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Yield Curve Inversion Sets New Lows 
 
Market Risk Index increased to 69.9% on a holiday-shortened week 
– all a result of Psychology Composite deterioration. Higher prices 
and lower volatility improve investor moods quickly.   
 
On the Monetary front, the yield curve inversion worsened to new 
lows. The yield curve inversion has been persistent and deep 
enough to signify a clear warning for investors to prepare for a hard 
landing. The lead time for yield curve inversions is long, so we 
expect the alarm around this inversion to fade as each day passes 
without any ominous, immediate repercussions. It has happened 
with every inversion in our careers. About the time the yield curve 
dismissal reaches a crescendo is when the economic fireworks 
begin. 
 
Our confidence in the ability of this post mid-term bear market rally 
to continue throughout the winter will waver as Psychology 
deteriorates and the market grows more overbought. It appears 
likely that all versions of our High Low Logic Index are likely to flash 
a fresh round of warning signals over the coming weeks. 
 
We hold NYSE High Low Logic in higher regard here because the 
indicator has signaled the start of every bull market in over half a 
century (as far back as we have data). It has not only failed to do so 
thus far in 2022, but it is rapidly approaching a second warning of a 
fractured rally within an ongoing bear market. It’s as good an 
indication as any to retake cover for another wave of bear market 
selling – we will use it as an opportunity to tactically reduce equity 
exposure. 
 
 
 
 
 
 
 
 
 
 
 
 
 
 

Psychology - P4

Monetary - M3

Valuation - Extremely Overvalued

Trend

Largest  Psychology Influences

Leveraged Investments Negative

Fund Flows Negative

Bank Sentiment Negative

Flow of Funds 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 2.5%

10Yr US Treasury Yield 3.8%

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

Rec Allocation 25% Underweight

69.9%
Category Percent iles

US Equit ies                            Bearish Trade

Intl Equit ies                           Bullish Trade

REITs                                      Bearish Trade

Broad Commodities             Bullish Investment

57.5%

90.6%

93.4%

47.8%
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Charts of the Week 
 
Yield Curve Inversion set new lows. 

 
 
NYSE High Low Logic Index edges closer to warning of an unhealthy split stock market rally. 
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Recessions have begun about ten months after previous yield curve inversions. 

 
Source: Bianco Research 

 
The Covid Stimulus boon to disposable income has finally faded. 
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More economists are anticipating recession than ever before. 

 
 
Falling CEO Confidence implies an earnings recession in the first half of 2023. 
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NFIB Survey on prices suggests a substantial rollover in CPI Inflation. 

 
 
A record amount of open interest in call options on Chinese equities 
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Leading Economic Indicators have fallen below the average recession-starting level. 
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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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