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Psychology Composite signals Enthusiasm 
 
Market Risk Index climbed back above 75%, the level which 
denotes financial markets that are vulnerable to a drawdown. This 
is the first MRI reading above 75% since September, as a recent 
improvement to Market Trend has not been enough to offset a 
substantial jump in the Psychology Composite risk score. 
 
Psychology moved into the worst 20% of readings, a quick round-
trip from October when Psychology was in the best 20% of 
readings, signaling that conditions were ripe for another bear 
market rally (or a new bull market if you are pinning your hopes on 
the notion of a Fed pivot). The High Low Logic Index also moved 
higher into warnings of a fractured stock market environment, and 
the NYSE version of High Low Logic edged closer to what we would 
consider a significant infraction for the health of a stock market 
rally. 
 
With Psychology signaling enthusiasm and the warning signs 
coming from High Low Logic, we began increasing our cash position 
again this week within ETF portfolios. We will continue this over the 
coming weeks should indications of investor psychology and market 
internals continue to sour.  
 
Leading economic indicators and our favorite economist, the yield 
curve, are signaling a high likelihood of a hard landing for the 
economy in 2023. When you poll strategists or even economists, 
this seems to be the consensus – it’s widely discussed. Where we 
don’t see it yet is in positioning, as we’ve shown on several 
occasions over recent weeks and months. 
 
Investor allocations to equities are still above average. If this is a 
new bull market, that would be another first of something that has 
never happened at the start of a bull market, and it would be 
among a litany of new bull market firsts – too many to mention to 
keep this missive short. Investors continue to say one thing but do 
another thing with their assets. It would be analogous to surveying 
a group of deer looking at the headlights of an oncoming car. While 
the deer respond to the survey with near certainty that the car is 
on course to take them out, they continue to stand in the road – 
staring at the headlights. 

 
 
 

Psychology - P5

Monetary - M3

Valuation - Extremely Overvalued

Trend

Largest  Psychology Influences

Leveraged Investments Negative

Flow of Funds Negative

Option Activity Posit ive

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 2.5%

10Yr US Treasury Yield 3.5%

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

75.5%
Category Percent iles

US Equit ies                            Bullish Trade

Intl Equit ies                           Bullish Trade

REITs                                      Neutral Trade

Broad Commodities             Bullish Investment

83.5%

34.8%

93.6%

47.3%
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Charts of the Week 
 
High Low Logic Index warnings of fractured stock market action grow more severe. 

 
 
Falling CEO Confidence implies an earnings recession in the first half of 2023. 
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A Fed Pivot to rate cuts usually means more pain for markets ahead – 2020 was an exception to the rule. 

 
 
Equity Futures positioning amongst Asset managers and Leveraged Funds shifted positive. 
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No signs of a reversal back into Active Funds and out of Passive. 

 
 
The Market for Rolex Watches peaked right as Crypto Markets started to crash. 
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Payroll Revisions are likely to skew negative. 

 
 
Global Central Banks are hoarding gold. 
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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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