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An Easy Money, Expensive Stock Market 
Another improvement to the Monetary composite brought Market Risk Index 
down to 75.5%, just above the level that loosely demarcates stock market 
environments vulnerable to significant drawdowns. The message coming from 
MRI is best described as highlighting an easy money, expensive stock market. 
 
Although the monetary composite improved to the easy side of neutral, there 
was little movement to highlight with individual indicators. Falling interest rates 
and accelerating velocity are locked into a battle with dangerously high inflation 
readings, and a neutral yield curve hasn’t placed bets on either side. CPI came in 
a bit softer than expected, but consumer expectations for inflation hit new 
highs. It’s a unique mix of individual readings within the monetary basket. The 
reason is that central bankers ordinarily would have already cut back on extra 
stimulus well before seeing this much inflation pressure. 
 
The biggest shift in the psychology composite was in the Surveys category, which 
has gone from negative to neutral within the last few weeks. However, this was 
primarily offset by a deterioration in the Fund Flows category, which now signals 
excess enthusiasm, leaving the Psychology composite stuck in that 98th 
percentile.  
 
One of the reasons for the improvement in the Surveys category is the AAII 
Sentiment Survey, which indicated a bearish shift this week with bears 
outnumbering bulls by more than 15%, the most net bearishness in that survey 
since last October. It’s unusual, but not unheard of, for an extreme reading like 
this to come with the market less than 3% off its highs. It’s not yet confirmed by 
other categories. Speculation in options markets and in leveraged products, for 
example, is running hot. 
 
The valuation composite is still in the 99th percentile, but valuations managed to 
reach another first. With valuations continuing to stretch and bring down return 
expectations, combined with a falling 10 Yr. Treasury yield, our 10yr forecast for 
the traditional 60/40 portfolio has fallen into negative territory for the first time ever. Mr. Market doesn’t seem 
to care. 
 
We often repeat how poor the timing can be when relying on valuations, but we depend on them for their 
absolute objectivity as investors. They are the critical component for gauging the magnitude of market 
drawdown potential in any given environment. With any popular narrative, like Inflation is transitory or There is 
no alternative, valuations objectively measure how much you stand to lose if your thesis is wrong. This is the 
heart of investing with a margin of safety and avoiding permanent loss of capital. 
 
 
 
 
 

Psychology - P6

Monetary - M3

Valuation - Extremely Overvalued

Trend

Largest  Psychology Influences

Levered Investments Negative

Option Activity Negative

Consumer Confidence Negative

Techincal Indicators Negative

Largest  Monetary Influences

Inflation Negative

Velocity Posit ive

Interest Rates Posit ive

Valuat ion

7-10 Year Rtn Forecast -0.2%

10Yr Treas Yield (on 09/14) 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

75.5%
Category Percent iles

US Equit ies                            Bullish Investment

Intl Equit ies                           Bullish Investment

REITs                                      Bullish Investment

Broad Commodities             Bullish Investment

98.5%

0.6%

99.9%

40.2%
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Charts of the Week 
 

Short-Term Sentiment Composite 
Moves into enthusiasm are becoming shorter-lived, but the short-term sentiment remains net bullish overall. 

 
 
AAII Survey – Net Bullish Sentiment drops below -15%. Individual investors grew more nervous this week. 
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10 Yr Return Forecast for a Traditional 60/40 portfolio fell into negative return territory. 

 
 
The real price of food climbed to the highest level since 1974. 
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Volume in single stock options is now 1.4 times the underlying stock trading volume, another record. 
In 2021, the sole purpose of stocks seems to be the facilitation of speculation in options markets. 

 
 
Fund Managers don’t seem to be concerned about the prospects of higher inflation. 
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But consumers are. Consumer expectations for inflation over the next 1 and 3 years climbed to new highs. 

 
 
Small businesses are raising prices. 
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Treasury yields have only fallen this far below core CPI inflation a couple of times. 

 
 
The ratio of new Home Prices to Household Income set a new record. 
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The inflation spike has started to negate recent household wage gains. 

 
 
The budget deficit will likely break the previous WWII record. 
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Previous debt ceiling showdowns helped gold and hurt stocks and bonds. 

 
 
Buyback authorizations set a new record. 
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Record drop in real income earned from German savings deposits. 
Global central bank stimulus has grown into a record tax on savings. 

 
 
Stocks of companies where management uses simple language on earnings calls tend to outperform. 
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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. 

for more information. 

 

 

 

 

 

 

 

 

 

Asset Management – Portfolio Lineup 


