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Market Risk Index climbs to 89.2% 
 

Market Risk Index jumped to 89.2%. Daily readings on the Psychology composite 
are on the verge of moving out of the worst decile, but improvements in 
Psychology are not coming fast enough to counter some shifting sands under our 
Monetary composite, which made an abrupt one-week shift. 
 
Point the fingers at interest rates and interest rate spreads. The Long Bond 
Momentum buy signal from mid-November signaled a regime shift for 
Treasuries, but it also coincided with a deterioration in credits and corporate 
spreads. As a result, both categories have moved from neutral to slightly 
negative for markets. 
 
The Long Bond Momentum buy signal coincided with a peak in stock market 
internals as well, with a steady deterioration in breadth since that time, creating 
a stumbling block in our hopes of better readings from Psychology. Unusually, 
the number of lows on the exchanges is reminiscent of what we saw in February 
2020. Yet, cap-weighted indices aren’t far off their highs, doing an impressive job 
of masking damage under the surface. 
 
We were also hoping to see a rollover in Producer Price Inflation, but no such 
luck, as the rate of change accelerated in November, providing no relief to the 
inflation category of our Monetary composite – the category acting as the most 
significant impediment to bullish Monetary scores. On the other hand, the CRB 
Raw Industrials Index rate of change has peaked, a welcome development. It 
tends to lead both PPI and CPI. Given the current policy trend and old rules of 
thumb, PPI will peak by the start of summer and CPI inflation by the end of 2022. 
 
While necessary, news of Fed tightening is coming at an unusual time. The yield 
curve is still neutral, never managing to achieve a slope consistent with the 
setups of previous credit cycles. So, Fed rate increases are now commencing 
with the shallowest yield curve in a generation. Combined with the rapidity with 
which policy produced stupid amounts of inflation, our opinion remains that this environment is an extension of 
the previous economic cycle rather than a new one, albeit an extension bought with an enormous price tag. 
Viewed from that lens, it’s possibly the longest cycle on record. If your view is that this is a traditional recovery 
that began in 2020, the brevity of this cycle will likely surprise you, because it’s unfolding at a rapid pace.  
 
Our psychology composite consists of both short and long leading gauges of market sentiment. We aren’t 
expecting the long-leading psychology indicators to improve on such a minor correction, but we were expecting 
more improvement than we have seen thus far in our short-leading psychology indicators. Some of our favorites 
in that category make up our Short-Term Sentiment Composite, which we use to aid in buying and selling 
individual positions inside portfolios. Thus far, that Short-Term Sentiment Composite has not achieved a decisive 
move into pessimism. Surveys are improving – both Investor’s Intelligence and AAII. However, the desire for 

Psychology - P6

Monetary - M4

Valuation - Extremely Overvalued

Trend

Largest  Psychology Influences

Levered Investments Negative

Bank Sentiment Posit ive

Option Activity Negative

Volatility Negative

Largest  Monetary Influences

Inflation Negative

Velocity Posit ive

Exchange Rates Posit ive

Valuat ion

7-10 Year Rtn Forecast 0.4%

10Yr Treas Yield (on 12/14) 1.4%

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

89.2%
Category Percent iles

US Equit ies                            Bullish Investment

Intl Equit ies                           Bullish Investment

REITs                                      Bullish Investment

Broad Commodities             Bullish Investment
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leverage by speculators, in both options markets and levered funds, persists. This week's announcement of a 5x 
levered NASDAQ 100 exchange-traded note serves as the anecdote to support the data. 
 

Charts of the Week 
 
Producer Price Inflation moved even higher in November. 

 
 
AAII Net Bullish Sentiment moved back into Pessimism. 
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Equity Put/Call Ratio still signals investor enthusiasm but is on the cusp of breaking. 

 
 
US High Low Logic Index improves modestly but still signals a split market. 
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A record percentage of small businesses plan to raise prices. 

 
 

Small-cap relative valuations have become cheap in the last six months. 
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Munder Net Net Fund Deja-Vu - Average investor in ARKK is underwater. 

 
 
Investors are already expecting lower inflation. 
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Inflation in goods and services with “flexible” prices is the highest on record. 

 
 
Energy companies are hesitant to invest in new production. 

 
Source: @HayekAndKeynes 
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After a large retreat, Lumber prices are back on the rise. Volatility is the only consistency here. 

 
 
Top-Heavy - Median P/E of the 10 Largest US Stocks breaks the Dot-Com era record. 
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Both Inventories and Sales paint a simple picture of too much government stimulus. 

 
 
Consumer inflation expectations surpass six percent. 
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China appears to have abruptly stopped building stuff. 

 
 
European growth is slowing as well. 
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Record stretch of outperformance for US Equities. 
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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 


