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Highlights 

Market Risk Index fell slightly this week on some very modest 
improvement in the monetary category. Psychology was unchanged 
on the week.  
 
In the very short-term, breadth has been improving with more 
stocks trading above their 200 day moving averages, and 
advance/decline lines on multiple indices making higher highs. The 
short term trend for small cap indices has also turned up. The High 
Low Logic Index, one of our favorite measures of breadth and 
internals, is still on a sell signal, but quite some time has passed 
since the signal was given. We include several measures of breadth 
in the Market Risk Index, but we have also begun to question many 
of our favorite metrics, as they have lost some efficacy in the last 
few years. Blame passive investing? 
 
Those caveats aside, as much as the S&P 500 keeps toying with 
highs and given the short term back drop from breadth, it would 
come as a surprise to us if the S&P 500 didn’t manage to make a 
new high within the next week or so. However, as has been the 
case for over a year, it will not be confirmed by another other 
indices other than S&P 500 clones – big cap US equities. Other 
indicators in the psychology category have started to improve but 
not enough to pull us out of that bottom decile of readings. 
 
On the monetary front, after spending 119 consecutive days 
inverted, the yield curve has reverted back to a positive slope. This 
has no impact on monetary conditions today, which continue to 
score the yield curve as a negative for monetary conditions, as the 
point of reversion to a positive slope often marks the most 
precarious periods for the economy and markets.  
 
We’ve included charts of every yield curve “reversion” since 1962, 
as far back as we have daily data on the 10-Yr Treasury and the 3-
Month T-bill. Prior to 1962, we’ve included a yield curve that we 
compiled with monthly Fed data going back to 1934, to illustrate if 
anything was missing from this daily look back. We placed special 
emphasis on the instances where the period of inversion was 
significant – marking both the periods where the yield curve turned 
positive after spending more than 100 days inverted as well as 
every other instance where the slope turned positive.  
 

How the yield curve continues to behave as well as how stock 
prices react over coming months will be imperative. The slope of 
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Market Risk Index scales from 0 to 100%. 
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markets. Scores below 25% are bullish. 
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the yield curve is a good proxy for the state of money demand and risk aversion in the economy. A re-steepening 
of the slope of the curve coincides with periods where investors re-evaluate risk, often spelling trouble for stock 
prices. Historically, it hasn’t presented a good risk reward opportunity for investors and is largely a terrible 
environment for aggressive risk taking, particularly when those curve normalizations coincide with excessive 
valuations. 
 
Chart 1 - Yield Curve 1934-1962 

After the Great Depression, T-Bill yields remain depressed for so long that both recessions and bear markets came and went 

without yield curve inversions. The yield curve wouldn’t grow shallow or invert again until the late 1950s. Japan has had a 

similar experience after the bursting of the bubble there in 1990.  

 
Source: St Louis Fed, Cypress Capital 
 

Chart 2 – Yield Curve in the 1960s 

The first yield curve reversion to a positive slope occurred in 1966, which coincided with a credit crunch & bear market but 

no recession. The 1967 reversion fell just shy of the 100 day inversion mark, and the bear market was already over. The 

yield curve maintained a positive slope until inverting again in 1969, wherein both a bear market and recession ensued. 

1967 arguably combines the best and most relevant example, in terms of length of inversion, for the bullish case.

 
Source: St Louis Fed, Cypress Capital 
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Chart 3 – Yield Curve in the 1970s 

The 1970 and 1974 bear markets were already underway when the yield curve reverted to a positive slope. Recessions 

would not end until the yield curve normalized. 

 
Source: St Louis Fed, Cypress Capital 
 

Chart 4 – Yield Curve in the 1980s 

The late 70s and early 80s were marked by a lot of volatility in the yield curve as Fed chair Volcker worked to reign in the 

runaway inflation that marked the 1970s. Stock prices would not ultimately bottom until 1982 after the yield curve 

normalized and inversions were in the rear view mirror. The yield curve would not experience another “reversion” until 

1989 – in the next two months stocks peaked, and a recession followed. 

 
Source: St Louis Fed, Cypress Capital 
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Chart 5 – Yield Curve in the 1990s 

The yield curve would briefly invert at the same time stock prices were undergoing a severe correction. Tech stocks would 
continue to push big cap-weighted US indices to new highs until peaking in 2000. 

 
Source: St Louis Fed, Cypress Capital 
 

Chart 6 – Yield Curve in the 2000s 

The yield curve experienced two significant reversions to a positive slope during the 2000s, early 2001 & in the summer of 
2007. In the former, the bear market was already underway, and the recession would officially begin within the next two 
months. In 2007, the yield curve reverted to a positive slope after being inverted for over 220 days, the longest period of 
inversion ever. Stock prices would not peak for another five months, but the ultimate causes of the recession and bear 
market were already widely known and discussed. 

 
Source: St Louis Fed, Cypress Capital 



CYPRESS CAPITAL MARKET OUTLOOK OCTOBER 25, 2019 – PAGE 5 OF 6  

 

Chart 7 – Yield Curve in the 2010s 

This is the fifth yield curve inversion lasting more than 100 trading days. 

 
Source: St Louis Fed, Cypress Capital 
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The essence of investment management is the management of risks, not the management of returns. 
– Benjamin Graham 
 

Select Dividend – Bottom up risk managed dividend portfolio of up to 40 stocks that can hold cash and fixed 

income when markets aren’t presenting attractive individual equity opportunities. Portfolio built upon Cypress 

Capital’s own metrics that measure dividend quality and safety. The portfolio is divided 75/25 into payers and 

growers. Payers are stocks with above average yields and a long-term history of paying dividends, where the 

dividend is perceived to be safe. Growers are companies with high total shareholder yields and perceived to be 

high quality, franchise companies. The portfolio is generally made up with familiar, household names. 

Global Allocation – Multi-asset class portfolio that invests in low cost exchange traded funds across eight asset 

classes based upon the margin of safety offered by each asset class in an effort to avoid significant drawdowns. 

Strategic Income – Disciplined, value biased income portfolio that practices patience in awaiting excellent risk 

reward opportunities in fixed income. Disciplined in its refusal to reach for yield and put capital at risk of 

permanent impairment. 

Asset Neutral – Absolute return focused multi-asset class portfolio that allocates assets based upon the margin 

of safety offered in each asset class. Portfolio can go defensive and hold up to 100% cash in some environments. 

US Opportunity – Concentrated value portfolio of up to 50 stocks that increases allocations to cash and fixed 

income when the margin of safety offered by equities is too narrow. Portfolio quantitatively buys the cheapest, 

highest quality stocks that it can find. Quantitative sell discipline sells individual holdings based on value and 

momentum factors. 

Contact us for more information. 

 

 

 

 

 

 

 

 

 

 

 

 

 

Asset Management – Portfolio Lineup 

mailto:info@cypresscapital.com?subject=Asset%20management

