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Oversold, but not un-loved 

Market Risk Index climbed to 84.3% on a larger than normal increase 

in Monetary composite risk score, while psychology and valuations 

improved enough to offset some of that. Psychology finally crossed 

below the worst one percent of readings, having been stuck there for 

a longer stretch of consecutive days than it was in 2000. The alarm 

bells from psychology were sounded early, but the market’s ascent 

ran into trouble soon after breaching extreme. 

We don’t see broad signs, other than increases in volatility and a 

sharply oversold market on Wednesday, that psychology has 

improved. Even our short-term sentiment composite, which moves 

faster than our broad psychology composite has not only been 

unable to match the levels of pessimism from the September decline, 

but it has also yet to even cross into “Pessimism” territory. The sharp 

drop on Wednesday after the failure of the market to break new 

highs hasn’t been enough to shake investor optimism. 

The Rydex Ratio at the 80% level has again marked a point where the 

market faltered, and that indicator has just barely fallen below the 

threshold in spite of the sharp decline. It’s a clear sign that investors 

are still anchored to the narrative that caused them to lever up. 

Equity call buying has retreated from its peak, but the equity put/call 

ratio is still showing the kind of speculative activity that we haven’t 

seen in decades. A better short-term market opportunity will likely 

coincide with these investors getting spooked, and we should see 

that options speculation pull-in quickly. 

The correction this week has all the markings of the machine pulling 

back on gross exposure to markets, hedge funds, quant investors, 

etc. These investors have dominated the beginnings of corrections 

the last couple of years, and the tell-tale sign is sharp indiscriminate 

selling, when the market opens, it gaps down and stays there. It has 

become a pattern in the last few years as crowded trades unwind 

quickly, like the folks who control the speculative money are all 

looking at the same dashboard of quant signals. 

Bottom line – no changes to our recommended equity allocation this 
week. 
 
 

Psychology - P6

Monetary - M4

Valuation - Extremely Overvalued

Trend

Largest Psychology Influences

Levered Investments Negative

Option Activity Negative

Fund Flow s Negative

Technical Indicators Negative

Largest Monetary Influences

Velocity Negative

Monetary Aggregates Negative

Interest Rates Positive

Valuation

7-10 Year Rtn Forecast 1.8%

10Yr Treas Yield (on 10/28) 0.8%

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

84.3%
Category Percentiles

US Equities                                Bullish Investment

Intl Equities                                        Bullish Trade

REITs                                                Neutral Trade

Broad Commodities                           Bullish Trade

98.8%

11.9%

96.9%

57.4%
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The Week in Charts... 
 
Short-Term Sentiment Composite 
The spike in market volatility this week hasn’t been enough to get our basket of short-term sentiment indicators 
to move into pessimism territory, yet. 

 
 

Zweig Breadth Thrust 
Equity markets are rapidly growing oversold. Sentiment should follow. 
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Rydex Ratio 
Rydex crossing above 80% was an effective warning signal again, but it hasn’t pulled in much with the market’s 
decline. 

 
 

Equity Put/Call Ratio – Call buying is still very close to 20 year highs. 
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Small Traders haven’t abandoned their newfound hobby of aggressively trading call options. 

 
Source: SentimenTrader.com 

 
Value’s Underperformance in perspective. 
It’s the largest drawdown for the value factor in 200 years. 

 
Source: Financial Times 
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Hedge Fund Commodity Positioning is the largest in history. 

 
Source: MacroCharts 
 

L/S Hedge Fund Gross and Net Leverage have broken to new highs. 

 
Source: MacroCharts, MarketEar 
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Commodities to S&P 500 Ratio at 50 yr. lows 

 
Source: Bloomberg, John Authers 
 

Lack of Oil & Gas M&A growing bullish for Energy stock prices. 

 
Source: Jesse Felder, DailyShot 
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Average FICO Score 
Federal stimulus has helped household balance sheets enough to push the average FICO to new highs in the 
middle of a recession. 

 
Source: WSJ 

 
At the same time, more renters are turning to credit cards to pay their rent. 

 
Source: WSJ 
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2020 has been a good year for Tech billionaires. 

 
Source: Financial Times, Liz Anne Sonders 
 

Manufacturing job growth peaked the same month tariffs began. 

 
Source: WSJ, Liz Anne Sonders 
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Signs of inflation – home prices are heating up. 

 
Source: Arbor Research, Liz Anne Sonders 

 
Signs of inflation – prices for used cars and trucks have been running hot as well. 

 
Source: Michael Ashton 
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Most difficult year for state budgets since the Great Depression 

 
Source: WSJ 

 
Amount of Global Debt with negative yields is edging closer to new highs. 

 
Source: Isabelnet 
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Central banks are selling their gold holdings for the first time in a decade. 

 
Source: Bloomberg 

 
The K-Recovery 
Consumer Confidence was flat for the month but dropped sharply for those with incomes below $15,000. 

 
Source: Pictet Asset Management 
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Wealth shares for the bottom 90% relative to the top 0.1% rise rapidly during inflationary periods. 

 
Source: Bridgewater, Lyn Alden 
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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

