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Overconfidence is Pervasive 
 

Market Risk Index managed to tick up another 1/10th of a percent to 
96.6%. All three of our counter-cyclical categories had slightly larger risk 
scores, and the psychology composite moved back up to the 100th 
percentile. The trend is still strong, but it stands alone. 
 
It will be a holding pattern here for MRI without some alleviation of 
inflation pressures or relief in investor euphoria – more likely, both. The 
monetary composite will not be able to join psychology and valuation in 
the 99th percentile club, because of the yield curve. The yield curve isn’t 
steep enough to drive a traditional, full credit cycle, but it’s also not 
shallow enough to signal a recession warning. It’s neutral. 
 
Psychology hit the 100th percentile on a deterioration in our Technical 
Indicators category – a category made up mostly of breadth indicators. 
The shorter-term indicators in this basket have started throwing up 
yellow lights over the last couple of weeks as both the number of 
declining stocks and stocks making new lows have been increasing. 
 
In our attempt to give valuations the benefit of the doubt, we ran a linear 
regression on the average valuation of all the components in our 
valuation model against 10yr total returns for the S&P 500, only we 
confined the regression period to only dates after 1995. If there is a new 
era valuation regime, it started in 1995. The fit is tighter than OJ’s gloves, 
and it still says stocks are as unattractive as they were in 2000.  
 
Valuations drive drawdown risk and returns. That output is what you 
need to compare to interest rates to know where your money is being 
treated the best. We know. We know. Timing and valuations aren’t the 
best of friends, but stocks are an asset class where you are expected to 
be investing with a horizon of at least 10-15 years, and the single best 
metric for gauging that horizon for stocks, bar none, is urging you to hold 
a little back for a better price. 
 
We have learned from experience that it’s more powerful than whatever 
narrative is currently throwing a euphoric party and making the neurons 
breakdance between our ears. Whether it’s “the re-opening” or a belief 
that the Fed has your back, you can be overconfident in beliefs, that are 
true, and lose money if the price that you pay for your thesis is too high. Overconfidence is pervasive, and there 
is a lot of room for sentiment to come in. 
 
 
 

Psychology - P6

Monetary - M6

Valuation - Extremely Overvalued

Trend

Largest Psychology Influences

Levered Investments Negative

Option Activity Negative

Fund Flow s Negative

Technical Indicators Negative

Largest Monetary Influences

Inflation Negative

Velocity Negative

Interest Rates Negative

Valuation

7-10 Year Rtn Forecast 0.2%

10Yr Treas Yield (on 03/23) 1.6%

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

Rec Allocation 25% Underweight

96.6%
Category Percentiles

US Equities                                Bullish Investment

Intl Equities                                Bullish Investment

REITs                                                 Bullish Trade

Broad Commodities                           Bullish Trade

100.0%

1.2%

99.7%

91.4%
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Charts of the Week 
 
New Era Valuations 
A simple concept in play here. Take the log values of the average of our favorite seven valuation 
metrics. Regress it against 10Yr Total Returns in the S&P 500 over the ensuing 10 years - but using only 
the highest US valuation period after 1995. It’s a tight fit, and the forecast still looks like early 2000.  

 
 
Value Line’s Median Appreciation Potential fell back to the 25 percent level. 
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Short-Term Sentiment has rolled over but is still extended. 

 
 
Psychology Composite 
With our psychology composite hitting 100 this week, here’s a look at all the readings above the 95th 
percentile since 1970.  
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Individual investor bullishness hit the highest level since early 2018. 

 
 
Bullish AAII Sentiment tends to be followed by weaker short-term returns. 

 
Source: Jeroen Blokland 

 
 
 
 
 
 



CYPRESS CAPITAL MARKET OUTLOOK MARCH 26, 2021 – PAGE 5 OF 11  

 

The shorts are in hiding. Median short interest matches the dot-com era record. 

 
 
Cool chart. ARKK looks a lot like a leveraged bet on QQQs. 

 
Source: Mark Hulbert 
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Tech as a percent of Global Market Cap is above the dot-com era. 

 
 
Bidding up unprofitable companies 
Both the quantity and bid on unprofitable companies is a historical rhyme with the peak in euphoria in the late 
90s. 
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New Record in equity fund flows as “stimmy” is finding its way into the markets. 

 

 
Retail trading activity is still setting records. 

 
Source: ZeroHedge 
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But, retail appetite for call options is starting to wane. 

 
 
Home prices may have more room to run – record tight inventory at the current pace of sales. 
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Grayscale Bitcoin Trust is selling at a record discount relative to net asset value. 

 
 

Bitcoin surpasses one percent of global financial market share. 
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US Dollar speculators switch from record short back to long. 
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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. A portfolio built upon Cypress 

Capital’s metrics that measure dividend quality and safety. The portfolio is divided 75/25 into payers and 

growers. Payers are stocks having above-average yields with 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 of 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 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. The 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

