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January 2022 Market Commentary: Grasping Towards Transitory 

Data Source: Bloomberg 

 

January 2022 Highlights: 
• Global stocks pulled back from their strong CY2021 finish as prospects for tighter central bank policies 

responding to high headline inflation metrics and geopolitical risks (Ukraine/Russia) prompted investors 
to take financial asset risk off the table.  In January, the MSCI All-Country World Index (ACWI) dropped 
4.9% as the U.S. lagged major market regions for the first time in several months.       

• Across major regions, last quarter’s laggards were this month’s leaders with MSCI Emerging Markets 
outperforming developed markets.  MSCI Emerging Markets dropped 1.9% followed by MSCI Pacific ex 
Japan (-4.0%), MSCI Europe (-4.6%), MSCI Japan (-5.1%) and the S&P 500 -5.2%). 
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• Within the U.S., U.S. large caps outperformed small caps but value stocks (primarily driven by energy) 
outperformed growth stocks, although growth stocks made a strong comeback late in the month, led by 
technology. U.S. small caps underperformed large caps with the S&P 600 Index returning -7.3% behind 
the -5.2% return of the S&P 500. S&P Pure Value outperformed Pure Growth, returning 2.0% versus -
13.3%, respectively.   

• Energy stocks were the standout performer benefiting from the sharp rise in oil and natural gas prices, 
especially across Europe and Asia where natural gas demand spiked in response to cold wintery 
conditions and tightened supplies.  Financials and Defensive sectors such as Consumer Staples and 
Utilities also outperformed while Growth Cyclicals (Technology, Consumer Discretionary) and Real 
Estate underperformed.    

• Among risk factors, only High Dividend and Value Factors outperformed Minimum Volatility, High 
Quality and Momentum although the latter two factors saw a sharp recover last several days of the 
month.   

• Investment grade fixed income suffered from a rise in interest rates although longer maturity rates 
dropped from intramonth highs as the bond market started to price in a risk of the Fed overshooting on 
rate hikes.  The 10-Year US Treasury yield, having risen as high as 1.9% ended the month at 1.75%.  

• The Bloomberg/Barclays U.S. Aggregate Bond Index dropped 2.2% while the Global Aggregate ex US 
Index dropped 2.0%, as the U.S. dollar fluctuated. Investment grade credit underperformed as BBB-
rated spreads widened.   

• U.S. high yield had held up relative to the broader fixed income market but then experienced spread 
widening over concerns that Fed tightening would crimp liquidity and access to low-cost financing.  The 
Bloomberg / Barclays US High Yield Index returned -2.7%, underperforming investment grade fixed 
income, while Bloomberg/Barclays Emerging Market Debt Local Currency outperformed only dropping 
0.3%.   

• Within equity alternatives, S&P GSCI Commodities Index returned 11.6% helped by a strong increase 
in energy prices and industrial metals.  Real estate and precious metals were hurt by a rise in real 
(inflation-adjusted) interest rates. The Dow Jones REITs Index returned -8.0% and GSCI Precious 
Metals dropped 2.1%.  The generic 3-month oil price contract rose to $85/barrel from $75/barrel at the 
beginning of the month.   
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Grasping Towards Transitory 

 
Source: istockphoto.com 

 

"…you have to be data dependent but you also have to be gradual and not disruptive."  

– “Fed’s Daly backs ‘gradual’ pace of rate hikes,” MarketWatch 1/31/2021 

 

Well, January’s sell-off in global financial markets (equities and fixed income but not commodities) helped 
affirm one of our 2022 Market Outlook predictions (“A Brave New Fed”) – that the Federal Reserve, rather 
than COVID-19, would serve as a primary contributor to financial asset volatility.  Admittedly, we were not 
going too far out on the limb on this call as several fund manager surveys also identified the Fed as a 
primary risk heading into 2022.   

