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60/40 Return Expectations Fall to New Lows 

 
Market Risk Index improved again this week to 81.6 %, a level 
notably lower than the ultra-high readings from August, but still 
above the 75% level that denotes markets with above average 
potential for drawdowns. This week was more of the same –modest 
improvement from our monetary composite and very little 
movement in either valuations or investor psychology. 
 
Monetary composite readings will likely level off here until another 
of our categories within the composite shifts to a more bullish 
framework, so it’s a Goldilocks middle of the road reading on 
monetary for now. Our Long Bond Momentum sell signal from 
August is holding steady. Rates haven’t quickly moved explosively 
higher as with some of the most successful historical signals on this 
indicator, but should rates attempt to edge higher over coming 
weeks, it would become a catalyst for a number of shifts for our 
quantitative take on monetary conditions and the economy. 
 
The enthusiasm that has driven investor psychology to the current 
extreme has had staying power and waned minimally with the 
market pullback, and in some areas there has been a resurgence in 
enthusiasm, as investors have been emboldened by a Fed-induced 
Pavlovian response to buy any dip.  
 
Investors have grown complacent about the level of US equity 
valuations, and a combination of higher prices and valuations for 
both stocks and bonds have driven the return expectations for a 
traditional US 60/40 portfolio to all-time lows. We’ve included a 
chart below. 
 
Stubborn readings on valuation and psychology are not likely budge 
without more of a drawdown from equity markets, and 
coincidentally, that is also what is making the politicians stubborn on 
their stimulus talks. 
 
 
 
 
 
 
 
 
 

Psychology - P6

Monetary - M4

Valuation - Extremely Overvalued

Trend

Largest Psychology Influences

Bank Sentiment Negative

Fund Flow s Negative

Option Activity Negative

Levered Investments Negative

Largest Monetary Influences

Interest Rates Positive

Monetary Aggregates Negative

Velocity Negative

Valuation

7-10 Year Rtn Forecast 1.7%

10Yr Treas Yield (on 10/06) 0.8%

Market Trends

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

81.6%
Category Percentiles

US Equities                                Bullish Investment

Intl Equities                                        Bullish Trade

REITs                                                Neutral Trade

Broad Commodities                          Neutral Trade

99.9%

10.7%

97.2%

51.2%
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Total Return expectations for a traditional 60/40 portfolio hit all-time lows. 

 
 
Short-Term Investor Sentiment 
Not only did short-term investor sentiment fail to reach the pessimism threshold, it’s rebounded sharply this 
week and is close to reaching enthusiasm again. The composite is a basket of a handful of some of the timeliest 
and faster moving gauges of investor psychology. 
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US Breadth Thrust 
No sooner than we lamented poor breadth last week, and it has improved dramatically within the last few days 
and is approaching overbought levels. Still, it indicates a broadening rally, for the first time since early June, 
when enthusiasm was building around the re-opening of the economy. 

 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 



CYPRESS CAPITAL MARKET OUTLOOK OCTOBER 8, 2020 – PAGE 4 OF 4  

©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

