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Liquidity versus Inflation 
The Market Risk Index improved for the third week in a row as monetary 
conditions continue to improve. Key interest rates are declining, and our 
bond liquidity indicator turned positive this week for the first time in 
several months. In addition, 10Yr TIPs yields fell to new lows, and assets 
in the Fed’s reverse repo facility surpassed $1 trillion for the first time. 
 
The monetary composite score is 60.2%, which is the riskier side of 
neutral. It’s not a liquidity or velocity issue holding back the monetary 
composite. Instead, it’s the strain of historic inflation pressure combined 
with a limited runway for a credit cycle that is keeping liquidity from 
creating a fully bullish posture for markets, at least when it comes to our 
take on monetary conditions. 
 
Is inflation a result of transitory supply constraints, or have crazy levels of 
fiscal and monetary stimulus finally illuminated the slow to combust 
effects of a decade-long repudiation of free trade and globalization after 
the Great Financial Crisis? Mix in the trend of protectionism and tariffs 
with a whole lot of government spending and money printing, and the 
inflation surprises that we are seeing shouldn’t be dismissed so easily by 
investors who have grown so accustomed to China exporting deflation to 
the rest of the world. 
 
The MRI improvement had no help from investor psychology or 
valuations. On the psychology front, enthusiasm in options markets is 
beginning to wane but still favors speculation. Similarly, weakness in 
small and mid-cap stocks has caused corporate insiders to stop selling 
their shares, but they also aren’t heavy buyers yet. The NASDAQ High 
Low Logic Index, a favorite of ours for measuring market breadth and 
internals, has gone back up to register another minor sell signal for the 
second time this year. Those signals have tended to cluster and reached 
more extreme levels before they have become meaningful, timely risk 
warnings in the QE era. Overall, psychology showed little movement, 
with a score in the 98th percentile of readings since 1970. 
 
Valuations stayed put in the 100th percentile, and our forecasted return 
expectations for stocks dropped on the market rally. Over recent months, 
too much of a good thing, liquidity in this case, has pushed the real 
expected returns on more than just Treasuries into negative territory. 
Prices on stocks, corporate bonds, and even junk bonds have left no room for higher inflation expectations.  
 
 
 
 

Psychology - P6

Monetary - M4

Valuation - Extremely Overvalued

Trend

Largest  Psychology Influences

Levered Investments Negative

Fund Flows Negative

Consumer Confidence Negative

Option Activity Negative

Largest  Monetary Influences

Inflation Negative

Velocity Posit ive

Exchange Rates Posit ive

Valuat ion

7-10 Year Rtn Forecast -0.7%

10Yr Treas Yield (on 07/27) 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

87.4%
Category Percent iles

US Equit ies                            Bullish Investment

Intl Equit ies                           Bullish Investment

REITs                                      Bullish Investment

Broad Commodities             Bullish Investment

98.2%

0.2%

100.0%

60.2%
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Charts of the Week 
 

Bond Market Liquidity edged back into easing territory. 

 
 

Short Term Sentiment continues to improve. 
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NASDAQ High Low Logic Index triggered another minor sell signal. 
Another clear indication of a more fragmented stock market rally since the spring. 

 
 
Richmond Fed Manufacturing Prices 
The survey suggests more CPI inflation to come. The spread between the prices received and paid still hovers in 
record territory. 

 
Source: YCharts, Richmond Fed 
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This has been the best environment ever for aggressive stock market dip buyers. 

 
 
Retail investors have noticed – consistently buying every dip since the onset of Covid. 
They set a new record in dip buying during the July one-day selloff. 
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The globalization trend has stagnated since the Great Financial Crisis. 

 
 

Also, since GFC, advanced economies are hoarding gold while emerging economies increase positions. 

 
Source: Michael Arouet 
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Shiller Home Price growth set a new record. 

 
 

US Home Price to Rent ratio sets another record. 
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Sales prices of existing homes have surpassed new homes for the first time since the housing bubble peak. 

 
 
Same pattern, different asset. The avg price of a 1yr old car has been bid up to match the price of a new car. 
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Travel spending is back to pre-crisis levels. 

 
 
While working at the office is still less than half of the Pre-Pandemic level. 
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Total real yields on stocks negative for the first time since 1946. 

 
 
Stocks are selling at twice the value of economic output for the first time. 
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Fed Repo Facility usage surpassed $1 Trillion. 

 

 
Real yields on Treasuries sink to a new low. 
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US Debt per capita hit $82,000. 

 
 
US Debt burden in 10yrs, if the CBO projection is as wrong as it was 10 years ago. 

 
Source: Marathon Resource Advisors 
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Defaults in China have already surpassed the full total for last year. 

 
 
Tesla accounts for nearly 80% of the S&P Automobile index. 
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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

