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Dashing hopes for a Soft Landing 
There was little movement Market Risk Index this week – it settled at 
52.2%. The Psychology Composite improvement has stalled here. 
Still, it’s a solid enough reading that we added modest tactical 
exposure to equities on market weakness during the middle of the 
week to our Global Allocation portfolios. It’s common in bear 
markets for our Psychology Composite to cross that 20% threshold 
before the onset of bear market rallies. We would be more 
aggressive buyers of equities here, absent a Bearish Market Trend. 
 
There are still holdouts for Investor Psychology to move into the best 
10% of readings. Such a reading would signal bear market 
capitulation. Bear markets can have more than one such 
capitulation, but the bear market rallies off those levels tend to be 
more powerful. The Equity Put/Call Ratio, Leveraged ETF Asset Flows, 
Corporate Insider Activity, and the NYSE High Low Logic – none of 
these indicators have given us the kind of confidence that we feel the 
need to be a hero in this market and attempt to call a bottom. 
Investor positioning also doesn’t match how bearish investors claim 
they are. The desire to buy the dip hasn’t been completely snuffed 
out, nor has the propensity to speculate on markets, long or short. 
 
The Monetary Composite has experienced a nice streak of recent 
improvement, taking it close to neutral. If you can believe it, the 
inflation category has improved enough to make that category a 
modest bullish influence on markets. It’s only a matter of time before 
a clear peak in the rate of change CPI becomes undeniable. Within 
the composite, the rate of change on CRB Raw Industrials has fallen 
enough to imply rising stock prices. That’s because it includes those 
periods with the coveted soft landing, periods where inflation 
moderates and the economy avoids recession. The hopes for a soft 
landing in this case will fade. The cost of containing a generational 
surge in inflation expectations using incredibly aggressive Fed 
tightening is a recession. 
 
For Monetary conditions, the respite from bearish readings will 
prove short-lived as the yield curve becomes more bearish (It’s 
impact is lagged). More than 60% of different versions of the yield 
curve have inverted, which has never happened outside of a 
recession. Likewise, the Conference Board’s Leading Economic 
Indicators are also falling in a way that has never occurred outside of 
a recession. It all but rules out the soft-landing scenario. 
Our tactical purchase of equities this week is also likely to prove 
temporary. We will use any market strength during this seasonally 

Psychology - P2

Monetary - M4

Valuation - Extremely Overvalued

Trend

Largest  Psychology Influences

Surveys Posit ive

Volatility Posit ive

Technical Indicators Neutral

Fund Flows Negative

Largest  Monetary Influences

Interest Rates Negative

Exchange Rates Posit ive

Interest Rate Spreads (Yield Curve) Negative

Valuat ion

7-10 Year Equity Return Forecast 3.3%

10Yr US Treasury Yield 4.0%

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

52.2%
Category Percent iles

US Equit ies                            Bearish Trade

Intl Equit ies                           Bearish Trade

REITs                                      Bearish Trade

Broad Commodities             Bullish Investment

14.1%

99.7%

90.8%

51.3%
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strong period after a mid-term election to pare back equity allocations, watching for overbought conditions or 
readings from Psychology that investors are growing more confident again. 
 

Charts of the Week 
 
Yield Curve Inversion Diffusion 
Over 60% of versions of the Treasury yield curve have inverted, a clear recession warning. 

 
 

Conference Board Leading Economic Indicators 
This level of decline has always meant recession in the past, dashing hopes for a soft landing. 
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As options volumes continue to set records, the Equity Put/Call Ratio has still not signaled capitulation. 

 
 
High Low Logic Index has given a buy signal at the end of every bear market going back to the 1960s. 
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Psychology - The last move into the best 20% of readings signaled the first bear market rally of 2022. 

 
 
Psychology Composite during the 2008 Bear Market 
It took the Lehman failure to move Psychology into the best 10% of readings. 
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Psychology Composite during the 2000-2002 Bear Market 
In the 2000 bear market, 9/11 signaled capitulation, followed by a move back into the worst 10% of readings 
before the capitulation that marked the bear market lows in 2002. 

 
 
Used Car Prices are finally deflating. 
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Valuation isn’t often a timing tool, but this was an exception. 
In 2021, we highlighted that our valuation composite, combined with ultra-low yields on Treasuries, meant that 
return expectations for the traditional 60/40 portfolio had fallen into negative territory for the first time ever. 

 
 
A year later, the 60/40 portfolio experiences its worst YTD return in a century. 
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Central Bankers found a way to solve the problem of negative-yielding debt... 

 
 
As their economy has deteriorated, so has China’s economic transparency. 
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Mortgage Rate Spreads are the widest since 2020. 

 
 
The downturn in housing implies a higher Unemployment Rate in 2023. 
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The level of speculation in S&P 500 options continues to set new records. 
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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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