
CYPRESS CAPITAL MARKET OUTLOOK OCTOBER 29, 2021
            
 

Market Outlook 
By Mark T Dodson, CFA 

 

 

 

 

 

Bond Vigilantes impact Monetary Conditions 
 
Market Risk Index jumped to 83.1% on a 4.1% increase in the Monetary 
composite risk score. Over the last four weeks, the Interest Rates category has 
faded and to a lesser degree, the Lending & Leverage category. The inflation 
category suggested the economic fundamentals were weakening for equity 
markets in May of this year when it went to maximum negative. Equity markets 
shrug it off, but bond markets are finally starting to pay more attention. The 
Treasury market’s expectation for inflation broke to new highs this week. 
Likewise, the bond market has also ramped up its expectations for a more 
aggressive Fed policy over the last four weeks. 
 
Consumers are on the same page as the bond vigilantes, as consumer inflation 
expectations coincidentally hit new highs. The Consumer Confidence survey 
showed consumer expectations for inflation over the next 12 months climbing to 
7% – the highest since May 2008.  
 
Our Psychology Composite has traced out a triple top, with the initial euphoric 
peak in February. In hindsight, that was when a number of the market’s most 
speculative phenomena, like SPACs and meme stocks, peaked as well. Since then, 
instead of a wall of worry, we’ve seen only a modest retrenchment, into a regime 
of persistent and steady enthusiasm for speculation and risk-taking. The 
pandemic and government stimulus spawned a tribe of retail speculators, and 
they have stuck around. 
 
Although peak euphoria occurred earlier in the year, individual indicators are still 
breaking new euphoric ground. For example, the Rydex Ratio reached a new all-
time high this week – a signal that the appetite for leverage has not waned. 
 
Based on some abrupt improvements to market internals, none of this is a 
concern in the short term. Stock market breadth, a finicky moving target kind of a 
classification of indicators, gives the equity market a passing score – not an A+ or something worthy of hanging 
on the family fridge, but it’s passing. The NYSE Advance/Decline line made a new high, and those indicators that 
were of minor concern either improved or didn’t encroach critical levels that would throw up red flags for a 
stock market advance. 
 
Valuations give us good reason to be skeptical of excess enthusiasm for equities. Valuation is the one body of 
work that provides us with the most certainty regarding the level of risk we must take to earn a given return in 
equity markets. However, putting it in our toolbox is also our most significant source of career risk. That is the 
great irony of being a professional investor. The measure that both creates a margin of safety and the most 
reward in long-term investing also produces the most risk to our business in the short run. 
 
 

 

Psychology - P6

Monetary - M4

Valuation - Extremely Overvalued

Trend

Largest  Psychology Influences

Levered Investments Negative

Volatility Negative

Option Activity Negative

Consumer Confidence 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 10/26) 1.6%

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

83.1%
Category Percent iles

US Equit ies                            Bullish Investment

Intl Equit ies                           Bullish Investment

REITs                                      Bullish Investment

Broad Commodities             Bullish Investment

95.9%

0.0%

99.9%

57.8%
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Charts of the Week 
 
Psychology Composite Points 
The market’s euphoric peaks occurred in February, March, and May. 

 
 
Median Price of a New Home broke above $400,000 
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Consumer Expectations for inflation climb to the highest since 2008. 

 
 
Consumer inflation expectations in Europe are the highest since 1993 
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Bubbles are the Achilles heel of buy-and-hold investing. 
It takes decades to climb back and realize the historical expected return for equities. 

 
Source: GMO 

 
Retail trading as a new national pastime, seeded with government stimulus, persists. 

 
Source: WSJ 
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Wealth Effect Feedback Loop – Stock Margin Debt and Home Prices move in tandem. 

 
 
Number of companies tapping the US junk bond market for the first time sets a new record. 
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US Treasury Short Interest hits a new high. 

 
 
Tesla versus the Global Auto Industry by Market Capitalization. 
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The Real Earnings Yield on equities is approaching all-time lows. 

 
 
Margin Debt growth has peaked. 
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Yield Curve inverts in Brazil. 

 
 
Goods consumption is still well above trend. 
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The path of least resistance for wage growth is up. 
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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 


