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Psychology Hits Bear Rally Killer Threshold, 

For a Day 

Market Risk Index climbs, still above 75% 
 
Market Risk Index edged higher again this week and for the second 
week in a row is still above the 75% threshold, which marks the point 
where the risk of drawdowns in equities is elevated. Our psychology 
composite score peaked this week, and the risk readings started to 
improve after Thursday’s close. 
 
If you’ve read the reports regularly for the last couple of months, 
you’ve seen us include charts of our daily psychology point totals 
where we noted that most bear market rallies didn’t run into trouble 
until the point total reached -100. We hit that this week, on 
Wednesday’s close...for one single day...and the market sold off 
sharply the next day. It’s the quickest trigger from hitting that level 
we’ve ever seen. There wasn’t even enough time to highlight the 
level in this report, and the selloff Thursday has already started the 
point totals moving in the other direction. The sharp increase in 
volatility swiftly moved that category from negative, back to positive, 
and it’s again the biggest positive influence on the composite. 
 
We mention the -100 percent reading and bear market rallies, even 
though we are not entirely comfortable calling what we have 
witnessed a bear market rally. The move off the bottom has been 
historically impressive, and the breadth readings that we saw in the 
last week were solid. Although not infallible, they are what you want 
to see as confirmation that a bear market has ended. 
 
Our NYSE Overbought/Oversold indicator breached the 100 level, 
which rarely happens – it’s so overbought that it’s usually a positive. 
It doesn’t always lead to further gains, but the odds are pretty good, 
especially after bear markets. But this one came later and took a 
much larger move, in percentage terms, than ever. 
 
This week we saw a couple of days where advancing stocks 
outnumber declining stocks by 4 or 5 to 1 – good breadth. Then 
Thursday happens, and less than 3% of stocks move higher. That’s 
only happened three other times in 80 years. Once was in 1940, back 
when breadth readings were more volatile as a result of fewer 
traded issues. The two others – they came in March 2020, right 
before the sell-off accelerated. Mixed, but extreme signals – again 
with compressed timelines and sharp price moves – it’s becoming a pattern. 

Psychology - P4

Monetary - M4

Valuation - Extremely Overvalued

Trend

Largest Psychology Influences

Volatility Positive

Fund Flow s Negative

Option Activity Negative

Leveraged Investments Negative

Largest Monetary Influences

GDP Grow th Positive

Yield Curve Negative

Velocity Negative

Valuation

7-10 Year Rtn Forecast 2.3%

10Yr Treas Yield (on 06/11) 0.7%

Price Trends

US Equities Bullish

Intl Equities Neutral

REITs Neutral

Broad Commodities Neutral

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

Elevated

76.7%
Category Percentiles

72.1%

43.8%

95.1%

69.9%



CYPRESS CAPITAL MARKET OUTLOOK JUNE 12, 2020 – PAGE 2 OF 10  

 

Our monetary composite is the most stable and least changed component of the model, even though that’s 
where some of the most extreme activity originated this year. The dollar is relatively stable, and the slope of the 
yield curve is shallow and little changed. Fed stimulus has been almost perfectly balanced with the increases in 
money demand. Our bond momentum gauge briefly rolled over mid-week to signal higher yields were on the 
way, but then yields backed suddenly backed off to leave the positive momentum intact. For a day or so, we 
were growing curious to see how the Fed would respond to higher yields and if yield curve control would come 
in play. 
 
Fed policy is designed to drive the credit cycle and encouraging borrowing and debt issuance from depressed 
levels that normally occur within a recession. What makes the current situation unusual, is that Fed stimulus is 
coming as corporate leverage was already at all-time highs, not depressed levels. It has provided cover for 
corporations to issue more debt and draw on credit lines, pushing it further into record territory, which is when 
you’d normally expect the Fed to be in tightening mode. In physics, when an outside force acts on a system like 
this, it’s called resonance, and it leads to more volatility. 
 
Valuations are unmoved, and as we show in a chart below, unusually high given the economic backdrop. There’s 
a traditional economic wall of worry to climb without the traditional corresponding potential for US equity 
prices to appreciate. We’re seeing breadth thrusts come later than anytime in an advance off a crash, only to be 
followed by a breadth reversal and a substantial decline just a few days later. Then, there’s the 
Robinhood/Portnoy retail phenomenon and a Hertz equity offering during bankruptcy, another first. It’s a mix of 
the most unusual combination of headlines and mix of data in our careers.  
 
Daily Psychology Point Total 
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Main Street versus Wall Street 
US Large Cap equity prices are fully discounting a return to full employment.  

 
 

Bond Momentum 
Bond Momentum rolled over early in the week, until yields quickly backed off. Momentum remains positive. 
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Corporate Debt Levels Hit All Time Highs 
Using the Fed’s cover, corporations are issuing more debt and drawing on bank lines. Corporate debt is close to hitting 50% 
of GDP. 

 
 

Number of Zombie Firms Continues to Climb 
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Consumers Income Uncertainty - Lowest on Record 

 
 
Meanwhile, Consumers Are Starting To Expect Higher Prices  
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The Unemployment Rate Misclassification Error 
Lots of uproar this week about the BLS misclassifying a number of people when calculating the unemployment rate as well 
as a low response rate. The unemployment rate should officially be higher, but the month to month improvement would 
also have been better as well. 

 
Source: WSJ 

 

Rapid Response 
There’s no doubt that this, combined with record Fed response, is helping. 

 
Source: Steve Rattner 
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Even Opinions About Recession Are Partisan Now 

 
 
Higher Election Risk Being Priced in By Markets 
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Thanks to FAANG, US Equities Dominate Like Never Before 

 
 
Record Amount of SPX Options Lotto 
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Most Rapid Decline into a Bear Market & Most Rapid Ascent from a Bear Market Low 

 
 
Global Liquidity Implies Higher Global Asset Prices 

 
 
 
 



CYPRESS CAPITAL MARKET OUTLOOK JUNE 12, 2020 – PAGE 10 OF 10  

©2020 Cypress Capital, LLC. All rights reserved. The information contained in this report may not be published, broadcast, rewritten or otherwise distributed without prior written consent from 

Cypress Capital, LLC. Comments are provided as a general market overview and should not be considered investment advice or predictive of any future market performance. This report does not 

constitute an offer to sell, or the solicitation of an offer to buy, any securities. Cypress Capital does not guarantee the accuracy or completeness of this report, nor does Cypress Capital assume any 

liability for any loss that may result from reliance by any person upon any such information or opinions. Such information and opinions are subject to change without notice and are for general 

information only. 

 
 
 
 

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

