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MRI Back Above 75% 

Shortest Emotional Cycle in Equity Put/Call Data Ever 
 
Market Risk Index crossed above the 75% threshold for the first time 
since February 2020, which approximates the line in the sand where 
equity markets become more vulnerable to substantial drawdowns. 
This is before an additional increase to the investor psychology score 
that we will likely see next week after the unexpected positive jobs 
report today. It is becoming more probable that our psychology 
composite is going to hit full-on euphoria again, which is a shock 
considering how recently we were just there. 
 
Option activity is giving the strongest warning signs with equity 
put/call ratios showing as much call buying relative to puts as we saw 
back in February – we broke the record for shortest time between 
greed to fear and back to greed on that one. Corporate insiders are 
ramping up their selling as well, enough so that it’s safe to say that 
they no longer believe their stocks present a bargain. 
 
The largest positive influence on psychology today is the Technical 
Indicators category, as measures of stock market breadth have 
improved substantially over the last week, which is presenting a 
similar backdrop to what we saw toward the end of 2019. We see 
the breadth improvements in our measures of Market Trends as 
well, with both small cap stocks and REITs having moved to neutral 
from bearish trends within the last week. 
 
Ultimately, these breadth signals work better when there are 
valuations to support them. When valuations aren’t there, the 
signals become riskier and shorter-term in nature. We grew 
enthusiastic in April-June 2009 when breadth and price action gave 
us confirmation that we were emerging from the bear market, and 
we had a fully loaded monetary composite and superb valuations 
supporting the bull market. It was as difficult to believe the bear 
market was over then as it is to believe that Warren Buffett hasn’t 
lost his touch now. We are incredibly disappointed that we don’t 
have a similar backdrop this time, because those periods are our 
favorite times to be equity investors. March 2020 will not prove to be 
a generational opportunity for buying equities like March 2009, or 
even the opportunity that March 2003 was. 
 
The monetary composite was unchanged, but the action on Friday, 
including the breakdown of the US dollar this week, suggests a re-steepening of the yield curve may be 
underway again, which would imply higher asset price volatility, not less, that is unless the Fed steps in to curb 

Psychology - P4

Monetary - M4

Valuation - Extremely Overvalued

Trend

Largest Psychology Influences

Technical Indicators Positive

Fund Flow s Negative

Option Activity Negative

Leveraged Investments Negative

Largest Monetary Influences

GDP Grow th Positive

Yield Curve Negative

Velocity Negative

Valuation

7-10 Year Rtn Forecast 2.0%

10Yr Treas Yield (on 06/04) 0.8%

Price Trends

US Equities Positive

Intl Equities Negative

REITs Negative

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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it. With monetary aggregate growth close to 50 year highs, a rollover to slower growth in those aggregates 
should also prove to be more inflationary here than any of us have been accustomed to for a long time, and 
inflation is the last thing on anyone’s mind. 
 
Valuations deteriorated again, and when we focus solely on the large cap valuation components of our valuation 
composite, it is now worse than it was at the market peak in 2020. This is because prices have rebounded much 
faster than fundamentals have. It’s very possible that the jobs release, even though it looks like a blip from an 
employment picture, could end up marking the official end of the recession. Unfortunately, a full recovery has 
already been priced in. Valuations, even when we eliminate the cyclicality of earnings or sales, are already 
priced like a full employment environment. The market environment that is unfolding isn’t going to be like 
anything that any of us are used to traversing. 
 
This is the most unusual market and time of our careers -  a global pandemic, a deep recession, generational and 
racial frictions, experimental monetary policy created on the fly in amounts that no one could have predicted 
just a couple of years ago, and retail trading in equities that remind us of the dot com era. Headlines that should 
produce equity bargains are instead producing a blossoming in over-confidence from Robinhood equity traders. 
 
Market selloffs come faster and at a sharper pace than ever before, as do the rebounds. Other than being 
technically defined as a bear market, it thus far has more hallmarks of a market correction, in large part due to 
World War like levels of monetary and fiscal intervention that came a matter of weeks into a stocks market 
decline.  
 
It has been a stressful stock market environment to navigate – an emotional roller coaster. Fortunately, 
investing isn’t the binary decision that it gets turned into on financial news, where you have to be pigeon-holed 
into being a bull or bear and make a “market call.” Avoid that trap – it’s your capital, and you earned it. Don’t let 
FOMO or a guru dictate how and when you choose to invest it. 
 
Commit the largest amounts when you know that a large margin of safety is present and less when it isn’t. From 
experience, we can tell you that there is often an inverse correlation between how you feel and that margin of 
safety, and we would caution against committing large amounts of capital here. This is an era where the risks to 
playing the game of Greater Fool Theory are higher than any other. 
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NYSE Breadth Thrust 
We achieved solid breadth this week as the market rally broadened, but it is coming later than usual. It wasn’t the classic 
Zweig Breadth thrust like we saw back in early 2019, because it took too long to unfold. Sill, good breadth suggests decent 
odds of higher prices in the intermediate term. 

 
 
Corporate Insiders Have Ramped Up Their Selling 
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NASDAQ to NYSE Volume Sentiment Indicator 
The last time our NAS to NY volume sentiment indicator hit these levels, NASDAQ was a new exchange, and the stocks were 
smaller cap, which coincidentally marked a cyclical relative performance peak for small caps that lasted nearly a decade. 
Today, NASDAQ represents the Big Tech FAAAMnomenon. 

 
 

Equity Put/Call Ratio is Back to Euphoria 
This is the quickest we have cycled from greed to fear and back to greed (as we measure it) in the history of equity put/call 
ratio. The previous record was in the 2000-2003 bear market, where the greed in early 2001 gave way to fear after 9/11 
and back to greed again by the end of 2001. In 2020, the length of the cycle, peak to peak, has taken a little over three 
months. 
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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 
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