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No Vaccine in Sight for the Speculative Fever 
 

Market Risk Index moved up to 86.9%. The risk scores for 

psychology, monetary, and valuation all increased this week.  

 

There is no sign of a break in speculative behavior – it has been 

unrelenting and building since late summer. However, after 

broadening on the vaccine news, stock market breadth remains solid. 

Even the High Low Logic Index, the only breadth indicator to 

highlight short-term stock market drawdown potential accurately the 

last couple of years, is firmly giving the green light. 

 

If hindsight has given any of us insight over the last couple of volatile 

years, it’s that ignoring the trend, breadth, and investor confidence 

in the Fed put is a recipe for short-term pain in spite of speculative 

and valuation extremes. With breadth like this, and the potential for 

the VIX to continue to decline, speculative enthusiasm could easily 

push higher. The implications would be a new high water-mark for 

US stock market speculative zeal – the Millennials’ first bubble would 

be bigger and better than the Boomers’. 

 

The monetary composite deteriorated more than psychology and 

valuation this week – the surprise was that it came from the inflation 

category. To see hints of this category worsening this early into an 

economic recovery is unusual. Tracking the data, everything about 

this new post-Covid cycle appears to be playing out like it’s on fast 

forward and hotter than normal. 

 

There is such an extraordinary disconnect between the economy and 

markets in 2020. It’s not something investors could have imagined 

prior to this year, but it seems to be treated as par for the course by 

investors as the year draws to a close. Congress is on the cusp of 

passing a second round of stimulus in less than a year, much smaller 

than the first round, but still larger than the stimulus that we threw 

at markets after 2008. 

 

It’s needed, but to see speculation, valuations, volume in call 

options, and an IPO market all on fire at the same time as economic 

pain and unemployment are swelling has to violate some unwritten laws of financial market speculation. Animal 

Psychology - P6

Monetary - M4

Valuation - Extremely Overvalued

Trend

Largest Psychology Influences

Levered Investments Negative

Option Activity Negative

Surveys Negative

Fund Flow s Negative

Largest Monetary Influences

Velocity Negative

Monetary Aggregates Negative

Interest Rates Positive

Valuation

7-10 Year Rtn Forecast 0.9%

10Yr Treas Yield (on 12/16) 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

86.9%
Category Percentiles

US Equities                                Bullish Investment

Intl Equities                                        Bullish Trade

REITs                                                  Bullish Trade

Broad Commodities                           Bullish Trade

99.7%

0.0%

99.3%

61.6%
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spirits in financial markets aren’t supposed to be surging at the same time as lines in food banks are. There will 

be repercussions, and knowing markets, they will be more unusual and unforeseen than even this year has 

been. 

 

We will take a break from publishing a Market Outlook during Christmas week. We hope you have a Merry 

Christmas! 

 

Quote of the Week 
“We’re in very uncharted waters...Nobody has gotten by with the kind of money printing now for a very extended 
period without some kind of trouble. We’re very near the edge of playing with fire.”  - Charlie Munger 
 

Charts of the Week 
 

Cypress Psychology Composite – Daily Point Total 
The Psychology composite hasn’t beaten the records set during most speculative days of the dot-com era, but 
the speculative persistence this time around is notable. In hindsight, the drop in markets and the Psychology 
composite in March looks like an exaggerated analog to the 1998 spike in investor anxiety. Likewise, the 
rebound in enthusiasm has been faster and more pronounced than it was after the market bottomed in October 
1998.  
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Levered ETF Sentiment Volume 
Net speculative volume flowing into geared ETFs hit all-time highs again this week.  Shorting is out – 
leverage is in. 

 
 
NASDAQ to NYSE Volume Sentiment 
With the start of vaccinations and another round of stimulus on the way, a rotation into unloved and 
undervalued stocks is supposed to be underfoot, but the FAANG stocks refuse to go out so easy. Our 
NASDAQ to NYSE volume Sentiment index, registered another big spike into speculation territory. 
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Semiconductors are 3.5 standard deviations extended... 

 
Source: Alex Barrow, @MacroOps 

 
Federal ownership of US Treasuries surpasses Foreign holdings 
Remember the olden times when investors used to worry about China dumping Treasuries. 

 
Source: CrossBorder Capital 
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BofA’s Fund Manager Survey of cash levels fell below 4%, triggering the first stock market sell signal since February. 

 
Source: Bloomberg 
 

IPO Boom beats the dot-com era record. Thanks SPACs! 

 
Source: Financial Times, Jesse Felder 
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Let’s light this candle. Retail trading in 2020 dwarfs the Dot-com boom. 

 
Source: Jonathan Tepper 

 
The General Consensus for markets and the economy has never been more uniform.  

 
Source: Bloomberg, John Authers 
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Market Cap to GDP surpasses 1929 levels 

 
Source: David Scutt 
 

The price paid for an asset determines the return. 
In the long run, markets are a weighing machine. 

 
Source: David Scutt 
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PPP Loans have provided cover for a decline in lending. 

 
Source: Lisa Abramowicz 
 

Hedge Fund leverage is hitting extremes. 

 
Source: Isabelnet 
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Lowest-ever number of stock market losing streaks 

 
Source: SentimenTrader 
 

Another new record in retail call option speculation. 

 
Source: SentimenTrader 
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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

