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Inflation is ticking consumers off... 
Market Risk Index was essentially unchanged, dropping by one-tenth of a 
percent for the week. Both the psychology and valuation composites 
registered identical readings compared to the prior week, while monetary 
conditions moved just enough to be able to say that they improved. 
 
Within Psychology, the volatility category displaced Technical indicators in 
the top four market psychology influencers. Generally, low volatility tends 
to be good for stock market returns, while super-high volatility tends to be 
very good for stock market returns, signaling a likely market reversal. But, 
in between the two lies no man’s land, where we are now. 
 
The Technicals category improved some on oversold readings from the 
McClellan Oscillator and our NYSE Overbought/oversold indicator. But, the 
NASDAQ High Low Logic index ticked up even higher, edging closer to a 
significant sell signal. We also saw both Hindenburg Omens and Titanic 
Syndrome trigger in tandem this week, not as ominous as they sound, but 
still objective indications of a market that is losing its mojo. 
 
In a big surprise, the University of Michigan Consumer Sentiment survey 
showed consumer sentiment has fallen below the lows seen even at the 
most uncertain point of the pandemic. Undoubtedly, the Covid resurgence 
is having an impact. However, survey responses also show that consumers 
loathe the inflation they have been seeing and believe it’s a bad time to 
make large purchases.  
 
They break survey responses out by political affiliation, so we know that 
there’s a political driver to current sentiment as well. In our hyped-up 
cable news and social-media-driven political cycles, party affiliation 
impacts consumer sentiment and confidence for Dems and Republicans 
more than it should. We saw this more extreme behavior in the Obama era 
and the Trump era. We have learned over a long time that letting political 
opinion influence stock market opinion is a bad idea. Politicians get more 
credit and blame than they deserve. Market cycles, and their drivers, are 
larger than bully pulpits. We pay more attention to the former. 
 
The Consumer Confidence Index isn’t released for a couple more weeks, 
and we favor that one for judging the risk of a stock market drawdown. If it holds remotely steady, the spread 
between CCI and UofM’s sentiment survey will break the previous record back in 1968. A wide spread between 
the two surveys isn’t a bullish signal in the intermediate-term. Instead, it’s a classic symptom of an over-
enthusiastic and over-heated environment. 
 
 
 

Psychology - P6

Monetary - M4

Valuation - Extremely Overvalued

Trend

Largest  Psychology Influences

Levered Investments Negative

Surveys Negative

Consumer Confidence Negative

Volatility Negative

Largest  Monetary Influences

Inflation Negative

Velocity Posit ive

Exchange Rates Posit ive

Valuat ion

7-10 Year Rtn Forecast -0.2%

10Yr Treas Yield (on 08/19) 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

82.4%
Category Percent iles

US Equit ies                            Bullish Investment

Intl Equit ies                           Bullish Investment

REITs                                      Bullish Investment

Broad Commodities             Bullish Investment

98.2%

0.0%

100.0%

50.9%
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Charts of the Week 
 
Short-Term Investor Sentiment Composite is out of enthusiasm territory. 
Short-term sentiment peaked in February, right as the SPAC issuance craze reached its pinnacle. It’s been a 
steady series of lower highs and lower lows since. 

 
 

NASDAQ High Low Logic Index 
Without a break in the current bifurcated stock market environment, we’ll soon see a major sell signal on this 
important measure of market breadth. 
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Hindenburg Omens & Titanic Syndromes 
The first tandem sell signals from these two data-mined warnings since right before February 2020. 

 
 
UofM’s Consumer Sentiment Index 
Sentiment dropped sharply, unusual for a market at new highs and an economy not in recession. 
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Consumer Confidence minus Consumer Sentiment 
The sharp drop in the Michigan survey could lead to an all-time record spread between the two popular surveys 
when the Consumer Confidence Index gets released at month’s end.  

 
 
Consumers think it’s a bad time to make large purchases. 
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Consumer Expectations of Republicans drop to the worst in 40 years. 

 
Source: Bloomberg 

 
Economic expectations are softening, but equity allocations are not. 
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Record Equity Issuance is a classic sign of stock market euphoria. 

 
Source: GMO 

 
What do you do when you keep missing out on buying the dip? Buy smaller dips. 
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Companies are consumed with labor shortages. 

 
Source: Bloomberg 
 

...And are contemplating higher wages 

 
Source: Bloomberg 
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Bottlenecks at ports are climbing back toward the Feb 2021 highs. 

 
 
Are oil inventories implying higher prices? 

 
Source: Goehring & RozenCwajg 
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Alligator jaws are forming between stock market and junk bond performance. 

 

 
This has the be the sharpest and quickest recovery in the US labor market ever.  
More evidence that we we are experiencing a continuation of the previous cycle, more than a new one. 
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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

