
CYPRESS CAPITAL MARKET OUTLOOK SEPTEMBER 27, 2019 
            
 

 

Market Outlook 
By Mark T Dodson, CFA 

 

 

 

 

 

Highlights 

There was a sizeable jump in the Market Risk Index this week as the 
investor psychology composite reversed course. MRI is approaching 
its worst readings of 2019 and has climbed some distance from the 
more constructive readings in 50th percentile back in January. 
 
Psychology is now just a rounding error from that worst decile of 
readings. That’s significant, because every rally going back to the 
peak in early 2018 coincided with psychology breaching the worst 
decile of readings. The ability of big cap US stocks to bounce back 
after minor corrections has been emboldening investors who 
confuse a deteriorating backdrop of economic fundamentals with a 
wall of worry. They are not one in the same. Markets that ignore 
longstanding and long leading warning signs are hallmarks of 
markets with too much enthusiasm. In those environments, only 
rising prices matter, and investor framework for risk tolerance 
becomes a single factor model based on highs in the S&P 500. It’s a 
180 degree turn from 5-7 years ago when we spent our days trying 
to convince investors that hyperinflation was not on the way, and 
the US financial system wasn’t going to implode. Then, stock prices 
were the bargain. If you are looking for a bargain today, it’s all the 
canned goods set to expire on the shelves of former preppers. 
 
So full circle we have come that the complete and utter lack of faith 
in the Federal Reserve and its experiment with quantitative easing 
has given way to a faith in rate cuts, Fed puts and their ability to 
buy the bull market a couple more years. Maybe so. Greater fool 
theory is the idea that it is possible to make money buying 
securities, overvalued or not, by selling them at higher prices to 
someone more gullible than you. When your argument rests on 
how long you can stay at the party, because traditional warning 
signs can sometimes be early enough to give you time for a few 
more drinks from the punch bowl, that’s a game of greater fool 
theory. We digress. 
 
There were several categories in psychology that worsened this 
week simultaneously. Volatility in small cap stocks swung to 
negative - AAII survey results swung back to neutral - corporate 
insiders went back to selling stocks - and the largest one-week 
swing was in geared ETF sentiment as volume surged in leveraged 
long ETFs relative to inverse funds. That indicator swung from a 
maximum positive reading to a maximum negative reading. 
Because we use volume instead of assets in that indicator, its 

Psychology - P5

Monetary - M4

Valuation - Extremely Overvalued

Trend - Positive

Biggest Psychology Influences

Flow  of Funds Positive

Leveraged Investments Negative

Consumer Confidence Negative

Option Activity Negative

Biggest Monetary Influences

Falling Bond Yields Positive

Yield Curve Negative

Velocity Negative

Valuation

7-10 Year Rtn Forecast 3.7%

10Yr Treas Yield (on 7/31) 1.7%

Price Trends

US Equities Positive

Intl Equities Negative

REITs Positive

Broad Commodities Negative

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.
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swings are more rapid and volatile than those of the Rydex asset-based calculation. 
 
With the credit cycle indicators in our monetary composite giving economic warning signs for much of this year, 
our hunch is that the economy is not vulnerable to recession until there is a break in consumer confidence, like 
the 1998-2000 environment. Consumer confidence reported this week may have come in softer than expected, 
but its resilience thus far has been impressive. For greater fool theorists committed to picking up nickels in front 
of steamrollers, a firm break in confidence should be your shot across the bow. Markets where MRI suggests 
such a thin margin of safety for stocks, like now, are particularly hungry for positive surprises and stimulus to 
sustain elevated animal spirits. 
 
Related to confidence, we typically dismiss the influence that politicians might have on stocks. While the 
consensus is that impeachment news doesn’t matter for stocks, a deep dive into the nature of elevated 
economic confidence today shows that it has been more partisan and political in nature than ever before, 
making the narrative of this economic boom more vulnerable to political and election news than most investors 
appreciate. A bull market in the hands of politicians...shudder. 
 
 
Quick note: We are knee deep in an overhaul of our charts and re-development of our chart section with more 
charts that we haven’t traditionally published as well as new sources of data. If you use some of those charts, 
we’d like to hear your ideas and suggestions on this on what would be helpful for you, whether it’s indicators, 
layout, file types, etc. Thank you! 
 
Chart – Leveraged ETF Sentiment 
Investors have been getting enthusiastic about levering up in the last week. 
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Chart – Consumer Expectations Gap 
The levels here are a warning sign, but the recessionary break in confidence has been avoided. When it breaks, 
buying the dip will take investors on a trip to the woodshed. 

 
Source: Conference Board, Factset 
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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. Portfolio built upon Cypress 

Capital’s own metrics that measure dividend quality and safety. The portfolio is divided 75/25 into payers and 

growers. Payers are stocks with above average yields and 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 with 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 in an effort 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. 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

