channel at
96.36-96.81 confirms
a channel breakdown
and warns of the next
correction.
EURUSD remains in
a bearish and welldefined 2-year
downtrend channel
as defined by 1.081.986 on the
downside and 1.1151.12 on the upside.
Both of its key
moving averages are
converging signaling
an important nearterm battle.

US Dollar Index and EURUSD

Since 1985 a structural bear trend remains intact. However, two key resistances can lead to a sustainable
recovery in US Dollar Index including a breakout above key intermediate-term resistance at 101.77-102.29
and most important, above its pivotal 38.2% retracement (105.65) from 1985-2008 bear decline.

A 1-plus year uptrend channel remains between 96.36-96.91 and 99.56-99.90. Since the height of the
channel is 2.70-3.37 a breakout above the top of its channel renders next target to 102-103, 103.82 (Jan
2017 highs), and then to 107 (38.2% retracement from its 1995-2008 decline). On the downside, violation of
of the bottom of its uptrend channel warns of a deeper and more extensive USD correction toward the mid90s and below this to the low-90s.

A well-defined 2-year downtrend channel remains between 1.08-1.086 and 1.115-1.12. A breakout above
1.12 would confirm a recovery to 1.1413-1.15 (38.2% retracement of 2018-2019 decline and 2019 highs),
and above this to 1.17-1.19 (50%-61.8% retracements). However, a violation of 1.08-1.09 (bottom of
channel) warns of a decline to 1.0339-1.0538 (2015/2016/2017 lows).
Source: Courtesy of StocksCharts.com
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S&P 500 sector
leaderships have
been concentrated
within a select few
S&P sectors
including
Technology,
Communication,
Financials and Real
Estate as these S&P
sectors have
outperformed SPX
this year. Next year,
we can expect these
sectors will continue
to lead. However, we
suspect the market
will broaden to
include others such
as Healthcare,
Industrials,
Materials, Consumer
Discretionary, and
Energy.

S&P 500 Sectors – Relative Rotation Graph

SPX had a great year gaining 28.33% YTD. S&P 500 leaderships have been heavily concentrated within a
few key S&P sectors including S&P Technology (+48.10% YTD), Communication Services (+29.77%),
Financials (+29.69%), and Real Estate (+28.83%). The RRG analyses above still hints of leadership coming
from Technology, Financials and Healthcare sectors next year. However, if market breadth continues to
expand into next year we expect that it will broaden into other S&P sectors such as Industrials (+27.74%),
Materials (+21.74%), Consumer Discretionary (26.13%), and even Energy (+7.69%). Once the laggards
have fully participated in the market rally does this imply the market have gone full circle thereby opening
the door for the next deep stock market correction (10-20% decline)?
Source: Courtesy of StocksCharts.com
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S&P 500 leadership
sectors include S&P
Technology (XLK),
Financials (XLF),
and Communication

S&P 500 Leading Sectors

Services (XLC).

Source: Courtesy of StocksCharts.com
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S&P 500 Sectors
poised to emerge
next year are
Healthcare (XLV),
Industrials (XLI),
and Consumer
Discretionary (XLY).

S&P 500 Sectors – Emerging Sectors

Source: Courtesy of StocksCharts.com

Lee Technical Strategy Newsletter – December 23, 2019

12

Two commodities
related S&P 500
Sectors (Materials –
XLB and Energy –
XLE) will begin to
catch up to their
S&P 500 peers next
year as the economy
continues to expand
and commodity

S&P 500 Sectors – Emerging Sectors

prices recover.

Source: Courtesy of StocksCharts.com
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Mid-cap (MID) and
Small-cap (SML)
stocks will begin to
catch up to its larger
cap peers next year.
This support the
basis for a continued
economic expansion
cycle as well as a
sustained stock
market bull trend.
However, watch for
speculation to
develop as explosive
moves in these two
markets can warn of
market speculation.

Mid-Cap and Small-Cap Markets

Source: Courtesy of StocksCharts.com
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S&P 500 Large Cap
Value (SVX) has
broken of a major 2year technical base.
Relative strength
chart as its price
momentum chart
have also completed
major technical
breakouts. The above
confirm a change in
leadership favoring
large-cap value over
large-cap growth
into 2020.

S&P Large Cap Growth vs S&P Large Cap Value

Source: Courtesy of StocksCharts.com
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Dividend growth
investing has been
produced stellar
returns in the past.
As the market rally
matures into next
year and US interest
rates remains
historically low, we
suspect dividend
growth style
investing will attract
a lot of interests.

Dividends and Dividend Growth Investing
Dividends have always been an important part of the overall S&P 500 Index’s total return. In terms of the percentage
contributions of dividends to the S&P 500 Index’s total return it is as follows: 1940s (67%), 1950s (30%), 1960s (44%),
1970s (73%), 1980s (28%), 1990s (16%), 2000s (negative total returns), 2010s (20%). From 1930s to 2018 S&P 500
dividends accounted for 43% of the total return for the index. In fact, during 1940s and 1970s dividends provided more than
half of the total market’s returns. It appears that during bear markets dividends tend to provide a steady income stream
offsetting the lower capital gains from SPX. The normal progression of dividend stock investing is toward dividend growth
investing. This is when an investor seeks to buy stocks of companies that have a solid track record (blue chip names) but also
have a consistent record of increasing dividend payout on an annual basis. Many investors believe dividend growth stocks
are solid long-term investments since stocks that are increasing their dividend payouts each year imply that these stocks are
growing their bottom lines and have strong, steady cash flows. What is interesting is dividend growth investing have
consistently outperformed the stock market (SPX) and other type of stock investments, producing higher risk-adjusted returns
over time. In recent years there have been a proliferation of dividend growth stock indexes, funds and ETFs. This is
understandable as investors continue to search for an income stream in a historically low interest rate environment. Dividend
growth investing remains a good strategy to implement as it allows an income investor to grow their income, and at the same
time protect their purchasing power in an increasingly volatile market environment. Although there are numerous dividend
and dividend growth investment vehicles available today, we have included a list and the performances of some of the more
popular and active ETFs available including the S&P 500 Dividend Aristocrats. This is a portfolio of S&P 500 names that
have increased their annual dividend payouts for the last 25 consecutive years. A stock that can increase its dividend payout
for 25 consecutive years or more implies that this is a profitable, solid, growth-oriented, and well-managed company. Isn’t
this the primary reason why we invest in stocks?

Source: Courtesy of StocksCharts.com
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The following are
some of the more
popular dividend
growth ETFs: VIG,
DVY, DGRO, NOBL
and HDV. Note the
outperformances in
some of these ETFs
over the past year as
well as the past 5plus years.

Dividend Growth ETFs

Source: Courtesy of StocksCharts.com
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