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Vaccine Euphoria 

Market Risk Index continued its climb into elevated risk territory and 
is back above 86%. All three of our counter-cyclical factors 
(Psychology, Monetary, and Valuation) worsened this week. 
 
All of the modest improvement to the psychology composite 
reversed, as it pushed back above the 99th percentile. The vaccine 
news has been wonderful – both in a way that gets us excited about 
the prospect of a better year personally and in a way that it gives us 
confidence in the genius of all the eggheads in the world that we 
take for granted.  
 
That enthusiasm is evident in asset prices, as the vaccine news has 
become a new high water mark for a number of several indications 
of stock market sentiment. While we are not quite at the absolute 
extremes that we saw during August and September, this latest 
euphoric thrust is more pervasive. Examples of this are with heavy 
corporate insider selling and the final embrace of equities by older 
individual investors, as we noted last week. Young investors & old, 
professional, and individual, all agree that with a vaccine in hand, 
stocks are the only game in town. 
 
Our leveraged investments category is giving near max euphoria 
readings, with the Rydex Ratio of leveraged mutual fund investors 
setting a new all-time high. Both volume and assets going into 
levered ETFs are exhibiting the same zeal. Our short-term sentiment 
composite, made up of a subjective list of what we consider the best 
short-term psychology indicators, hit a six year high. 
 
Monetary conditions worsened, but the big picture has not changed 
here. The yield curve is neutral as are recent rates of change in the 
dollar. Falling interest rates on credit are a tailwind for markets, but 
they are being offset by negative velocity. The bond momentum 
indicator says we are still in a reflationary environment, so we 
recommend avoiding long duration Treasuries. 
 
US equity valuations weakened, and our bottom-up return forecast 
for cap-weighted equities fell under the yield on Treasuries. These 
valuations are closer to challenging and breaking the dot-com era 
records than we would have ever thought possible after witnessing 
two sharp bear markets within the span of a decade. Then, to 
witness animal spirits welling up during a year with double digit 
unemployment, a global pandemic, and lots of social upheaval – it’s not something that anyone could have 
modeled. It’s a one of a kind market environment. If you are an investor, in the Ben Graham sense of the word, 

Psychology - P6

Monetary - M4

Valuation - Extremely Overvalued

Trend

Largest Psychology Influences

Levered Investments Negative

Option Activity Negative

Fund Flow s Negative

Bank Sentiment Negative

Largest Monetary Influences

Interest Rates Positive

Monetary Aggregates Negative

Velocity Negative

Valuation

7-10 Year Rtn Forecast 1.3%

10Yr Treas Yield (on 11/17) 0.9%

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

86.1%
Category Percentiles

US Equities                                Bullish Investment

Intl Equities                                        Bullish Trade

REITs                                                  Bullish Trade

Broad Commodities                           Bullish Trade

99.1%

0.9%

98.2%

60.9%



CYPRESS CAPITAL MARKET OUTLOOK NOVEMBER 20, 2020 – PAGE 2 OF 12  

 

your plumb line to permanence is that the price you pay for an asset determines the return that you receive. 
Simple, but not easy. 
 
There are pockets of value out there, but they are still more attractive on a relative basis than a Ben Graham 
absolute one, with some exceptions. Those areas, whether they be small cap, value, or international equities, 
may be able to serve as well as a hedge on cap-weighted market declines (FAAM stocks) as they could be a play 
on a broadening of the economic recovery. 
 
There’s a point coming sooner than we realize that Covid will be firmly in the rear view mirror, and there will be 
a hangover from the stimulus induced stupor that politicians and central bankers served up to markets in 2020. 
The 2000-2003 market environment taught us that economic recovery from a short recession doesn’t mean 
asset prices climb if you pay too much for them, and 2020 has shown us that the economy and asset prices can 
disconnect in ways most never thought possible. 
 

Charts of the Week 
 
Short-Term Sentiment Composite hits the highest euphoria score in more than six years. 
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Rydex Ratio hits a new all-time high. Leverage is back. 

 
 
US Equity Return Forecast – valuations have driven our cap-weighted forecast below the yield on Treasuries. 
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Average stock valuations versus Cap-Weighted stock valuations 
The average stock is nowhere near as attractive as it was in March, but there is still a margin of safety, on a 
relative basis, of smaller, value stocks over market cap weighted indices. 

 
 
More measures of US equity valuations are challenging...and surpassing the dot-com era highs. 
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S&P 500 Price to Sales Ratio reached a new record. 

 
Source: Liz Anne Sonders 

 
Housing valuations (Price to Rent) are close to levels reached during the 2005 housing bubble peak. 

 
Source: Bloomberg 
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Meanwhile, over 14 million people aren’t sure if they’ll make next month’s rent. 

 
Source: Bloomberg 
 

Spread between Earnings yield and 10Yr Treasury yield approaching a timely market signal. 

 
Source: Isabelnet 
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Short interest falls to new lows. No more juice to squeeze form the shorts. 

 
Source: Zerohedge 

 
New record in value of negative yielding debt 

 
Source: Bloomberg, Christopher Barraud 
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Bottoms in stock market breadth 
This excellent chart shows the two previous troughs in stock market breadth, and how they preceded peaks in 
cap-weighted indices. Rotations often precede drawdowns in passively managed indices, to the benefit of true 
active investment management disciplines. 

 
Source: Julien Bittel, CFA 

 
Number of bankruptcy filings exceeds 2009 peak. 

 
Source: Schwab, Liz Anne Sonders 
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Over one-fifth of all US dollar creation occurred in 2020. 

 
Source: Katusa Research 

 

Vaccine news has led to a record two-week inflow into global equities. 

 
Source: Isabelnet 
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Investment pros are growing confident that small caps will outperform. 

 
Source: Isabelnet 

 
Investment pros have also become very confident that the yield curve will continue to steepen. 

 
Source: SentimenTrader 
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Retail sales surveys are softening amid this third surge in Covid cases. 

 
Source: Liz Anne Sonders, Evercore ISI 
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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

