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Hottest IPO Market Since Dotcom Era

Market Risk Index
Elevated

Market Risk Index improved but remains above 90%. Psychology
made no headway and can only improve from here. Monetary
conditions are responsible for the improvement to MRI this week
with our yield curve score pushing more firmly into neutral territory.

90.5%
Category Percentiles
Psychology - P6

The daily point totals have peaked inside our psychology composite,
but this week the composite managed to not only tie, but slightly
surpass the records from 2000. It’s an unusual mix of conditions with
the similarities to 2000 showing up in different categories. Instead of
high consumer confidence, it’s confidence of investment pros and
enthusiasm from a younger generation of speculators. Instead of
record mutual fund flows, it’s record flows into levered ETFs and call
options. The dot com era was peak belief in the new era of the
Internet, while this one is peak belief in central bankers.
One chart that we don’t often show but carries a sizeable weight in
the psychology composite is the average first day percentage change
in IPOs. Frothy market environments see lots of one day pops, like
SNOW this week. This is the hottest IPO market since the dot-com
era, and it only slowed briefly during the month of March. (It still
doesn’t hold a candle to that era however.)
For the monetary composite, the official move by the yield curve into
neutral territory marks the shallowest yield curve reversion since
1999. By shallow, we mean to say that the slope never steepened to
the healthy levels that fuel new credit cycles. There have been two
shallow reversions in the last 55 years, in 1967 and 1999. In both the
1967 and 1999 examples, the bull markets, or bull market
continuations were short-lived. Both would see the yield curve invert
again within a matter of months, and those bull markets would peak
18 and 9 months later respectively. Ironically, the 1967 example saw
a major stock market peak within a few weeks of Nixon winning the
1968 election using a law and order message in another era of major
social upheaval. Both of those markets also happened to be the two
hottest IPO markets on record.
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Valuation - Extremely Overvalued
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Negative
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Valuation
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1.6%
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0.7%

Market Trends
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Bullish Investment

Intl Equities

Bullish Trade

REITs

Neutral Trade

Broad Commodities

Bullish Trade

Market Risk Index scales from 0 to 100%.
Based on the analogs above, we are at T + 6 months for this yield
Higher readings correspond with higher risk
curve reversion timetable. However, these analogs are far from
markets. Scores below 25% are bullish.
perfect. Neither of those historical examples coincided with
Scores between 25-75% are neutral, and
recession, and both saw the peak slopes in the yield curve well after
scores above 75% are markets vulnerable to
major drawdowns.
the market bottomed. This year’s reversion was the most
underwhelming of any recession in at least 60 years and occurred within days of the March market bottom as a
direct result of Fed intervention putting a halt to any further steepening of the curve.
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History of Yield Curve Reversions
1967 and 1999 were the only two periods in the last half a century that saw notable steepening of the yield
curve that stalled out before reaching levels that traditionally marked the formation of new credit cycles. Both
saw a continuation of the bull markets, but both were underwhelming from the perspective of additional gain or
duration.

The Cypress Capital Psychology Composite is surpassing the 2000 market’s euphoria scores.
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Hot IPO Market – IPO price increases on the first day of trading
The IPO market has been heating up and is the hottest market since the dot-com era. Coincidentally, using the
yield curve as a guide, the two previous hottest IPO markets saw a similar monetary backdrop as today.

Asset Allocation Model – Counter-cyclical components only
The Market Risk Index is made up of our full four-factor framework. The table below includes only those mean
reversion components of the model – three of the four factors. Previous periods where Psychology was in the
10th decile, Monetary in the 7th decile, and Valuation in the 10th decile saw average market returns over the next
12 months of -8.2%.

Source: Cypress Capital, Data: S&P 500 Total Returns
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Smart versus Dumb Option Money
The smart versus dumb money option indicator is still elevated but has started to roll over. The arrows highlight
the periods where the indicator both saw such rapid shifts from bullish to bearish readings, where those bearish
readings were coming at new stock market highs. Notice that one of the examples coincides with the 1999
period where the yield curve temporarily re-asserted to a positive, but shallow, slope.

Short-Term Sentiment Composite
Our short-term sentiment composite fell shy of reaching the one-standard deviation level that tends to mark the
end of market corrections.
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Trading volume in single stock options exceeds trading in underlying shares for the first time.
Investors don’t trade options like this when they are fearful.

Source: WSJ

Retail investors are paying record premiums to purchase call options.
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Retail trades have shot to a record share of the US equity options market.

Equity market liquidity is deteriorating.

Source: J.P. Morgan, Robin Wigglesworth
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Widest gap between the best and worst performing sectors since 2000.

Source: Bloomberg, MacroCharts

Value has given up 20 years of gains to Growth

Source: Isabelnet
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Lowest mortgage rates in 50 years...

Source: Bloomberg, Liz Ann Sonders

...push median sales price of homes sold to a record high.

Source: WSJ
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Homebuilder sentiment soared to a new record as well, beating out the late 90s period.

Bespoke

Meanwhile, as an indication of the K-recovery, eviction searches are also surging to a new record.

Arbor Data Science
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Number of Zombie companies is challenging the 2000 peak.

Source: The Leuthold Group

The gap between NIPA corporate profits and S&P 500 EPS is the widest ever.

Source: Isabelnet
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Majority of investment professionals believe the economy is in a new cycle.

Source: Liz Ann Sonders

Analysts are shifting expectations of whether more fiscal stimulus is on the way.

Source: DailyShot, Morgan Stanley
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Herd Immunity by poll – 14% of U.S. adults believe that they have already had COVID-19.

Source: Pew Research Center, Liz Ann Sonders
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Asset Management – Portfolio Lineup

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.
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