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Stock Market Enthusiasm Rebounds 

 
After improving for several weeks in a row, Market Risk Index 
reversed and moved up this week on a higher risk score from the 
monetary composite. MRI still suggests elevated drawdown risk and 
has not improved enough to recommend an increase in equity 
allocations, after our recommendation to decrease equity exposure 
further in August. 
 
The psychology composite did not register much of a change – it’s 
difficult to move the needle when it worsens and is already in the 
99th percentile. However, there was a sizeable shift back toward 
enthusiasm among a number of major indicators. Equity call buying 
ramped up again back to the historically high levels from August, and 
for the first time in several months, corporate insiders started selling 
their stocks aggressively, right as the stock market rally started 
showing signs of broadening out.  
 
The NAAIM exposure index, a weekly survey of investment advisors, 
showed that their bullishness for equities also rebounded sharply, 
into the top 1% of readings for that index. That slight dip that we 
have had in the market thus far has only served to embolden faith in 
the Fed put. 
 
Rydex investors were chasing leverage to the greatest degree since 
the February market peak – the Rydex Ratio climbed above 80%. This 
is less than a percent away from an all-time high reading on the 
indicator, and 80% also happens to mark the level that has provided 
a timely warning before each of the major market corrections since 
2018. 
 
Monetary conditions halted their weeks long trend of improvement, 
and it was the same category responsible for the improvement that 
put a stop to it – the interest rates category – where we measure 
rates of change on Treasury, corporate, and municipal bond yields. 
The tailwind from lower bond yields is still a big positive for markets, 
but it’s beginning to wane. 
 
We are still keenly interested in watching our bond momentum 
indicator and how yields behave here. The Long Bond Momentum 
sell signal in August would normally serve as confirmation for the 
copper to gold ratio, which has also been signaling that bond yields 
should be higher. We have seen some modest follow through for yields moving higher, but the Federal Reserve 
stepped up their Treasury buying this week and put a stop to it. It’s another instance where you have to 
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Market Risk Index scales from 0 to 100%. 
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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

82.0%
Category Percentiles

US Equities                                Bullish Investment

Intl Equities                                        Bullish Trade

REITs                                                Neutral Trade

Broad Commodities                          Neutral Trade

99.3%

1.4%

97.7%

52.4%



CYPRESS CAPITAL MARKET OUTLOOK OCTOBER 16, 2020 – PAGE 2 OF 8  

 

question and pay closer attention to long-lived market signals, as we are in the mother of all manufactured 
financial market environments. We heard a great turn of a phrase from fund manager Diego Parrilla this week 
that described it well, so well that we wished we had thought of it. We’ve gone from a market that allowed you 
to earn “risk-free interest” to one that gives you “interest-free risk.” 
 
We will keep a portion of our risk capital invested in equities, because we have to play the game, but we are not 
eager to speculate aggressively on a theory about money printing and government borrowing when we have a 
considerably larger body of evidence and financial market history nudging us to be patient and wait for a better 
risk-reward setup. 
 
Rydex Ratio climbs above 80% 
Rydex hit its highest reading since the all-time high readings back in February. Thus far, readings above 80% 
have been pre-cursors to all the major market corrections since 2018. This spike has more markings of FOMO, 
because it is coming as speculators anticipate new highs after missing out on the September dip. 
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Equity Put/Call Ratio (3 Week Moving Avg minus 39 Week Moving Avg) 
The equity put/call ratio shifted back strongly toward call volume, pushing the put/call ratio back down to the 
uber-low levels from August (chart is scaled inversely). There’s over-confidence in the idea that “stocks only go 
up.” 

 
 

OpenInsider – Corporate Insider Buy to Sell Ratio 
Smart money corporate insiders started selling more aggressively this week, right as the rally broadened. It’s the 
most selling since the first week of June.  
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Smart versus Dumb Option Money 
Our smart versus dumb option money indicator is back to the riskiest levels. 

 
 

NAAIM Exposure Index 
NAAIM average exposure shows that advisor equity exposure to the market has not only rebounded, but it’s 
back above 100% equity exposure, where it was in August. Readings this week are in the top 1% of readings 
across the history of this index.  
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Short-Term Sentiment Composite 
Short-term sentiment shot higher this week to one stand deviation into the greed zone. 

 
 
Hulbert’s survey of short-term market timers is in the “excessively bullish” zone. 

 
Source: Mark Hulbert 
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Volume in low priced stocks is spiking – a sign of investor speculation. 

 
Source: WSJ 

 
World Growth versus Value 
The persistence in global growth stock outperformance has wiped out a generation of value investing’s steady 
dominance. 

 
Source: Isabelnet 
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Active funds can’t catch a break. 
Percentage of active funds beating the benchmark is at all-time-lows. 

 
Source: Liz Ann Sonders, TheDailyShot 

 
GDP Drawdown in context 
The GDP decline was so large that even the dramatic rebound that we have experienced in Q3 only brings us 
back to lowest levels of the GFC in 2008/2009. It took several years for equity markets to surpass both those 
2007 highs and valuations, and in seven months, this market has already done both.  

 
Source: Bianco Research, Liz Ann Sonders 
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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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