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Expectations, Omens, Syndromes, and Inflation 
 

Market Risk Index decreased for the first time in several months, as 

monetary conditions improved. However, the inflation category is still 

hurting the monetary composite, and the ISM release for March didn’t 

alleviate those concerns. ISM Price index is firmly above 75, and S&P 

price returns since 1948 have averaged a -4.2% return when readings are 

above 75.  

Within the psychology composite, we’ve seen a noticeable break in the 

VIX below 20, and any move by VIX back to the pre-pandemic 2020 lows 

will drive equity indices higher in the short term. Enthusiasm in options 

markets is backing off, but the AAII Allocation survey for March showed 

that stock allocations have climbed to the highest levels since early 2020, 

hitting a level that marks a red line for investor sentiment. Both canceled 

each other out. 

Meanwhile, there has been a noticeable struggle going on under the 

surface for several weeks that has tarnished the reputation of this bull 

market. The tug of war between growth stocks and the more value-

oriented re-opening stocks is showing up in breadth readings. The 

NASDAQ High Low Logic Index triggered what we would call a minor sell 

signal at the end of last week. We’ve also seen both Hindenburg Omens 

and Titanic Syndromes trigger within the last month – the first such 

occurrences for both since February 2020. Those aren’t as imminently 

ominous as they sound, and the signals have tended to cluster over 

recent years. We track them because they are good indications when 

recent highs in indices are not as uniform and healthy as they might 

appear. 

Consumer Confidence saw another swell in Expectations in March. It’s 

the first recession since the Conference Board has been collecting survey 

data that expectations never truly dropped during a recession. It might 

be the first recession where policymakers knew upfront that they needed 

to throw the kitchen sink at it and the first recession where the public 

knew clearly what would mark the end of the contraction. Expectations for business conditions and jobs were 

hitting record highs within a few months of the start of the pandemic. No one is uncertain about recovery – it’s 

happening – it’s obvious. 

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

Interest Rates Negative

Monetary Aggregates Negative

Valuation

7-10 Year Rtn Forecast -0.4%

10Yr Treas Yield (on 03/30) 1.7%

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

96.4%
Category Percentiles

US Equities                                Bullish Investment

Intl Equities                                Bullish Investment

REITs                                                 Bullish Trade

Broad Commodities                           Bullish Trade

99.9%

0.3%

100.0%

90.5%
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Purely from a Consumer Confidence standpoint, this environment looks most like the recession of 1970 – even 

the market decline was similar. Confidence wasn’t battered, but neither were inflation expectations. The cycle 

coming out of 1970 ran short and hot, so it’s an analog to keep in mind. From our perspective, with the rebound 

that we have seen in animal spirits, the bear market that lasted a month looks more like the sharpest stock 

market correction on record. Everything started right where it left off. 

Central bankers might stoke animal spirits, but ongoing liquidity is often supplied by the enthusiasm of market 

participants. Investors find themselves flush with cash from the printing press and bid up financial assets. Higher 

asset prices encourage more speculation, more leverage, and more enthusiasm in a feedback loop. Events like 

the Archegos family office blowup can often test that enthusiasm and see markets grow illiquid quickly. Markets 

passed the Archegos test this week, and it even appears to be passing some fading of the retail's enthusiasm 

without event. It could be the certainty of recovery and/or stimulus. It also could be that we aren't seeing 

enthusiasm hinging on one asset or idea, like Tech stocks or crypto. Instead, we have multiple assets all breaking 

to new highs relative to underlying fundamentals that traditionally keep things grounded, for home prices, for 

used car prices, prices for everything except bonds and gold (both of which had the worst quarter in a long 

time). For now, it's doing the job of keeping sentiment firmly entrenched in enthusiasm territory for longer than 

we've seen in 20 years.  

Charts of the Week 
 
Running hot - ISM Price Index 
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AAII Allocation Survey stock allocation shows investors embracing the bull market. 

 

NASDAQ High Low Logic Index triggers a minor sell signal. 

The list of stocks making new lows and new highs has been expanding rapidly, showing a lack of uniformity to 

the market’s advance of the last six weeks. 
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Consumer Expectations shot higher in March. 

 
 

Consumer Expectations for business conditions never turned down in 2020 and are still near record highs. 
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Value stocks made up four years of ground in one quarter. 

 
 

Home Prices to Household Earnings is as wide as it was during the housing bubble. 
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Job Postings have climbed above pre-pandemic levels. 

 
 

Record equity fund inflows in 2021 
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Risk Appetite is still at all-time highs. 

 
 

Food prices are ramping in a way that makes third-world dictators nervous. 
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Flows into Bitcoin funds are slowing. 

 
 

US Dollar’s share of Global Reserves falls to a 25-year low. 
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30Yr Treasuries had their worst quarter in at least 45 years. 

 
 

Private Equity firms are fighting over Tech stocks. 
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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

