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Investor Psychology Breaks Dot-Com Era 

Record 

Bond Momentum triggers a sell signal, just barely... 
 
Market Risk Market Risk Index climbed to 91.5% The market has lost 
complete support of both sentiment and valuations and rests upon a 
slightly worse than average monetary composite and our Trend 
factor, which is maximum positive. Given the only two supports 
remaining in our four-factor framework, it’s a perfect fit with the 
narrative of a euphoric yield seeking momentum market rallying on a 
perception of monetary policy as a safety net. 
 
The daily point total on our psychology composite broke the all-time 
record set back in 2000, surpassing both the February 2020 levels 
and the worst readings from 2000. Prior to just a few weeks ago, we 
thought that it was a record unlikely to ever be broken. Only five 
trading days saw daily point totals remotely close to this. All were in 
2000 – for four consecutive days in January 2000 and a single day in 
August 2000. The overall composite is in the worst half of one 
percent of all readings going back to 1970. Looking solely at the 
psychology composite, readings in the worst five percent saw the 
market decline nearly 70% of the time over the next 12 months with 
an average market return of around -6%. 
 
On another front, our bond momentum officially triggered a sell 
signal in August and is now both overbought with negative 
momentum, historically a poor combination that has led to multi-
month ramps higher in yields. Long Bond Momentum has been on a 
positive momentum buy signal since March 2019. This indicator, 
while helping us to be on the right side of major cyclical moves for a 
long time, does not come without occasional false signals. 
 
This one may prove to be one of those, as yields rose just enough 
during August to create the sell signal, and then almost immediately 
backed off. If yields fall by 10-15 basis points over the next few 
weeks, momentum will reverse again. Regardless, this sell signal is 
consistent with the action that we are seeing with the dollar entering 
a correction and inflation expectations moving higher. The fly in the 
ointment is answering the question if there is an entity out there 
with a big enough wallet that has been both buying a lot of 
Treasuries and with a professed interest in keeping a lid on longer 
maturity yields. We can think of one. 
 

Psychology - P6

Monetary - M4

Valuation - Extremely Overvalued

Trend

Largest Psychology Influences

Fund Flow s Negative

Surveys Negative

Option Activity Negative

Leveraged Investments Negative

Largest Monetary Influences

Monetary Aggregates Negative

Velocity Negative

Yield Curve Negative

Valuation

7-10 Year Rtn Forecast 1.2%

10Yr Treas Yield (on 09/01) 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

91.5%
Category Percentiles

US Equities                                Bullish Investment

Intl Equities                                        Bullish Trade

REITs                                                Neutral Trade

Broad Commodities                           Bullish Trade

99.6%

0.0%

98.6%

71.5%
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Cypress Capital Psychology Composite – Daily Point Total 
Our daily point total for our psychology composite set a new all-time record on Tuesday and Wednesday this 
week, edging out the previous record from the year 2000. 

 
 
Cypress Psychology Composite 
Ignoring every other part of our risk management framework, when psychology scores in the worst five percent 
of readings, better short-term entry points were presented for investors within the next 12 months, some within 
a matter of days to weeks. 
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Long Bond Momentum Sell Signal 
This is the first sell signal since early in 2019. Without immediate follow through, this turn will be more sensitive 
than others, as even a modest rally in Treasury prices will reverse the signal. We exited our long duration 
Treasuries on overbought levels, in lieu of waiting for this turn. Still, having a clue on Treasury yield direction is a 
powerful tool to understand the prevailing economic backdrop. 

 
 

Missing some Thrust 
Unlike the sharp move in NYSE Breadth Thrust that we saw in early June during the “re-opening” of the 
economy, the market’s push to new highs coincided with falling breadth. 
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Valuations – Our bottom up equity return forecast fell to the lowest level since 2000 this month. 

 
 
Valuations – Forecasting using Rolling 20Yr Periods 
The red line does a continuous lookback of average valuations of the previous 20 years, regressed against 
annualized S&P 500 returns to build a return forecast. It dropped firmly into negative territory in August. 
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Fed-Meddling 
Yield curves steepen in recessionary environments as default rates are rising. Not this one. 

 
Source: Lisa Abramowicz 

 
Popular Recession forecasting models haven’t backed off either. 

 
Source: Isabelnet 
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Inflation Targeting Math – the starting point matters. 

 
Source: WSJ 
 

Citigroup’s Panic/Euphora Model hits the highest level since 2000. 

 
Source: Liz Ann Sonders 
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Growth outperformance of Value over the last six months sets an all-time record 

 
Source: WSJ 
 

How FAANGM stacks up as a Mania 

 
Source: Jeroen Blokland 
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Correlation between S&P 500 and S&P 500 Equal-Weight Index is the lowest since 1999. 

 
 
Correlations between Growth and Value is close to ZERO, and the lowest since 2000. 
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Options Speculation – 75% of volume is options with less than Two Weeks to Maturity 

 
 
Options Speculation – Record Surge in net call buying to open 
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Rising demand for Lithium 

 
 

Alligator Jaws – Gold versus Emerging Markets 
Excellent chart here...shows relationship between gold prices and Emerging Market outperformance and a 
growing divergence. 

 
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

