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Are inflation pressures building? 
 

Psychology, Monetary and Valuation composites all deteriorated this 
week, driving MRI higher to 87.6%. 

Looking solely at the large cap components of our valuation 
composite, our bottom up return forecast for stocks fell into 
negative territory at month’s end – the first negative return 
expectation since late 2000. Return expectations for small and mid-
cap stocks are still positive but have been sliding nearly every week 
since the announcement of the vaccine. 

The psychology risk score climbed higher to 99.9% on the surge in 
margin debt growth to speculative levels, joining a long list of 
indicators signaling market euphoria, as well as a softening of a 
couple of breadth and technical indicators. However, breadth 
remains solid, and the recent buy signal from our favorite High Low 
Logic index has a long track record of success. It’s a distinction from 
the dot-com era. Breadth and trend indicators have worked well 
enough in this euphoric environment that it has us thinking about a 
re-weighting in the composite, which is likely a case of our own 
FOMO. Breadth aside, all of the items in our psychology composite 
that could serve as a bubble check list are being checked off. 

Euphoric markets like this need to continue to build enthusiasm and 
entice new speculators and more leverage to keep from flaming out. 
Breadth is good enough that it doesn’t seem as likely that this bull 
will end in the near term, but with investor psychology so extreme, 
there will likely be a chance to reload. Inflation concerns could be 
the catalyst. 

The inflation category was the reason behind the deterioration of 
our Monetary composite, on an acceleration in the rate of change in 
the CRB Raw Industrials index. Also, the ISM Price index has climbed 
to 77.6 after bottoming at 33.3 in April. Historically for the ISM Price 
Index, it has taken an average of 45 months to cross above 75 after a 
major trough below 45. This trip took only 8 months – the quickest 
trough to peak turnaround for the ISM Price Index since 1975. 
Inflation pressures are building faster than normal. 

 

 
 
 

Psychology - P6

Monetary - M4

Valuation - Extremely Overvalued

Trend

Largest Psychology Influences

Levered Investments Negative

Surveys Negative

Option Activity Negative

Fund Flow s Negative

Largest Monetary Influences

Velocity Negative

Interest Rates Positive

Monetary Aggregates Negative

Valuation

7-10 Year Rtn Forecast 0.5%

10Yr Treas Yield (on 01/07) 1.0%

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

87.6%
Category Percentiles

US Equities                                Bullish Investment

Intl Equities                                        Bullish Trade

REITs                                                  Bullish Trade

Broad Commodities                           Bullish Trade

99.9%

0.1%

99.7%

62.5%
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Quote of the week - The long, long bull market since 2009 has finally matured into a fully-fledged epic bubble. Featuring 
extreme overvaluation, explosive price increases, frenzied issuance, and hysterically speculative investor behavior, I believe 
this event will be recorded as one of the great bubbles of financial history, right along with the South Sea bubble, 1929, and 
2000. – Jeremy Grantham, really rich, legendary bubble caller 
 

Charts of the Week 
 

ISM Price Index climbs above 75, the quickest trough to peak turnaround since 1975. 

 
 
Valuation – Our equity return forecast for US large cap stocks has gone negative for the first time since 2000. 
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Hulbert’s Market Timer Sentiment index is the most euphoric since 2000. 

 
Source: Mark Hulbert 

 
Hulbert Stock Newsletter Sentiment Index readings in the top 10% have preceded short term weakness. 

 
Source: Mark Hulbert 
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Citigroup’s Panic/Euphoria Model broke the y-axis. 

 
Source: Citigroup, Jesse Felder 

 
Gamma Exposure is throwing up a red flag. 

 
Source: SentimenTrader 
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MSCI EAFE Price to Sales is approaching an all-time high 

 
Source: Bloomberg 

 
Tesla – Over 6 cents of every dollar traded last year was in Tesla shares. 

 
Source: ZeroHedge 
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Home price acceleration has the housing bubble peak in its sights. 

 
 
Bitcoin to Gold Ratio breaks old record. 

 
Source: Bespoke 
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Bitcoin close to surpassing DJIA 10 year performance. 

 
Source: Bespoke 

 
Fractal Dimension of Bitcoin (a measure of volatility) hitting levels that preceded previous turning points. 

 
Source: BCA, David Scutt 
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Grayscale’s Bitcoin Trust now controls more than 3% of the supply of Bitcoin.

 
Source: Bloomberg 

 
Bitcoin performance surpasses performance of other major bubbles. 

 
Source: BofA 
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Speculative short positions in the US dollar are hitting an extreme. 

 
Source: DailyShot 

 
On a relative basis, Value still looks very attractive. 

 
Source: BofA, Isabelnet 

 



CYPRESS CAPITAL MARKET OUTLOOK JANUARY 8, 2021 – PAGE 10 OF 12  

 

We’ve become a nation of traders, and another round of stimulus checks are in the mail. 

 
Source: Arbor Research, Liz Ann Sonders 

 
Equity Issuance breaks the dot-com era record. 

 
Source: Bespoke 
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Hours of work required to buy the S&P 500 shatters old records. 

 
Source: Holger Zschaepitz 
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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

