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A Frothy Market 

Psychology daily point totals are challenging Feb 2020 and Dot Com 
Era Levels 
 
Market Risk Index climbed to 89.3% this week. Psychology and 
Monetary conditions worsened, while valuations managed to 
improve slightly. 
 
Our Psychology composite is now in the worst 1.5% of readings since 
1970. Of our eleven categories of indicators, nine of them are 
negative and two are neutral. The daily point total for the composite 
grew even more extreme over the course of the last week and is now 
only exceeded by two periods – January-March 2000 and February 
2020. The message from the indicators – it’s a very frothy market.  
 
Monetary conditions worsened as well, impacted this week by our 
exchange rates category – deterioration in the terms of trade and a 
falling dollar. If you are following the Federal Reserve’s balance sheet 
closely, you’ll notice that the Fed stopped the expansion as soon as 
the dollar began to weaken considerably. The Fed isn’t printing right 
now – enthusiastic speculators with a belief that the Fed has their 
back are doing all the heavy lifting for them instead. 
 
Our long bond momentum indicator is making its second attempt 
since June at rolling over, which would be a sell signal for long 
duration Treasury bonds. The last signal failed to trigger, and this one 
looks dubious as well. Yields began to decline as soon as the 
momentum was tested. Should rates move higher, it will put to test 
the growing consensus opinion about whether the Fed will attempt 
to step in and keep long rates from rising. This will likely leave them 
with a difficult choice – protect yields or protect the dollar. 
 
There is no clear analog to this frothy environment. It’s some kind of 
step-child to the late 60s and 2000 dot com era. 2000 was built upon 
a confidence in a future driven by opportunities created by the 
Internet, and it unfolded over a decade. This baby five month old bull 
market is already close to breaking valuation records for the most 
expensive bull market in US history, and it all seems to be built upon 
a belief in government intervention and safety nets for markets. Its 
mantra is moral hazard. It’s a levered bet on yield-seeking and 
balance sheet arbitrage being pushed to the limit, and it has driven 
our valuation-based equity return forecast to 20 year lows. The 
margin of safety is much too thin for investing aggressively in equities here. 
 

Psychology - P6

Monetary - M4

Valuation - Extremely Overvalued

Trend

Largest Psychology Influences

Bank Sentiment Negative

Fund Flow s Negative

Option Negative

Leveraged Investments Negative

Largest Monetary Influences

Falling Yields Positive

Monetary Aggregates & Velocity Negative

Yield Curve Negative

Valuation

7-10 Year Rtn Forecast 1.6%

10Yr Treas Yield (on 08/18) 0.7%

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

Elevated

89.3%
Category Percentiles

US Equities                                Bullish Investment

Intl Equities                                        Bullish Trade

REITs                                                Neutral Trade

Broad Commodities                           Bullish Trade

98.5%

0.1%

97.2%

67.8%
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Cypress Psychology Composite – Daily Point Total 
The daily point total fell below negative 215 points. That’s only happened on 23 trading days over two distinct periods - 
February 2020, and January-March 2000. The majority of the occurrences were in January 2000. 

 
 

Levered ETF Sentiment – New All Time High 
Net dollar volume flowing into levered ETFs relative to inverse ETFs hit a new all-time high this week. The short-term timing 
on this one is relatively good as well. Investors who wait for this to back off to more neutral readings have been rewarded.  
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Smart versus Dumb Option Money 
After rolling over briefly, this indicator crossed back above its warning threshold. In this instance, smart money is hedging, 
but its predominantly being driven by the historic levels of speculation from dumb money option traders. 

 
 

Long Bond Momentum Indicators 
For the second time since June, the indicator is attempting to register a sell signal. You cannot see the June attempt on the 
chart because the trigger failed within a few days. 

 



CYPRESS CAPITAL MARKET OUTLOOK AUGUST 21, 2020 – PAGE 4 OF 8  

 

Fed stopped both Monetary Base and Balance Sheet expansion soon after the dollar began to decline. 

 
 

Additional Stimulus would drive the deficit to World War II era levels. 
WWII era deficits created inflation. 
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Momentum versus Value Outperformance is nearly a five standard deviation event. 

 
Source: Maverick Q2 Letter, Jesse Felder 
 
Growth sectors (Tech & Healthcare) now make up more than half the S&P 500. 

 
Source: Source: BofA, Isabelnet 
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Growth’s three-month outperformance is challenging the 1932 and 2000 records. 

 
Source: Driehaus Capital 

 

Hedge Funds are crowding into the Growth over Value Trade. 
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Retail Investors are also crowding into the Growth over Value trade. 

 
 

Shorts have been squeezed. Median short interest falls to new lows. 

 
Source: Isabelnet 
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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

