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Big One-Week Jump in Market Risk Index 
 

Market Risk Index jumped a whopping 8.9% this week to 82.5% on a more 
than 16% increase in the Psychology composite risk score, putting MRI 
back firmly into the zone that indicates elevated drawdown risk for 
financial assets. Both the Monetary and Valuation composites worsened 
modestly. The good news for valuation is that the 2022 stock market 
correction has pushed our long-term return expectations for stocks back 
into positive territory. The bad news is that the more severe correction in 
Treasuries has made a US Treasury bond even more attractive on a 
relative basis than at the start of the year. 
 
The deterioration in Psychology pushed the composite into the worst 30% 
of readings, and it came despite a sharp improvement in the Surveys 
category. Elevated bearish sentiment in both the American Association of 
Individual Investors and Investor’s Intelligence surveys has pushed the 
Surveys category to become the most substantial positive influence on 
Psychology for the second time this year. 

AAII Net Bullish sentiment (using a 3-week moving average) sank to a new 
low, surpassing the fear levels reached during the Covid stock market sell-
off. Unusual because the 2022 stock market drawdown has fallen 
materially short of other periods with similar stock market sentiment. We 
think it reflects the same kind of sentiment picked up by the University of 
Michigan Consumer Sentiment Survey, which primarily reflects revulsion 
from the rate of inflation approaching 40-year highs. It’s consumer and 
investor misery from seeing pervasive price increases in the economy, but 
this sentiment isn’t evident in stock market positioning. Sentiment looks 
noticeably more bullish when viewed from the lens of the AAII allocation 
survey. That survey shows that equity allocations have only modestly 
retreated from highs, so if those AAII survey takers feel bearish, it’s 
mostly bearish talk with little skin in the game. 

While volume in options markets and assets in levered ETFs still show 
animal spirits are alive and well, margin debt growth turned negative, the 
first sign of stock market deleveraging. Growth in margin debt topped 
76% in April 2021, falling just shy of the margin debt growth at the 
pinnacle of the dot-com bubble in early 2000. When hitting peak 
euphoria, the point at which margin debt turns negative is precarious for 
markets. Since 1927, the S&P 500 returned -1.2% on average over the 
next year when margin debt growth turned negative after reaching a euphoric growth rate of 50% or more. It’s 
happened 22 times over the last 95 years. The results are bimodal – a coin toss – meaning this often occurs near 
the end of a significant correction or at the onset of a bear market, and the bear market instances drag down 
the average return. 

Psychology - P4

Monetary - M5

Valuation - Extremely Overvalued

Trend

Largest  Psychology Influences

Leveraged Investments Negative

Surveys Posit ive

Flow of Funds Negative

Volatility Negative

Largest  Monetary Influences

Inflation Negative

Interest Rates Negative

Exchange Rates Posit ive

Valuat ion

7-10 Year Rtn Forecast 1.5%

10Yr US Treasury Yield 2.9%

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

Rec Allocation 25% Underweight

82.5%
Category Percent iles

US Equit ies                            Bullish Investment

Intl Equit ies                           Bullish Investment

REITs                                      Bullish Investment

Broad Commodities             Bullish Investment

73.1%

55.9%

95.9%

81.7%
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NYSE High Low Logic Index also moved higher, strengthening its conviction that this is an unhealthy stock market 
environment – not one ripe for bottom fishing. Given the current backdrop, as reflected by the sharp move 
higher in MRI, the correction hasn’t been severe enough to move us away from our defensive posture. 

Charts of the Week 

Margin Debt Deleveraging 
Every instance where margin debt growth turned negative after growing at more than 50% year over year. 

 
 
Enthusiasm for Margin Debt is waning, but the desire for levered ETFs and Mutual Funds has not. 
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NYSE High Low Logic Index hits another higher reading. It’s still a split, unhealthy stock market. 

 
 
AAII Sentiment versus Allocation survey 
Net bearish sentiment reached a new cycle low, but net equity weightings have barely retreated from last year’s 
peak. Individuals say they are bearish, but their portfolios don’t reflect the sentiment.  
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Inflation has driven Economic Confidence below Covid lows. 

 
 
Record over-weight in commodities for Fund Managers. 
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Tech versus the Market Triple Top – the Nifty 50 Era, the Dot-Com Era, and the FAANG Era 

 
 
Home Prices to Household Income breaks the housing bubble record. 

 
Source: Cullin Roche 
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Growth in Help Wanted Signs has peaked. 
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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. A portfolio built upon Cypress 

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

growers. Payers are stocks having above-average yields with 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 of 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 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. The 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

