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A Not-So-Healthy Stock Market Rally 
 
Market Risk Index closed the week at 69.7%, little changed over the 
previous week's reading. A big jump in the Psychology Composite 
risk score offset improvements to Market Trend. Higher prices 
create complacency. 
 
Market Trend shifted to Bullish Trade for US Equities (short-term 
bullish within a high-risk market environment), but the shift in 
Trend is coming with some caveats that don't favor the notion of a 
new bull market. 
 
The risk score on our Psychology Composite has moved up rapidly. 
Should the stock market rally persist, Investor Psychology will likely 
move into the worst quintile of readings before the year's end. 
Readings in the top 20% are indications of complacency that kill 
bear market rallies. Similarly, our favorite measure of stock market 
breadth, the High Low Logic Index, shows the health of the market 
rally deteriorating with every additional point the market advances. 
The daily version of the NYSE High Low Logic Index triggered its first 
warning this week, and the NASDAQ High Low Logic Index warning 
broke the second threshold of what we consider a fractured, 
unhealthy stock market. 
 
The bond market is also not a fan of the stock market rally. With 
every point higher, the yield curve inversion grows steeper. The 
yield curve inversion is within a few points of being more inverted 
than when the dotcom bubble was starting to burst in 2000. 
 
We are patiently allowing our equity allocations to drift higher in 
this seasonally strong period of the stock market and will look to 
gradually shift back positions across portfolios as sentiment and the 
internal health of the stock market deteriorate. 
 

 
 
 
 
 
 
 
 
 

Psychology - P4

Monetary - M3

Valuation - Extremely Overvalued

Trend

Largest  Psychology Influences

Leveraged Investments Negative

Flow of Funds Negative

Fund Flows Negative

Bank Sentiment 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 2.2%

10Yr US Treasury Yield 3.7%

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

69.7%
Category Percent iles

US Equit ies                            Bullish Trade

Intl Equit ies                           Bullish Trade

REITs                                      Bearish Trade

Broad Commodities             Bullish Investment

73.9%

92.3%

94.1%

48.3%
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Charts of the Week 
 
High Low Logic Index isn't loving the quality of the stock market rally. 

 
 
Yield Curve says a Hard Landing is on the horizon. 
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Equity Put/Call Ratio is hitting pessimistic extremes – a bullish signal for markets. 
This is one of a handful of sentiment indicators we have been looking for to signal capitulation. What's unusual is that it's 
becoming capitulatory as the stock market moves higher – it's not currently in sync with the behavior from other indicators 
in the Psychology Composite. 

 
 

Levered Fund Sentiment 
Contrast the equity put/call ratio with behavior from investors in levered and inverse ETFs and funds. Bearishness here 
never reached capitulatory extremes in October and has rebounded toward Enthusiasm since the bottom of the stock 
market. 
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Consumer Expectations Gap hasn’t really budged throughout the year. 

 
 
The reason is the Job market has remained resilient despite an aggressive campaign of Fed tightening. 
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Inflation has swallowed up the Covid-stimulus boom to disposable income. 

 
 
But, consumers are still trying to maintain the same rate of real spending. 
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It’s led to the largest drop in the savings rate since 2005. 

 
 
Percent of US States Showing Increasing Economic Activity has fallen to recessionary levels. 
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Probability of Recession in 2023 climbs above 80%. 

 
 
The second largest inflow into Junk Bonds is not a Bear Market Capitulation Headline. 
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Cost of Owing vs Renting a climbs above Housing Bubble Levels 

 
 
What in the world is China trying to do to their economy? 
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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