Towards the end of the month, the S&P 500 Index had dropped almost 10%, but investors ‘bought the dip’ 
helping to cut those losses nearly in half the last two days of the month.  What likely contributed to the sell-
off (apart from geopolitical angst over a possible Russian military incursion into Eastern Ukraine) was the 
‘aggressiveness’ of the Fed’s statement and press conference following the January mid-month meeting.  
Whereas the short-term Treasury rates and Fed Funds futures were pricing in three rate hikes and a year-
end target of a run-off in the Fed’s Balance sheet, the January meeting (and Fed whispers into bulge 
bracket strategists) pushed those expectations higher to five rate hikes over the next year and for balance 

https://www.marketwatch.com/story/feds-daly-backs-gradual-pace-of-rate-hikes-11643651290
https://3dlfinancial.com/wp-content/uploads/Year-End-2021-Market-Commentary-and-2022-Outlook-v2.pdf
https://www.bloomberg.com/news/articles/2021-12-14/world-s-money-guardians-fret-central-banks-may-ruin-stocks-party
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sheet run-off to possibly begin following the initial rate hike expected in March.   

However, as we had postulated in our year-end commentary and our subsequent blog article, “A [Narrow] 
Path to Transitory,” the Fed would likely attempt to massage expectations through ‘Trial by Balloon’ rather 
than ‘Trial by Fire’ and that the Fed would remain vigilant over financial contagion risk (i.e. a systemic 
collapse across the financial system) rather than be reactive to financial market volatility.  In other words, 
the ‘Powell Put’ would be less likely triggered over a sell-off in equities unless that sell-off became 
indicative of greater problems within the financial system.   

And, like clockwork, Federal Reserve officials are now attempting to rollback market expectations while 
maintaining current trajectory of monetary tightening in the face of persistently high inflation following the 
January meeting after having floated the balloon of a more aggressive trajectory versus what had been 
expected at the beginning of the year.  Not that the hawkish path the Fed has committed itself to is entirely 
fluid, merely the pace of such tightening.   

Indeed, since the January meeting, Fed officials are trying to rein in even the possibility of a 0.50% rate 
hike at the March meeting (and seven rate hikes in 2022?!?), as such an aggressive move could cause 
significant disruption – concerns expressed by San Francisco Fed Governor Daly.  Financial conditions 
have already tightened, albeit from extremely loose levels, as labor costs continue to rise (Figure 1), so the 
Fed’s message is getting through as borrowing costs begin to rise from post-shutdown levels.   

Figure 1 – Financial Conditions Begin to Tighten Amidst Rising Labor Costs Due to a Very 
Tight Labor Market  

 
The Fed’s challenge is to tighten policy just enough to arrest a wage-price spiral formation from running out 
of control but not be too ‘disruptive’ that could cause something to ‘break’ within the financial system and/or 
push the U.S. economy into recession.  Historically, the U.S. bond market has acted as the canary-in-the-
coal-mine of financial system breakage / economic recession, either when the yield curve inverts and/or 
corporate bonds start to price in higher default risk.   

So far, bond market signals are indicating slowdown but not breakage as the U.S. Term Structure (2-Year 
vs 10-Year Treasury rates) has flattened but inflation expectations implied by TIPS vs Nominal Treasury 
breakeven rates remain comfortably above 2% (Figure 2).    

https://3dlfinancial.com/a-narrow-path-to-transitory/
https://3dlfinancial.com/a-narrow-path-to-transitory/
https://fortune.com/2022/01/31/fed-7-interest-rate-hikes-fomc-powell-stocks/
https://twitter.com/biancoresearch/status/1482018349055946758
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Figure 2 – The U.S. Term Structure Has Flattened (But Not Inverted) While Inflation 
Expectations Implied by TIPS/Nominal Breakeven Rates Remain Above 2% 

 
Corporate borrowing costs relative to U.S. Treasuries (a.k.a. corporate spreads) have risen with 1) the rise 
in interest rates, 2) prospects for less liquidity as the Fed removes accommodation (i.e. shrinking the 
balance sheet), and 3) a heavy issuance calendar in January.  Corporate spreads are rising at an 
heightened pace (Figure 3), but this could more reflect interest rate volatility rather than rising default risk, 
as spreads remain near pre-shutdown levels.       

Figure 3 – Corporate Spreads Are Rising But Remain Near Pre-Pandemic Low Levels 

 
The same tightening conditions affecting corporate bond rates are also impacting the municipal bond 
market (Figure 4) as borrowing costs relative to U.S. Treasuries have also risen, reflecting less buyer 
demand in the face of large issuance.   
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Figure 4 – Municipal Bond Borrowing Costs (AAA-Rated Municipal Bond Yield Ratio vs 
Treasuries) Reflecting Lower Liquidity and Lesser Buyer Demand  

 
The U.S. dollar (Figure 5) appreciated in January as other central banks (Canada, ECB) continue to delay 
rate hikes and removal of pandemic monetary accommodations, yet there does not appear to be a panic 
bid for the dollar from overseas borrowers facing a liquidity squeeze.   

