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Market Risk Index crosses above 75% 
 
Market Risk Index moved above 75%, the threshold loosely 
denoting our line in the sand for stock market environments 
vulnerable to significant drawdowns. 
 
As you would expect, the Psychology Composite worsened, but 
the most substantial shift was in the Monetary Composite risk 
score, which jumped 8% this week. The Yield Curve now exerts 
the full weight of its maximum negative effect on the Monetary 
Composite. Barring an improvement in some other category, we 
believe this will push Monetary conditions back into the worst 
third of readings over the next four to six weeks. The worst third 
of readings for Monetary Conditions also happens to be the most 
uniform way to break out specific monetary regimes when looking 
at future stock market returns. The yield curve has never given us 
immediate gratification upon its inversion. It’s only after yield 
curve inversions fade from headlines and reach the point that the 
curve appears to be a failed relic of the past that it proves its 
usefulness. 
 
The Psychology Composite also worsened, as it edged closer to 
the worst 10% of readings. There aren’t any new indicators to 
highlight as hitting new euphoric extremes. Instead, it’s the 
removal of support from the Surveys and Options Activity 
categories that have caused the risk score from Psychology to 
push higher. Call option activity is beginning to surge again, and 
the total volume in options markets hit a new all-time high this 
week. Retail buying of the stock market also surged to a new high. 
That’s not a headline you see a couple of months after true bear 
market capitulation. 
 
Nonetheless, when looking at market internals, we now have 3 of 
4 indicators signaling that this is a new bull market. That’s one 
more than we had last August. Absent a coincident deterioration 
in other areas of our asset allocation model, this would compel us 
to increase equity exposure, as it’s undeniable that there is some 
breadth behind the current rally. We think it’s probable that this 
stock market rally will meet the technical definition of a bull 
market, as an extension of the rally to the highs from last August 
is all that is required. Reaching that point will likely market the 
peak belief in the soft-landing narrative and the ability of China’s 
reopening to help stimulate the global economy enough to avoid 
recession. 

Psychology - P5

Monetary - M3

Valuation - Extremely Overvalued

Trend

Largest  Psychology Influences

Leveraged Investments Negative

Option Activity Negative

Technical Indicators Posit ive

Volatility Negative

Largest  Monetary Influences

Interest Rate Spreads (Yield Curve) Negative

Interest Rates Negative

Inflation Posit ive

Valuat ion

7-10 Year Equity Return Forecast 1.8%

10Yr US Treasury Yield 3.4%

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

77.3%
Category Percent iles

US Equit ies                                     Bullish Trade

Intl Equit ies                                    Bullish Trade

REITs                                               Bullish Trade

Broad Commodities                     Bearish Trade

86.4%

58.3%

95.3%

46.7%
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However, when viewed from the perspective of history, we believe it will look like a blip within the larger 
context of unfolding recession and bear market, similar to the technical bull market that occurred after 9-11. 
When viewed from the lens of the overall market move lower from 2000 to 2002, that seven-month bull market 
from September 2001 until April 2002 looks like a powerful and dangerous bear market rally when taken in 
context. 
 
As an exercise in keeping any FOMO in check and growing overexposed to equities, let’s go ahead and assume a 
new bull market is underway. It’s already a bull market that is fully valued – with valuations now in the worst 5% 
of valuations and expected returns on stocks more than 100 basis points below the current yield on 10 Yr 
Treasuries. Investors are already over-allocated to equities when attaining this positioning in long-lasting bull 
markets takes years. 
 
It’s a new bull market whose yield curve has already inverted and is signaling a recession. It’s a new bull market 
that begins with the lowest unemployment rate in more than 50 years and a Federal Reserve in the late stages 
of closing a campaign to tighten monetary policy to rein in inflationary pressures. (Note that the start of a 
tightening campaign is preferable for bull markets than the end of a tightening campaign.) There’s also little 
appetite from the government to throw another round of world war levels of deficit spending at the economys 
as we saw in the wake of Covid. Instead, we appear ready to start a 2011-style redux of the debt ceiling standoff. 
 
These are not the attributes of a bull market that we would chase higher with maximum exposure to equities. 
Until breadth and fundamentals come into alignment, 2023 is setting up to be a more challenging year for 
investors emotionally than 2022. 
 

Charts of the Week 
 
Three of Four of our Bull Market Watch Indicators now vote in favor of a new bull market.
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Re-leveraging is underway, based on the shift in Leveraged ETF volume this week. 

 
 

NYSE High Low Logic Index is improving rapidly. 
For perspective, it also triggered a minor buy signal after 9-11, but it wasn’t until the ultimate bear market 
capitulation in late 2002 that it gave a signal that a powerful bull market was forthcoming. 
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Retail market order flow set a new record. 

 
 
Sign of Greed - Credit spreads are the narrowest since 1979. 
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Job Openings rebounded sharply higher. 

 
 
Ratio of Employment to Population has not budged during the bear market. 
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The new bull market narrative leans heavily on Chinese consumers spending money. 

 
 
Are the stars aligned for Gold bulls? 
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Central banks are buying more gold since the end of Bretton Woods. 

 
 
“Safe” stocks tend to outperform “Risky” stocks when the yield curve is inverted. 
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Daily Call Options Volume surged this week. 

 
 
Total Options Volume set a new record. 
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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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