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Highlights 

Market Risk Index rose on increased risk readings from all of our 
counter-cyclical categories, as psychology, monetary and valuation 
all had a nearly equal negative impact on MRI this week.  
 
Most weeks in 2020 have left us surprised at just how much further 
investor psychology manages move into euphoric territory as 2020’s 
“nothing matters” rally continues to set impressive records. 
Corporate insiders, who took a break from selling their holdings, 
ramped their activity up again, with more than 4.5 sells to every buy. 
In a similar manner, Investor’s Intelligence surveyed that bullishness 
among market professionals surged back into the worst decile of 
readings. 
 
On the market internals front, more indicators, like our 21-Day 
Oscillator, are highlighting how ignored a number of stocks are 
becoming as investors shoot off confetti and fireworks for the 
FAANG, MAGA, FANMAG, and all the acronyms for the small number 
of “disruptor” stocks. The market has gotten so top heavy that less 
than 40% of the individual S&P 500 stocks are outperforming the 
market over the last six months, another red flag for the broader 
market. The last time the S&P 500 has been this biased toward the 
big cap stocks was in May 2000. The only records left to be broken 
for the psychology composite would be to climb above the 99th 
percentile threshold, most of which was confined to a window of 
time that occurred during the first half of the year 2000. 
 
Valuations worsened, and our equity return forecast dropped to 
2.1% at the end of January, the lowest level since January 2018. The 
silver lining here is that the 10Yr Treasury yield dropped to 1.5%, 
which is a wider spread over Treasuries than last month, but it’s still 
a paltry risk premium. If we look only at our broad market valuation 
metrics and exclude the more small-cap focused Valueline Median 
Appreciation Potential, the current valuation on large cap stocks is 
tied with the January 2018 level – stocks were dealt a sharp blow 
soon after. 
 
Monetary conditions deteriorated when the negative rate of change 
on some interest rates, like the 2Yr Treasury, leveled off, moving the 
interest rate category closer to neutral. The rapid balance sheet 
expansion by the Fed as part of their repo intervention isn’t 
impacting our monetary composite to a large degree for a couple of 
reasons. One is that the move has been too short term in nature to over-ride the late cycle conditions of some of 
our heavier weighted indicators, like the yield curve, which has inverted again. The other is that the balance 

Psychology - P6

Monetary - M4

Valuation - Extremely Overvalued

Trend - Positive

Largest Psychology Influences

Flow  of Funds (Buyback activity) Positive

Leveraged Investments Negative

Option Activity Negative

Consumer Confidence Negative

Largest Monetary Influences

Falling Bond Yields Positive

Yield Curve Negative

Velocity Negative

Valuation

7-10 Year Rtn Forecast 2.1%

10Yr Treas Yield (on 01/31) 1.5%

Price Trends

US Equities Positive

Intl Equities Positive

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.

Market Risk Index

Elevated

91.6%
Category Percentiles

98.8%

0.4%

97.7%

73.1%
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sheet expansion hasn’t translated one to one into an increase in reserves and the monetary base. That’s 
because the US Treasury’s balance at the Fed has increased, but as the deficit spending continues this year and 
Treasury draws down its balance, monetary base levels are likely to increase further. This round of “not QE” 
balance sheet expansion looks more like the Fed monetizing very large Federal deficits than anything else. For 
an economy at full employment, we are seeing a greater degree of monetary stimulus and deficit spending than 
any previous cycle before it. 

 

The Week in Charts 
 

S&P 500 – Percent of stocks outperforming the index over the last six months 
The cap-weighted S&P 500 has become top heavy with a handful of stocks dominating both their weight in the 
index and its recent performance. The percent of stocks outperforming the index over the last 26 weeks has 
fallen below 40%. The last time that it dipped below 40% was right before the Q4 2018 selloff. During February, 
it has fallen to the lowest level since May 2000 – a market environment that has served as a benchmark for 
narrow markets. The chart below highlights any time the market has made new highs with less than 40% of 
stocks outperforming the S&P 500 over the last six months. 
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Broad Advance/Decline Line hasn’t confirmed the market’s recent highs 

 
 

Resurgence in Corporate Insider selling this week 
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Yield Curve Re-Inverts 

 
 

The “Disruptors” bubble performance has exceeded previous bubbles over the last 40 years
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All of the S&P 500’s earnings growth in Q4 came from FAAMG 

 
 
Tech Sector Relative Valuation Score has hit levels that historicallly lead to negative forward returns 

 
Source: WSJ 
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S&P 500 Price to Sales hits all time high 

 
 
SPY Short Interest at the lowest levels since 2007 
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Consumers Getting Giddy about the Stock Market 

 
 

Employment Participation is the highest since 2000 era 

 
Source: Bloomberg 



CYPRESS CAPITAL MARKET OUTLOOK FEBRUARY 21, 2020 – PAGE 8 OF 11  

 

Low Global Unemployment is good for confidence but not so good for Global Stock Returns 

 
 
Coronavirus Impact on China’s economy just starting to show up in the data 

 
Source: Bloomberg 
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But so far, virus economic impact expectations have been limited to China 

 
Source: Bloomberg 
 

Cass Freight Index sinks lower 

 
Source: WSJ 
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Impressive, Strong Housing Starts data is a fly in the ointment for bears 

 
Source: Census Bureau 
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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

