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Bond Momentum Buy Signal Confirmed 
 

Market Risk Index was unchanged this week. Deterioration in the Psychology 
composite offset improvements in the Monetary composite and a marginal 
improvement in the Valuation composite. 
 
Within the Psychology composite, the Option Activity category deteriorated. 
Call buying is driving put/call ratios to challenge the levels of peak enthusiasm 
that we saw earlier in the year. Similarly, we are witnessing another 
acceleration in margin debt. Our Net Levered ETF Sentiment indicator also set 
another new euphoric record. What were once rare signals of an eagerness to 
trade markets using leverage are routine in 2021. 
 
The confidence of speculators is still sky-high, but consumer confidence is 
retreating under the influence of inflation sticker shock. However, we still score 
the Consumer Confidence category as negative for markets. It’s due to a subset 
of indicators within that category related to confidence in the jobs market. Jobs 
confidence readings are still extreme and consistent with the inflationary 
message coming from our Monetary composite. Confidence in the ability to 
find a job by consumers coincides with end of cycle and/or higher inflationary 
periods. 
 
The first set of cracks in breadth indicators since October began to develop this 
week – both when we look at advances and declines as well as new highs and 
new lows. The market made a new all-time high, but the number of stocks 
making new lows surpassed the number of stocks making new highs. Also, the 
McClellan Oscillator, an advance/decline based indicator, moved into oversold 
territory, a short-term sign of divergence. The NASDAQ High Low Logic index 
also ticked up and is a rounding error away from throwing its first major red flag 
for the market since February 2020. Again, we have no smoking gun here, but 
the drop-off in breadth was sudden – possibly correlated with reports of 
increased covid cases in other countries, which tends to hurt the short-term 
prospects for value stocks and smaller cap stocks. 
 
Last but definitely not least, our Long Bond Momentum indicator confirmed its buy signal, the first initial buy 
signal since the end of 2018. These signals last 12-18 months on average and have been highly effective in the 
past. While the fundamentals don’t look great on bonds, the yield on Treasuries is currently higher than our 
valuation-based equity return forecast. Note, this buy signal is only for longer duration Treasuries. For example, 
high Yield Corporate Bond Momentum is seeing an opposite shift in momentum – the mirror image of 
Treasuries. 
 
Note: Barring unusual market developments, a Market Outlook will not be published next week. Have a Happy 
Thanksgiving! 
 

Psychology - P6

Monetary - M4

Valuation - Extremely Overvalued

Trend

Largest  Psychology Influences

Levered Investments Negative

Option Activity Negative

Flow of Funds Negative

Bank Sentiment Posit ive

Largest  Monetary Influences

Inflation Negative

Velocity Posit ive

Exchange Rates Posit ive

Valuat ion

7-10 Year Rtn Forecast 0.0%

10Yr Treas Yield (on 11/16) 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

83.8%
Category Percent iles

US Equit ies                            Bullish Investment

Intl Equit ies                           Bullish Investment

REITs                                      Bullish Investment

Broad Commodities             Bullish Investment

97.4%

0.1%

99.8%

57.7%
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Charts of the Week 
 
Bond Momentum Buy Signal for Treasuries 

 
 
Enthusiasm for trading leveraged ETFs set a new record. 
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Strong Correlation between Covid case counts and Relative Performance of Tech to Energy stocks. 

 
Source: Jeffrey Kleintop 

 
Record Turkey Prices 
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Real yields haven’t been this negative since the 1970s. 

 
 
Online deflation gives way to online inflation. 
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It’s not a supply chain issue – it’s a government stimulus driven generational surge in demand. 

 
Source: Bridgewater 

 

Worst UK Labor Shortages since the 1970s. 
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Relative valuation of European equities is at a record low. 

 
 
Median CPI spike – inflationary pressures are pervasive. 
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A surge in fertilizer prices will drive food prices higher. 

 
 
Growth optimism blows through the dot-com era peak. 
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Shipping costs appear to be peaking. 

 
 
Home prices are declining in China. 
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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 


