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Fastest Producer Price Inflation since 1974 
 

In a continuation of our Market Risk Index's recent ebb and flow pattern, 
the risk score bounced back close to where it was two weeks ago, erasing 
the improvement from last week. 
 
Last week’s title of our Market Outlook about front-running the Fed was 
as lucky as it was prescient with the market putting in one of its worst 
weekly performances in 2021, and the Fed got all the blame as the 
consensus moved up its estimates of the first rate hikes. The move higher 
in the 2Yr Treasury yield was enough to flash a warning sign in our 2Yr 
Momentum indicator, which was one reason for the increase in the MRI 
score this week. 
 
The Producer Price Index, one of the more heavily weighted metrics 
within the inflation category of our monetary composite, showed no 
signs of cooling off yet, with 19% year-over-year growth in May – the 
fastest rate of PPI inflation since 1974. PPI inflation above 10% is 
associated with stock market returns of -8.9% annualized, explaining how 
the inflation basket has become such a big detractor in the Monetary 
composite in the face of a wall of liquidity and easy money. The Fed will 
have to engage in a high wire act to keep their experiment in 
bubblenomics moving forward. They will need to keep inflation 
expectations from becoming unmoored without breaking animal spirits 
and deflating super high multiples on multiple classes of financial assets. 
 
None of the Fed-triggered market turbulence managed to register any 
investor angst, even among our shorter-term gauges of investor 
sentiment. The Rydex Ratio registered a new all-time high this week, and 
our de-trended version of the indicator hit extremes as well. The Surveys 
category went back to being one of the most prominent negative 
influences on the psychology composite, as bullishness in both the 
Market Vane survey and NAAIM’s week allocation survey showed more 
enthusiasm among investment professionals. 
 
We’re comfortable holding some additional cash until we see a more 
substantial break in investor euphoria, inflation pressures, or both. Of 
course, a correction will do nothing to create a constructive environment 
for valuations with a large margin of safety, but it would alleviate some 
extreme froth from this market. 
 
 
 
 

Psychology - P6

Monetary - M4

Valuation - Extremely Overvalued

Trend

Largest  Psychology Influences

Levered Investments Negative

Option Activity Negative

Surveys Negative

Fund Flows Negative

Largest  Monetary Influences

Inflation Negative

Interest Rates Negative

Velocity Posit ive

Valuat ion

7-10 Year Rtn Forecast -0.3%

10Yr Treas Yield (on 06/15) 1.5%

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

87.5%
Category Percent iles

US Equit ies                            Bullish Investment

Intl Equit ies                           Bullish Investment

REITs                                      Bullish Investment

Broad Commodities             Bullish Investment

98.7%

0.1%

100.0%

59.7%
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Charts of the Week 
 
Less than half of the S&P 500 stocks are trading above their 50dmas for the first time since February. 

 
 
The ratio of forward earnings estimates to peak trailing earnings has climbed to a record high. 
We have used 1.3x as a warning for periods when equities are vulnerable to negative earnings surprises. 
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The Cyclically Adjusted PE Ratio is just a small rally away from breaking the year 2000 record. 

 
 
A recipe for inflation – so much stimulus that retail sales spike to new highs before people are working. 
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Pervasive Euphoria - Not a single measure of investor sentiment registered pessimism this week. 

 
 
Reversion to complacency - volatility is back to 2020 levels. 
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Retail traders are still dominating options markets. 

 
 
Retail Investors' share of equities trading volume has reached new heights as well. 

 
Source: WSJ 
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Government stimulus created a new breed of speculative retail option traders. 

 
 
A Century of evidence says that investing in stocks when inflation is above 4% is a money loser. 

 
Source: SentimentTrader.com  
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Household Net Worth is well above trend – similar to 2007. 

 
 
Households are holding a record amount in equities – implying lower forward returns. 
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Real yields on Junk Bonds have gone negative. 

 
Source: @Not_Jim_Cramer 

 
Real yields on REITs have also gone negative. 
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Nominal yields on Greek bonds went negative for the first time... 
...leaving only Italy with positive yielding bonds in Europe. 

 
 
The Fed has bought more bonds than the Treasury has issued for most of 2021. 
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Investor debt allocations are falling as central bank intervention crowds out individual investors. 

 
 
LBO Leverage hits a record high. 

 
Source: ZeroHedge 
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Fastest 3-month change in core inflation since 1982. 

 
 
The cost of shipping containers continues to rise. 
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Delivery times are the longest since 1951. 

 
 
Credit growth in China is still softening. 
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Housing Un-affordability surpasses the Housing Bubble era. 

 
 
Natl Housing Survey shows a record number of people think this is a better time to sell a home than to buy. 

 
Source: Fannie Mae 
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The Crypto-era has created a boom in ransomware. 

 
Source: WSJ 
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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