Figure 5 – The U.S. Dollar Strengthened in January as the U.S. Monetary Outlook Diverges 
from Other Advanced Economies (Primarily Europe)  

 
U.S. interest rates will likely be anchored by overseas interest rates, particularly across advanced 
economies (Japan, Eurozone).  Headline inflation is high across much of the world (except Japan), 
primarily due to high agricultural and energy costs, but most central bank officials seem to be clinging to 
the ‘transitory’ narrative, expecting inflation pressures to eventually subside later this year.  For inflation to 
become a structural/sticky problem, it must become a problem globally, met with a commensurate rise in 
global real interest rates.  We are seeing that to some extent such with the rise in the German bund yield 
(Figure 6) and the decline in market value of debt trading at negative interest rates (Figure 7).   
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Figure 6 – Japan and European Interest Rates Continue to Project a Gravitational Pull on 
U.S. Rates  

 

Figure 7 – Emerging from Lockdown: The Aggregate Value of Debt Trading with Negative 
Yields Has Sharply Declined 

 
Source: Bloomberg 
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With a flattening term structure and widening credit spreads, there are growing risks of a Fed overshoot on 
policy tightening as the bond market is anticipating near-term rate hikes to be immediately met with rate 
drops once the Fed backtracks in response to an economic slowdown (Figure 8).  

Figure 8 – Implied Fed Funds Target versus Fed Projections (Dot Plots) Suggest Tightening 
Now to Be Followed by Back Pedaling Later 

 
Financial conditions are tightening but not breaking, which should be encouraging for the Fed to stay on its 
hawkish course but to do so in a gradual manner. However, even if headline and core inflation measures 
drop from their peak levels (7% for headline and 4-5% for core), three rate hikes through 2022 still leaves 
interest rates in deep negative territory on a real or inflation-adjusted basis.  This is not like the regime the 
Fed faced in 2013, 2015 nor 2018, the last three tightening regimes, as headline inflation numbers were 
much lower than what the Fed is facing in 2022 (Figure 9).  Unless the global economy rolls over into 
recession that would help bring down headline inflation (as a result of reduced demand), negative real 
interest rates are still conducive for higher asset prices, especially hard assets such as commodities.   

Figure 9 – What the Fed Faced Then (2015) versus Now (2021) 
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And what a month for commodities (Figure 10 and Figure 11; also energy stocks – see below).  The GSCI 
Commodities Index rose 11.6% in January led by energy prices oil and natural gas, which have benefited 
from a combination of 1) cold winter weather across the U.S. and Europe, 2) Ukraine/Russia tensions, and 
3) constrained supplies/inventories. Spot oil prices rose to near $90/barrel with the futures delivery curve in 
backwardation (front month prices higher than later months) reflecting tight supplies and low inventories.  
Industrial metals have also benefited from tight supplies/low inventories and renewed industrial activity 
coming out of China in anticipation of the Winter Olympics and National Party Congress.   

Figure 10 – Oil Prices and Industrial Metals Rally in January Due to Tight Supplies and 
Recovering Demand 

 
Figure 11 – Agricultural Prices Also Continue Run Higher 

 

https://www.nasdaq.com/articles/metals-london-copper-holds-steady-as-low-inventories-lend-support
https://www.etftrends.com/innovative-etfs-channel/chinese-demand-fueled-gains-for-base-metals-in-2021/
https://www.etftrends.com/innovative-etfs-channel/chinese-demand-fueled-gains-for-base-metals-in-2021/


© Copyright 2021 3D / L Capital Management, LLC. All Rights Reserved Page 10 

 

 

 

With respect to high commodity prices fueling headline inflation, Fed policy can better address end-
demand rather than end-supply; tightening policy by raising interest rates and withdrawing liquidity could 
have the perverse effect of exasperating supply issues by raising the cost of capital for commodity 
production which has already been hamstrung by shareholder and ESG activism to curtail production.    

What are some potential relief valves on the inflation front?  First, much of the labor cost pressures reside 
in the lower earnings cohort across service industries most negatively affected by pandemic restrictions 
(Figure 12).  A more socially-conscious Fed desiring to return labor markets to pre-pandemic conditions 
should be encouraged by these trends in wage gains, and may not lead to broader labor costs if higher 
wage categories remain more subdued.   

