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Inflation is becoming more of a headwind. 
 

Market Risk Index ticked up to 95.3%. The Monetary composite risk 
score moved a little higher but was offset by a slight improvement to 
the Valuation composite.  
 
The Inflation category has become one of the largest detractors from 
the Monetary composite, as the January release of the Producer Price 
Index confirmed the warnings coming from the ISM Price Index and CRB 
Raw Industrials index. Anecdotal headlines are reinforcing the message 
as well. Lumber futures broke through 1000 for the first time, and the 
bond market is softening. Prices are running hot – unusually hot for a 
bull market that hasn’t reached its one-year birthday. We’ve thrown out 
record stimulus and stimulated demand in an economy that isn’t 
running at full capacity, and we’re not done. 
 
In the psychology composite, one positive was that the overbought 
condition that we highlighted last week is reversing. Outside of this, it is 
more about watching for new records in euphoria from week to week at 
this point. Both Levered ETF sentiment and the Rydex ratio set new 
records as investors continue to press their bets further. There was 
another new record in small trader call option buying. The pace of 
selling by corporate insiders is closing in on a record. Our NASDAQ to 
NYSE Volume indicator almost made another new record. All are classic 
signs of too much risk-taking. It can go on longer than one would expect 
and also end with no warning.  
 
Investor psychology, valuations, and inflation indicators have grown 
consistent with a market that is approaching a puke point, one that 
shakes out weak hands – paper hands as the kids like to call them.  
 
 
 
 
 
 
 
 
 
 
 
 
 
 

Psychology - P6

Monetary - M5

Valuation - Extremely Overvalued

Trend

Largest Psychology Influences

Levered Investments Negative

Option Activity Negative

Surveys Negative

Flow  of Funds Negative

Largest Monetary Influences

Velocity Negative

Monetary Aggregates Negative

Inflation Negative

Valuation

7-10 Year Rtn Forecast 0.5%

10Yr Treas Yield (on 02/18) 1.3%

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

95.3%
Category Percentiles

US Equities                                Bullish Investment

Intl Equities                                        Bullish Trade

REITs                                                 Bullish Trade

Broad Commodities                           Bullish Trade

99.9%

0.5%

99.3%

83.3%
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Charts of the Week 
 
The market softened after hitting overbought levels. 

 
 
Net Assets in Levered ETFs set a new speculative record. 
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Corporate insider selling is closing in on a record. 

 
 
Rydex Ratio set another record. Speculation has been persistent and increasing since the Fall. 
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The bond market’s inflation expectations hit a 10 year high. 

 
 
Producer Prices surprised to the upside. The 6mo rate of change is the highest since 2011. 
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NASDAQ to NYSE Volume Sentiment is approaching a new all-time high. 

 
 
New highs in Junk Bond Issuance 

 
Source: WSJ 



CYPRESS CAPITAL MARKET OUTLOOK FEBRUARY 19, 2021 – PAGE 6 OF 12  

 

A record number of investors are taking “Higher Than Normal” Risks. 

 
Source: BofA 

 
Another speculative record in Small Trader Call Option Buying 
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Total Call Option Volume has gone vertical. 

 
Source: Holger Zschaepitz 

 
SentimenTraders’s Euphoria to Panic makes another record high. 
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High Short Interest stocks tend to underperform – we’re witnessing a record short squeeze. 

 
Source: Bloomberg 

 
The most speculative stocks with the highest call volumes have been out-performing. 

 
Source: Bloomberg 
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Flows into Risky vs Safe Assets hit a new high. 

 
Source: Goldman Sachs, Isabelnet 
 

Investment pros think gold is undervalued again. 

 
Source: BofA 
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Citigroup's Panic Euphoria model continues to set new records in Euphoria. 

 
Source: Citigroup, Jeroen Blokland 

 
But, few investors think we’re in a bubble. 

 
Source: BofA, Jeroen Blokland 
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Building Permits hit the highest levels since the early 80s. 

 
Source: Bespoke 
 

Lumber futures break above $1,000 for the first time. 
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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

