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Short-Term Sentiment sets a new record. 
 

Market Risk Index backed off but remains above the 95th percentile for 
the second week in a row. Monetary conditions eased on a small 
rebound in the interest rates category. 
 
Should the yield curve continue to steepen, it could finally begin to 
drive that Monetary composite risk score back down, but it will be 
going head to head with the inflation category, which is heating up 
faster than anytime we can remember. If those inflation indicators are 
running too hot with a yield curve that cannot manage to achieve the 
traditional, early cycle steep slope, it would send a stagflationary 
economic message more than a reflationary one. It’s still too early to 
tell. 
 
Meanwhile, we’re seeing absolutely no signs of these historic levels of 
bullish investor sentiment backing off. A few of our favorite breadth 
indicators managed to achieve overbought readings for the first time 
since November, which could provide a catalyst. 
 
Another wave of insider selling occurred this week, and insiders are 
playing a game of tit for tat with options speculators. Speculators 
break a record in call option purchases, and corporate insiders ramp 
up the selling beyond their previous peak. The pattern has held since 
last August. 
 
Our short-term sentiment composite set a new all-time high this week. 
It’s a composite made up only of short-term measures of investor 
psychology that dates back to the late 90s. So, that de-grossing that 
any hedge funds did during the GameStop short squeeze has been 
quickly replaced by another round of FOMO. 
 
It’s difficult to see this bull market ending in the near-term. Breadth 
has been really good. Another round of stimulus is in the works while 
leading economic indicators suggest the economy is already 
recovering. Earnings growth should be solid for several quarters, and 
animal spirits have shown no signs of wavering. 
 
But, this is the nature of overvalued markets full of investor fervor – 
they are environments where the circumstances that favor investing 
aggressively feel most certain. The money comes easy, and you feel 
really smart. Only hindsight makes it obvious that you should have 
held a little something back. 
 

Psychology - P6

Monetary - M5

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

Lending and Leverage Negative

Valuation

7-10 Year Rtn Forecast -0.2%

10Yr Treas Yield (on 02/10) 1.2%

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

95.2%
Category Percentiles

US Equities                                Bullish Investment

Intl Equities                                        Bullish Trade

REITs                                                 Bullish Trade

Broad Commodities                           Bullish Trade

99.9%

0.3%

100.0%

82.1%
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Charts of the Week 
 
Cypress Short-Term Sentiment Composite registers all-time high reading. 

 
 

Cypress Psychology Composite 
The super high readings are clustering, similar to the pattern we saw in the late 90s & the mid-70s. 
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Equity markets registered overbought readings for the first time since November. 

 
 
Corporate Insider selling has been almost the mirror image of the pattern of options speculators. 
As call options volume surges to higher highs, so does insider-selling. 
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AAII Allocation Survey shows individual investor equity allocations have bounced back strongly. 

 
 

Trends in volume show the signature of speculation. 
Volume in SPY is dropping, while options and penny stock volume are shooting higher. 

 
Source: Bloomberg, SentimenTrader 
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In the long run, lower interest rates have not meant higher PE ratios. 

 
 
The stock market rally has been more about small caps than value. 

 
Source: BofA, Isabelnet 
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Housing Inflation Deja-Vu – CPI is running much hotter if you use home prices. 
CPI uses an imputed value for home price inflation, based upon rents. It understated inflation back in the mid-
2000s when the housing market was running hot. 

 
Source: Michael Lebowitz 

 
Rental prices are surging, but it’s not showing up in effective rents because of moratoriums on evictions. 

 
Source: Michael Ashton 
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Labor cost inflation is the highest since the early 1980s. 

 
Source: Bloomberg 

 
Largest Peacetime Fiscal Expansion ever 

 
Source: Bloomberg 
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Small-Cap Valuations (Enterprise Value to Sales) break out to new all-time highs. 

 
Source: QF Research 

 
Tesla’s market cap surpassed the entire Oil sector. 
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Risk Aversion falls back to February 2020, pre-Covid lows. 

 
 
Goldman’s Risk Appetite Indicator is near record highs. 

 
Source: Goldman Sachs, David Scutt 
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Junk Bond yields fall below 4% for the first time. 

 
 
The duration of the Bloomberg Bond index is at a record high, which will sting if rates move higher. 

 
Source: DailyShot 
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Equity allocations of BofA’s private clients are back near the peak. 

 
 
Retail Investors have been persistent purchasers of equities for nearly a year straight. 
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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

