
CYPRESS CAPITAL MARKET OUTLOOK DECEMBER 23, 2021
            
 

Market Outlook 
By Mark T Dodson, CFA 

 

 

 

 

 

The Elusive Wall of Worry 
 

Market Risk Index increased slightly to 89.5%. Improvements to Psychology 
and Valuation were more than offset by additional weakening in the Monetary 
composite. 
 
Our best guess is that the recent deterioration in the Monetary composite is 
close to wrapping up. However, significant improvement will not occur until 
inflation pressure breaks decisively. Unfortunately, history tells us that 
progress on the inflation front will likely also coincide with some market-driven 
tighter money readings within the composite as well as significant financial 
market volatility, more than we have seen thus far in December. 
 
The Surveys category of the Psychology composite improved modestly as the 
AAII sentiment survey showed more risk aversion. However, if that survey is 
indicative of what investors say, the indicators that measure what they are 
doing still indicate a pervasive preference for leveraged bets on the stock 
market. Daily dollar volume in Levered ETFs and Funds hit a new record in 
December as retail investors rushed to buy another dip with force. The assets 
in those funds, relative to inverse funds, paint a picture of resilient enthusiasm 
but well off peak euphoria from January and February. 
 
Stock market internals deteriorated swiftly from the strong readings prevalent 
at the end of October. Few indices matched the recent highs of the S&P 500, 
and the number of stocks making new lows alongside market highs should be a 
concern for those inclined to be aggressive in buying recent market weakness. 
The proverbial wall of worry remains elusive, and not every market wiggle 
rebuilds it. 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 

Psychology - P6

Monetary - M4

Valuation - Extremely Overvalued

Trend

Largest  Psychology Influences

Levered Investments Negative

Volatility Negative

Bank Sentiment Posit ive

Consumer Confidence Negative

Largest  Monetary Influences

Inflation Negative

Velocity Posit ive

Exchange Rates Posit ive

Valuat ion

7-10 Year Rtn Forecast 0.4%

10Yr US Treasury Yield 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

89.5%
Category Percent iles

US Equit ies                            Bullish Investment

Intl Equit ies                           Bullish Investment

REITs                                      Bullish Investment

Broad Commodities             Bullish Investment

96.8%

23.4%

98.7%

67.1%
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Charts of the Week 
 
AAII Sentiment Survey shows individual investor risk aversion is increasing. 

 
 
Meanwhile, daily dollar volume in leveraged ETFs and Funds set a new record in December. 
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Net assets in Levered vs. Inverse funds are well off peak FOMO but still showing resilient enthusiasm. 

 
 
Inflation spikes are typically associated with Tech stock underperformance 

 
Source: Fidelity 
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The number of IPOs in 2021 set a new record. 

 
Source: ARK Investment Management 
 

Hulbert Nasdaq Newsletter Sentiment isn’t signaling a rebuilt wall of worry.
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Global Value stocks are selling at a record discount. 

 
 

Consumer Confidence soured when CPI started to outpace Average Hourly Earnings. 

 
Source: WSJ 
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Covid leads to the most significant decline in life expectancy in the US since WWII. 

 
Source: WSJ 
 

Workers in search of greener pastures are quitting jobs in record numbers.  

 
Source: WSJ 



CYPRESS CAPITAL MARKET OUTLOOK DECEMBER 23, 2021 – PAGE 7 OF 9  

 

The disparity between the Fed Funds rate and CPI inflation is historic. 

 

 
Snoop’s Virtual Real Estate Boom 
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Immigration sees a substantial decline. Population growth is one of two pillars of economic growth. 

 

 
Rents show no signs of peaking. 
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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 


