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Punch-drunk on the Fed’s Punch 
 

Market Risk Index continues its march higher, climbing above 87%. It 

is in elevated drawdown risk territory, but it is still lower than the 

90%+ levels that we reached in January and February of this year, 

even though the backdrop for both valuation and investor 

psychology are worse today.  

The difference between now and January/February is the monetary 

composite. We’ve never had a Fed this dovish in the face of rampant 

speculation, and while our monetary composite isn’t in as strong of a 

condition today as it was coming out of either the 2001 recession or 

the 2008 recession, it’s in decent shape. Our bond momentum gauge 

says the likely path for Treasury yields is still higher, but the yields on 

mortgage rates, municipal, and corporate bond yields are moving the 

other way, all falling to new lows. Declining rates of change on 

credits are typically bullish for markets. 

Neither psychology nor valuation have budged since our last report. 

Short-term breadth has waned with the McClellan Oscillator (a good 

short term measure of breadth) falling into negative territory, but 

the NYSE High Low Logic index registered a fresh buy signal in recent 

weeks, a more important, intermediate term buy signal. Growth in 

margin debt growth has edged past 30% year over year, which has 

served as a rule of thumb for speculative markets vulnerable to 

correction – it’s a rule of thumb that has held since the early 1900s. 

Valuations crept higher – there was a noticeable uptick in the 12 

month forward PE this month as a result of the inclusion of Tesla into 

the S&P 500. 

In spite of the pandemic, the economy is in a stimulus-driven 

inflationary boom, and if we’ve made mistakes in the past, it’s 

usually underestimating the effects that fiscal stimulus, either deficit 

spending or tax cuts, can have on the economy. We’ve also never 

seen economic recovery become so obvious to so many so soon, just 

as we’ve never seen prices, sentiment, and valuations shift so firmly 

toward greed just a quarter or two into economic recovery. It’s 

atypical, an anomaly – early cycle economics and Fed behavior with 

late cycle sentiment and valuations. We believe it’s an argument for 

a balanced approach toward equity markets. 

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

Interest Rates Positive

Monetary Aggregates Negative

Valuation

7-10 Year Rtn Forecast 0.8%

10Yr Treas Yield (on 12/28) 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

87.1%
Category Percentiles

US Equities                                Bullish Investment

Intl Equities                                        Bullish Trade

REITs                                                  Bullish Trade

Broad Commodities                           Bullish Trade

99.7%

0.1%

99.4%

61.8%
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The adage “Don’t fight the Fed” has held firm in 2020, but it has required pushing animal spirits to heights 

unimaginable at the beginning of the year. We began 2020 with stretched valuations and psychology hitting new 

cycle extremes and ended it with conditions and a number of indicators harking back to the dot-com speculative 

era, enticing a new generation of young investors to drink from the Fed’s punch bowl in pursuit of easy wealth, 

only this time the Fed is both serving and imbibing the punch too.  

Charts of the Week 

Ratio of Levered Long to Inverse ETF Assets broke to new highs 

Chasing leverage has broadened to small and mid-cap stocks, shattering old speculative records this month. 
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Levered ETF Sentiment broke further into new speculative highs. 

 
 

NYSE McClellan turns negative – the first signs that the price surge is losing steam. 
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NYSE High Low Logic Index gives a fresh buy signal. 

This is a bigger long term deal for breadth than the McClellan signal. 

 
 

Corporate Insiders Selling 

Corporate insider selling has been persistent and almost mirrored every ebb and flow in speculative call options 

activity the last couple of months. 
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Margin Debt growth has accelerated beyond 30% - a sign of excessive speculation. 

 
 

First and Last Hour Trading volume is seeing a cluster of extremes. 

 
Source: Alessio Urban 
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Fed Balance sheet expected to surpass 40% of GDP 

 
Source: Isabelnet 

 

Treasury Issuance, excluding Fed purchases, expected to swell next year. 

 
Source: Financial Times 
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Speculative futures positioning in the US Dollar is the most bearish since 2011. 

 
Source: Bloomberg 

 
Passive equity assets projected to surpass Active equity assets by 2022. 

 
Source: ZeroHedge 
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TSLA shorts have been thoroughly squeezed. 

 
Source: Isablenet, Goldman Sachs 

 

2020 was a terrible year for contrarians. 

 
Source: Jeroen Blokland 
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U.S. IPO volume blew through old records in 2020.  

 
Source: Christophe Barraud 

 

A record sum of those IPOs went public with negative Net Income. 

 
Source: SentimenTrader 
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Three of the all-time largest Tech IPOs occurred in 2020. 

 
Source: CNBC 

 

2020 has been the year of the SPAC. 

 
Source: WSJ 
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2020 was a record year for Investment Bankers. 

 
Source: Isabelnet 

 
The Fed has become a Momentum investor – buying more as prices go higher. 

 
Source: Charlie Bilello 
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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