Figure 12 – Higher Labor Costs Seen in Service Industries Most Affected by the Pandemic 

 
Second, supply chain tensions (shortages, bottlenecks, etc) remain high but are showing some signs of 
alleviation, which could take pressure off core inflation readings down the road (Figure 13).  Indeed, there 
are increasing signs of a recovery in auto production (Figure 14) despite the continued shortage in 
semiconductor components.  If supply can meet post-pandemic demand, then price increases should 
moderate.   
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Figure 13 – An Easing of Supply Chain Disruptions Can Help Alleviate Core Inflation 

 
Figure 14 – Global Auto Production on the Mend 
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But as COVID-19 and supply chain issues muddy up the near-term economic outlook, what can be 
considered ‘normal’ for the longer term?  Should the virus evolve to ‘endemic’ from ‘pandemic’ and supply 
chain issues continue to ease, then global economic growth can continue to recover as trade flows and 
inventories increase to normalized levels, but the current supply/demand gap remains quite daunting.  

Near-term inventory build (or the risk of overbuild) could weigh on early 2022 US GDP growth as will lower 
fiscal stimulus. Inventories were a key contributor to 4Q2021 GDP (Figure 15), which may not sustain itself 
through 2022 although rising prices help incentivize inventory builds.  Policymakers will need to ascertain 
how much of current demand is pull-forward versus what is structurally higher.  Looking ahead, global 
central banks will have fewer pandemic-related excuses to delay policy normalization, and the markets will 
be expecting hawkish ‘talk’ to turn into ‘action.’ 

Figure 15 – Inventories a Primary Contributor to 4Q2021 GDP 

 
Strong Corporate Earnings to Offset Tighter Financial Conditions? 
One of the best deodorants for Fed Hawkish Odor is a strong corporate earnings environment, and the 
4Q2021 reporting season appears to not be disappointing so far, especially for large cap technology 
companies.  According to the 1/28/2022 Factset Earnings Insight report, the blended earnings growth rate 
for S&P 500 companies is tracking 24.3% with 77% of companies reporting so far.  Much of the 
improvement in growth and profit margins is coming from late cyclicals (energy, materials, industrials) 
along with technology and health care partially offset by declines across consumer and defensive sectors 
such as utilities.  All told, S&P 500 reported earnings growth for CY2021 is tracking around 46%.  Analysts 
have also revised up growth expectations for CY2022 with earnings growth projected at 9.5% (revenue 
growth of 7.9%).   

https://www.factset.com/hubfs/Website/Resources%20Section/Research%20Desk/Earnings%20Insight/EarningsInsight_012822.pdf
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Based on Bloomberg earnings estimates for the next year, the S&P 500 Index is trading at 20x forward 
earnings versus 14.2x for MSCI EAFE (developed ex U.S.) and 11.2x for MSCI Emerging Markets (9.5x for 
China All Shares and 11.3x for EM ex China).  The forward Return on Equity for the S&P 500 is projected 
at 23% versus 16.7% for MSCI EAFE, 13.4% for China All Shares, and 18.2% for MSCI Emerging Markets 
ex China.   

The strong earnings reporting season speaks to the renewed strength in cyclicals coming out of the 
pandemic as well as pricing power despite higher input costs.  Until the rest of the world can catch up, U.S. 
stocks remain the envy of world markets.   

January 2022 Market Review 
Global stocks pulled back from their strong CY2021 finish as prospects for tighter central bank policies 
responding to high headline inflation metrics and geopolitical risks (Ukraine/Russia) prompted investors to 
take financial asset risk off the table.  In January, the MSCI All-Country World Index (ACWI) dropped 4.9% 
as the U.S. lagged major market regions for the first time in several months.  Last quarter’s laggards were 
this month’s leaders with MSCI Emerging Markets outperforming developed markets.  MSCI Emerging 
Markets dropped 1.9% followed by MSCI Pacific ex Japan (-4.0%), MSCI Europe (-4.6%), MSCI Japan (-
5.1%) and the S&P 500 -5.2%) (Figure 16).           

Figure 16 – Emerging Markets Outperformed Developed Markets in January 

Within the U.S., U.S. large caps outperformed small caps but value stocks (primarily driven by energy) 
outperformed growth stocks (Figure 17), although growth stocks made a strong comeback late in the 
month, led by technology. U.S. small caps underperformed large caps with the S&P 600 Index returning -
7.3% behind the -5.2% return of the S&P 500. S&P Pure Value outperformed Pure Growth, returning 2.0% 
versus -13.3%, respectively.   

