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Animal spirits in retreat, but not broken. 
 

Market Risk Index improved to 90.6%. Short-term sentiment indicators have 

improved over recent weeks and moved the Psychology composite out of 

the worst decile of readings. The valuation composite also improved slightly 

as small and mid-cap stocks look more attractive. The Value Line Median 

Appreciation potential improved, but the attractiveness is relative. More 

improvement is needed to see small and mid-caps priced for average 

historical returns. 

 

The Monetary composite worsened again. Rising interest rates across the 

spectrum of fixed income are edging the Monetary composite close to the 

worst quintile of readings. Another shocking CPI print this week continues 

to put pressure on fixed income and increase the expectations for more 

hikes that come sooner. This post-Covid cycle remains one that runs hotter 

and ages faster than the general consensus appreciates. It’s a unique 

animal. 

 

As for likely moves in rates, our stable of Bond Momentum indicators 

recommends positioning for wider credit spreads and additional shallowing 

of the yield curve. Bond Momentum for long-duration US Treasuries is still 

positive, although 30 Yr Treasury yields are about 20 basis points higher 

than when the indicator gave its signal to purchase. It’s improbable to 

reverse over the coming weeks, so we are sticking with the position inside 

portfolios. When we look beyond Treasuries to corporate bonds, Munis, 

mortgage back securities, bond momentum is in a clear risk-off regime. 

 

Both the AAII survey and, to a lesser degree, the Investors intelligence 

pushed the Surveys category into the most significant bullish influence 

within the Psychology composite, but this has been muted by a 

corresponding worsening of the Volatility category. Volatility hasn’t moved 

high enough to be bullish for markets – only enough to warrant short-term 

caution. 

 

In this environment, we are biased toward a handful of psychology indicators that have best captured and 

illustrated the speculative fever that started when Covid-Stimmy flooded the economy. This fever persisted but 

showed its first signs of breaking last month. One such example - our eyes are glued to the 15-day moving 

average of the equity put/call ratio, which has traced out a pattern that has behaved as an analog to the late 90s 

bout of animal spirits. Capitulation there will be a healthy sign that retail’s fever has broken.   

Psychology - P5

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 0.7%

10Yr US Treasury Yield 1.9%

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

90.6%
Category Percent iles

US Equit ies                            Bullish Investment

Intl Equit ies                           Bullish Investment

REITs                                      Bullish Investment

Broad Commodities             Bullish Investment

89.8%

34.4%

97.7%

77.9%
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Charts of the Week 
 
Market bounce took Short-Term Sentiment back to neutral. 

 
 
Equity put/call ratio – animal spirits have retreated but not capitulated. 
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Bond Momentum says to stick with the longer duration Treasury trade. 

 
 
Dow Bond Oscillator – Liquidity grows tighter. 
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Value Line Median Appreciation Potential 
Small and mid-cap stocks moved out of the worst quintile of readings. The move from extremely undervalued in 
March 2020 to extremely overvalued was the most rapid ever for a market cycle. 
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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 porfolio 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. 

Contact us for more information. 

 

 

 

 

 

 

 

 

 

 

 

  

Asset Management – Portfolio Lineup 

mailto:info@cypresscapital.com?subject=Asset%20management

