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Short-Term Sentiment supports a short-term rally 
 

Market Risk Index dropped to 91% on a notable week-over-week 

improvement to the Psychology composite, but the gain came at the expense 

of further monetary composite deterioration. The two are unequivocally tied 

at the hip – liquidity is growing tighter as risk aversion over the prospect of a 

tighter Federal Reserve rises.  

 

Most of the improvement in Psychology was in the Surveys and Options 

categories. De-trended put/call ratios have hit pessimistic extremes, and the 

continued bearish responses in the AAII survey over the last month have 

driven much of the Surveys category improvement. 

 

One fly in the ointment on Psychology was the Flow of Funds category, which 

uncharacteristically worsened in January. January turned out to be a hot 

month for IPOs, with an average one-day price pop of more than 100%, 

unduly influenced by a couple of individual IPOs that performed exceptionally 

well. Big first-day price increases in IPOs do not indicate a market 

environment experiencing peak risk aversion. 

 

Readings from our Short-Term sentiment composite, all indicators within our 

larger basket of Psychology Composite indicators, support a tradeable stock 

market rally that could last at least several weeks. However, this is not an 

indication that “there’s blood in the streets.” 

 

The sentiment improvement that we are keen to see is the one that takes the 

Inflation category of our Monetary composite back to a neutral scoring or 

better. This combination will dramatically improve our Market Risk Index and 

create a better risk-reward setup for defensive investors. Similarly, until risk 

aversion rises to the level that it causes serious friction in fixed income 

markets, it’s not likely to deter the Federal Reserve. 

 

If inflation severity, persistence, and pervasiveness were headlights, Federal Reserve policymakers have been 

the deer. We have a firm appreciation for economic and stock market history, enough to understand that 

getting this inflation monkey off our backs will be difficult without a bear market and/or a recession becoming a 

real possibility. 

 

 

 

Psychology - P6

Monetary - M4

Valuation - Extremely Overvalued

Trend

Largest  Psychology Influences

Levered Investments Negative

Volatility Negative

Surveys Posit ive

Flow of Funds Negative

Largest  Monetary Influences

Inflation Negative

Velocity Posit ive

Interest Rates Negative

Valuat ion

7-10 Year Rtn Forecast 0.2%

10Yr US Treasury Yield 1.8%

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

91.0%
Category Percent iles

US Equit ies                            Bullish Investment

Intl Equit ies                           Bullish Investment

REITs                                      Bullish Investment

Broad Commodities             Bullish Investment

90.8%

24.5%

99.2%

77.3%
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Charts of the Week 
 
Short-Term Sentiment Composite is supportive of a tradeable stock market rally. 

 
 
De-Trended Rydex Ratio started a move into Pessimism late this week. 
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Equity Put/Call Ratio (15-day moving average) 
After nearly two years of persistent risk-on speculation, the equity put/call ratio has finally broken out of the 
enthusiasm zone. For the dot-com era analog, this puts us around September 2000.  

 
 
Dow Jones Bond Oscillator - As risk aversion increases, liquidity grows tighter. 
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No sign that small retail traders have given up on being speculators. 

 
 
The probability of five Fed rate hikes has risen to 99%. 
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Record share of US small businesses raised compensation last month. 

 
 
Employment costs are above trend. 
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But inflation is lowering the real cost of compensation. 

 
 
Tight Labor Market 
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Inflation pressure is pervasive. 

 
 
Pandemic and stimulus led to a seismic shift in demand for goods over services. 

 
Source: John Authers, Bloomberg 
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Inventory replenishment drove Q4 GDP Growth. 

 
 
January 2022 hit High P/E stocks the hardest. 

 
Source: Credit Suisse Group SA, John Authers 
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New cryptocurrencies have jumped from 26 to more than 9000 since 2013. 

 
 
The Yen is a bargain vs. the US dollar 
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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 