Figure 17 – Large Caps Outperform Small Caps But Value Outperforms Growth 
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Energy stocks were the standout performer benefiting from the sharp rise in oil and natural gas prices, 
especially across Europe and Asia where natural gas demand spiked in response to cold wintery 
conditions and tightened supplies.  Financials and Defensive sectors such as Consumer Staples and 
Utilities also outperformed while Growth Cyclicals (Technology, Consumer Discretionary) and Real Estate 
underperformed.   

Figure 18 – Energy Sector Was the Standout Sector Performer in January 

Among risk factors (Figure 18), only High Dividend and Value Factors outperformed Minimum Volatility, 
High Quality and Momentum although the latter two factors saw a sharp recover last several days of the 
month.       
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Figure 18 – High Dividend and Value Outperformed All Other Risk Factors 

 

Investment grade fixed income suffered from a rise in interest rates although longer maturity rates dropped 
from intramonth highs as the bond market started to price in a risk of the Fed overshooting on rate hikes.  
The 10-Year US Treasury yield, having risen as high as 1.9% ended the month at 1.75%.  The 
Bloomberg/Barclays U.S. Aggregate Bond Index dropped 2.2% while the Global Aggregate ex US Index 
dropped 2.0% (Figure 19), as the U.S. dollar fluctuated. Investment grade credit underperformed as BBB-
rated spreads widened.  U.S. high yield had held up relative to the broader fixed income market then also 
experienced spread widening over concerns that Fed tightening would crimp liquidity and access to low-
cost financing.  The Bloomberg / Barclays US High Yield Index returned -2.7%, underperforming 
investment grade fixed income, while Bloomberg/Barclays Emerging Market Debt Local Currency 
outperformed only dropping 0.3%.   

Figure 19 – Global Fixed Income Was Weighed Down by Higher Interest Rates  
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Within equity alternatives (Figure 20), S&P GSCI Commodities Index returned 11.6% helped by a strong 
increase in energy prices and industrial metals.  Real estate and precious metals were hurt by a rise in real 
(inflation-adjusted) interest rates. The Dow Jones REITs Index returned -8.0% and GSCI Precious Metals 
dropped 2.1%.  The generic 3-month oil price contract rose to $85/barrel from $75/barrel at the beginning 
of the month.   

Figure 20 – REITs and Precious Metals Withstand Risk-Off Selling While Commodities 
Were Dragged Down by Lower Energy Prices 

 

Disclosure: 

The above is the opinion of the author and should not be relied upon as investment advice or a forecast of 
the future. It is not a recommendation, offer or solicitation to buy or sell any securities or implement any 
investment strategy. It is for informational purposes only. The above statistics, data, anecdotes, and 
opinions of others are assumed to be true and accurate however 3D/L Capital Management does not 
warrant the accuracy of any of these. There is also no assurance that any of the above are all inclusive or 
complete.  This article does not constitute an offer to sell or a solicitation of an offer to purchase interests in 
any investment vehicles or securities.  This article is not a prospectus, an advertisement, or an offering of 
any interests in either the Strategy or other portfolios.  This article and the information contained herein is 
intended for informational purposes only. It does not constitute investment advice or a recommendation 
with respect to investment. Investing in any strategy should only occur after consulting with a financial 
advisor. 

3D/L does not approve or otherwise endorse the information contained in links to third-party sources. 3D/L 
is not affiliated with the providers of third-party information and is not responsible for the accuracy of the 
information contained therein. 

Past performance is no guarantee of future results. None of the services offered by 3D/L Capital 
Management are insured by the FDIC and the reader is reminded that all investments contain risk. The 
opinions offered above are as of February 2, 2022 and are subject to change as influencing factors 
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change. 

More detail regarding 3D/L Capital Management, its products, services, personnel, fees and investment 
methodologies are available in the firm’s Form ADV Part 2 which is available upon request by calling (860) 
291-1998, option 2 or emailing sales@3dlfinancial.com or visiting 3D’s website at www.3dlfinancial.com. 

https://3dlfinancial.com/wp-content/uploads/3DL-Capital-Management-Form-ADV-Part-2A-3-31-2021.pdf
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