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Psychology reaches best quintile of readings 
 

Market Risk Index improved to 36.5% this week, as the Psychology 
Composite moved into the best 20% of readings. As meaningful as 
readings within the best quintile have been statistically for short to 
intermediate stock market returns, indications of broad stock market 
capitulation remain out of reach outside of how investors are 
responding to surveys. It’s a unique move into the best 20% of 
readings for Psychology in this regard. 
 

The most significant development of the week - Market Trend for 
International Equities has turned bearish. Our international exposure is 
already minimal, but we will look to trim further or eliminate what 
exposure remains across portfolios on any additional short-term 
strength. Barring a sharp move higher in US stocks, there will be a 
bearish shift in Market Trend for US equities later this summer. 
 

Within the context of improvements to investor psychology, some of 
our astute readers noticed and highlighted the high readings on the 
NYSE ARMS Index as it crossed above 1.50. The indicator, named after 
Richard Arms, is calculated using the number of advancing issues, 
declining issues, the total volume of advancing issues, and the total 
volume of declining issues on the NYSE stock exchange. In the era 
before decimalization, 1.5 was the kind of reading on ARMS that 
occurred when selling pressure within a bear market reached a 
crescendo. Historically, it was a fantastic signal to get more bullish on 
markets, as it often occurred within days of a bear market low. 
 

However, since 2000 (when stocks began getting priced in decimals 
instead of fractions), readings of 1.50 became much more common, 
and readings of 1.7 are a better indication that selling pressure is 
exhausted. Even then, within the 2007-2008 bear market, readings 
above 2 were common. ARMs helped us learn the lesson early in our 
careers to not hang too much on the efficacy of any one indicator. 
 

As an aside, if you have ever looked at a long-term chart of the NYSE 
Advance/Decline line (we’ve included one), you’ll notice a distinct shift 
in its trend and a more pronounced upward bias after decimalization 
took effect in 2000. Decimalization in 2000 was to market internals 
what the collapse of Bretton Woods and closing the gold window was 
to inflation in 1971. 
 

As a result of decimalization, our fondness for measures of market 
internals that use the number of stocks making new highs and lows has 
grown, and we use them to complement traditional advance/decline 
based tools. Our favorite, the High Low Logic Index, has started to 
make major improvements, primarily due to the sharp correction in 
Energy stocks over the last two weeks. High Low Logic works under the 

Psychology - P2

Monetary - M4

Valuation - Extremely Overvalued

Trend

Largest  Psychology Influences

Surveys Posit ive

Volatility Posit ive

Flow of Funds Negative

Bank Sentiment Posit ive

Largest  Monetary Influences

Interest Rates Negative

Exchange Rates Posit ive

Inflation Negative

Valuat ion

7-10 Year Rtn Forecast 2.7%

10Yr US Treasury Yield 3.3%

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 15% Underweight

36.5%
Category Percent iles

US Equit ies                            Bullish Investment
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Broad Commodities             Bullish Investment
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premise that bear markets end when everything is unloved. NYSE High Low Logic says we’ve moved in that direction, 
but we aren’t there yet. As a reminder, as long as the indicator has been around, major buy signals have marked the 
bottoms of every single bear market, with decimalization having no discernable impact on signals. We have little 
reason to second-guess it. 
 

We noted at the close of 2021 that stock market euphoria had grown so pervasive that a technical bear market would 
only manage to take valuations back to previous bull market peaks. This is now evident in our valuation composite 
readings, as even bear market price declines have not been able to push our valuation composite out of the worst 
decile of readings. Without clear signs of capitulation, a tailwind coming from our Monetary composite, or more 
compelling valuations, we don’t like this setup for adding more exposure to equities. We expect to see lower prices 
for major indices in 2022. 
 

Quote of the Week 
“We need five years of unemployment above 5% to contain inflation -- in other words, we need two years of 7.5% 

unemployment or five years of 6% unemployment or one year of 10% unemployment...There are numbers that 

are remarkably discouraging relative to the Fed Reserve view.” – Larry Summers, former Secretary of Treasury 

Charts of the Week 
 

Decimalizing stock prices was an inflection point for indicators based on advances and declines. 
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NYSE High Low Logic Index is improving, but no buy signals are on the immediate horizon. 

 
 
ARMS Index moved to the highest level since 2015. 
Short-term selling exhaustion in the 2008 bear market didn’t occur until readings crossed above 2. 
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Corporate insiders are buying but showing little gusto. They are nibbling... 

 
 
Equity Put/Call Ratio (15dma) improvement is progressing slowly. 
We expect the equity put/call ratio to exceed 80% before the bear market ends. 

 
 



CYPRESS CAPITAL MARKET OUTLOOK JUNE 24, 2022 – PAGE 5 OF 11  

 

Small options traders have swung from record gains to record losses. 

 
 
Tigher money - credit availability is becoming harder to attain. 
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Bank Loan flows are declining. 

 
 

Retail fixed Income flows are capitulating, but equity flows have been moving higher. 
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Simultaneous drop in both stocks and bonds is dealing a substantial blow to wealth. 
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Car Affordability - weeks of income required to purchase a New Light Vehicle sets a new record. 

 
Dip-buying behavior from retail investors has not wavered. 

 
Source: WSJ 
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Sharp short-fall of immigrant labor is adding to inflation pressures. 

 
 
Even inflation expectations have become partisan. 
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UK Consumer Confidence fell to a record low – everyone loathes high inflation universally. 
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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 
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