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Psychology improvement stops just shy of 

best 20% of readings 

Bear market and Fed action have led to record S&P 500 stock 
concentration 
 
Market Risk Index improved, falling to 37.8% after another round of 
improvement in our psychology composite, which ended the week 
just shy of reaching the best 20% of readings. Its improvement was 
again blunted by a deterioration in our valuation composite, as 
broad US equity valuations (large caps not small caps) aren’t 
supportive of a sustainable bull market and no longer priced for any 
uncertainties related to the pandemic caused recession. Valuations 
seem to be pricing in a quick return to the way that things were in 
January, and that kind of recovery from a recession would be a first. 
 
Inside the psychology composite, the daily readings across most of 
the categories of indicators have fallen back into neutral ranges, with 
two of our eleven categories doing almost all of the heavy lifting 
here - sentiment surveys and market volatility readings. For volatility 
readings, we still score them at max positive, but for bear markets, 
it’s difficult to breathe a sigh of relief until the VIX drops back below 
the 30 level. 
 
Breadth readings aren’t offering decisive clues here either. There 
have been a substantial number of stocks triggering short-term 
technical buy signals, the level of retracement, and even the 
percentage of S&P 500 stocks trading above their 200 day moving 
averages managing to climb above 20% this week are all positive 
short-term signs, but none are fool-proofs inside a bear. Popular 
breadth indicators, like the Zweig Breadth Thrust and Whaley 
Breadth thrust have failed to trigger buy signals. The High Low Logic 
Index, a favorite of ours, has also not given the bear market all-clear 
signal. 
 
Monetary conditions were unchanged. The Fed’s actions haven’t 
permeated our monetary composite yet, and they are being offset 
by a recessionary drop in velocity as well as a yield curve that hasn’t 
normalized as it has in every recession, unless our yield curve is 
going to start looking like Japan’s. While the Fed has stepped in a big 
way, their bazookas have stopped the yield curve’s normalization 
dead in its tracks. This means that the cycle isn’t complete, and the 
economy doesn’t have the pieces in place to start a new economic 
cycle. The Fed’s actions have been so substantial that they’ve led to a powerful market rally, but they have also 

Psychology - P3

Monetary - M4

Valuation - Extremely Overvalued

Trend - Vulnerable

Largest Psychology Influences

Volatility Positive

Surveys Positive

Leveraged Investments Negative

Fund Flow s Negative

Largest Monetary Influences

Velocity Negative

Monetary Aggregates Negative

Yield Curve Negative

Valuation

7-10 Year Rtn Forecast 3.3%

10Yr Treas Yield (on 04/16) 0.6%

Price Trends

US Equities Positive

Intl Equities Negative

REITs Negative

Broad Commodities Negative

Market Risk Index scales from 0 to 100%. 

Higher readings correspond with higher risk 

markets. Scores below 25% are bullish. 

Scores between 25-75% are neutral, and 

scores above 75% are markets vulnerable to 

major drawdowns.

Market Risk Index

Neutral

37.8%
Category Percentiles

21.0%

70.5%

92.3%

68.9%
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led to some concerning imbalances in markets, including money flooding into the previous bull market’s most 
popular names, driving S&P 500 concentration to levels we’ve never seen before. 
 
Considering what’s driving the MRI here, these improved readings will be fleeting, more like the improvement 
that we see during a correction and not a recessionary bear market. If you’ve been reading these missives, you 
know that we were pretty spot on with a call to suggest a bear market rally was imminent (better to be lucky 
than good sometimes), and that was based upon substantial evidence coming from short-term indicators within 
our psychology composite. Today, we don’t have enough evidence to argue that the bear market rally is drawing 
to a close, but we also aren’t eager to get caught up in the fever of missing out. 
 
Zweig Breadth Thrust 
We mentioned that we were watching for this signal, as it was deadly accurate after the sharp decline in 
December 2018. The market’s rally was unable to trigger it. This doesn’t have a perfect record, so it’s nothing to 
get worked up over, but it would have been a good argument supporting the market’s move off the lows. 
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Buy the Dip Composite 
This composite of timely, shorter term psychology indicators has moved off the depths reached in the last week of March. 

 
 

Buy the Dip Composite – 2000 Bear Market 
Bear market rallies in the 2000-2003 bear market were able to bring readings back into positive territory before failing. The 
bear market lows in 2003 were accompanied by higher lows in the shorter-term sentiment indicators. 
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Buy the Dip Composite – 2008 Bear Market 
The bear market rally that began in March 2008 after the failure of Bear Stearns managed to push BTD into positive 
territory before the rally topped in May 2008. Like the 2000-2003 bear market, the bear market’s ultimate low coincided 
with a higher low in Buy the Dip. 
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Yield Curve 
We’ve included headlines from the last four times that the yield curve normalized to the point that has marked 
the beginnings of the last four recessions. The differences in headlines this time are staggering. The historic and 
controversial levels of intervention have also pushed the yield curve back in the direction of inversion. 

 
 
Extreme Stock Market Concentration 
The Fed bazookas have led to a massive push into the previous bull market’s favorites. This is neither healthy 
nor sustainable. 
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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

