January 2021 Market Commentary: YOTO! (“You Only Trade Once”)

Data Source: Bloomberg

January 2021 Highlights:
•

Following a strong finish to round out 2020, global equity markets continued their sharp advance
throughout most of January as post-pandemic reflationary optimism pervaded investor risk appetite,
only to pull back sharply at the end of January due to ‘technical’ selling pressures brought on by trade
battles between institutional hedge funds and retail investors.

•

Looking beyond the daily headlines dominated by media accounts of retail traders trying to squeeze out
institutional hedge funds from their ‘short’ positions, market sentiment turned downbeat as COVID-19
variants continued to spread, even reaching parts of North America. One ongoing concern is that
vaccination efforts will not be able to keep up with virus mutations, prolonging the ‘social distancing’
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measures that have locked down normal economic activity.
•

After having advanced just over 3% through the third week of January, global stocks (MSCI All-Country
World Index) finished down 0.5% for the month. Once again, MSCI Emerging Markets (primarily panAsian markets) and MSCI Pacific ex Japan led major regions returning 3.5% and 3.1% for the month
followed by MSCI Japan (-1.0%), S&P 500 (-1.0%), and MSCI Europe (-1.4%).

•

The Asia-Pacific region had rallied as high as 10% before sharply pulling back at the end of January
following reports of the People’s Bank of China (PBOC) withdrawing liquidity and tightening credit as a
means to ‘stabilize’ its financial system from excess speculation. Overnight bank lending rates had
sharply risen to pre-pandemic levels before settling down following an end-of-month capital injection by
the PBOC.

•

U.S. small caps continued their strong run from the prior quarter with the S&P 600 Index returning 6.3%
versus -1.0% for the S&P 500. S&P Pure Value returned 2.5%, outperforming S&P Pure Growth which
dropped -0.6%. Growth and Value oscillated back-and-forth, a reflection of the tensions between riskon reflation and risk-off COVID-induced slowdowns.

•

Energy was the top performing sector in January benefitting from rising oil prices. Healthcare, Real
Estate and Consumer Discretionary were the only positive returning sectors. Consumer Staples,
Industrials, and Materials were the bottom performing sectors.

•

Among risk factors, ‘Momentum’ was the only factor to generate a positive return (+1.7%) for the month
partly driven by strong 4Q earnings releases from consumer technology companies, although the factor
return had been as high as 6% before pulling back at the end of the month.

•

Investment grade fixed income posted a moderate loss for the month as interest rates rose in reaction
to the Democratic Party gaining control of the Senate following the Georgia Senate run-off. The
Bloomberg/Barclays US Aggregate Bond Index dropped 0.7% as investment grade credit spreads
widened for the first time since the November election.

•

However, U.S. high yield continued to enjoy moderate gains as high yield spreads broke through 3%
for the first time since the pandemic before rising slightly through the end of the month. The Bloomberg
Barclays US High Yield Index returned 0.3%.

•

Foreign currency denominated debt (both developed and emerging markets) came under pressure due
to rising interest rates as well as the U.S. dollar rebounding off its lows versus major currencies.

•

Within equity alternatives, Commodities posted another strong month with the S&P GSCI Commodities
Index returning 4.9% on the strength of oil, industrial metals, and agricultural prices. Precious Metals
and REITs both sold off at the beginning of the month (the antithesis of the reflationary trade) only to
partly recover the remainder of the month. Dow Jones REIT Index ended marginally down for the
month (-0.1%) while S&P GSCI Precious Metals finished down 2.1%.
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YOTO! (“You Only Trade Once”)

Source: istockphoto.com

To paraphrase Mark Twain, the sharp risk-on equity advance starting last November has a similar rhythm
to that of the 1999 Internet Bubble characterized by layperson day traders and Yahoo! Finance chat rooms.
Just replace E-Trade with Robinhood (a steroid version of discount brokerage offering commission-free
options trading and seemingly limitless margin borrowing) and Yahoo! Chat rooms with Reddit (Wall Street
Bets – an online group that has grown to over 7 million members from just 400,000), and you have a
market environment eerily similar to that of cab drivers bragging about their own private islands from all the
profits they made from day trading (pre-tax of course – many a sob story of day traders having to pay
short-term capital gains even after the Dot-Com collapse in 2000).
We are in a phase of the markets where the establishment country clubs of institutional trading are seeing
their gates threatened by hordes of retail traders fueled by a chum of cost-free trading, ‘big fat stimmy
checks,” and vocal support from notable technology executives egging them on through social media
blasts. We will not write about the particulars of this tug-of-war happening in the markets (see this SFW
video from Disrn’s Adam Ford although you will need to look up terms for YOLO, Diamond Hands, and
Tendies). Rather than this battle representing the future viability of a ‘left-for-dead’ mall retailer (of which
some sympathy should be placed towards management and employees caught in the middle of this tug-ofwar), the Reddit/hedge fund battle narrative has morphed into a grander ‘us-versus-them’ with a younger
generation of traders and tech executives trying to break down the country club doors of institutional
traders, bankers, and regulators.
This month’s tongue-in-cheek title refers to a once-in-a-generation moment of extreme market excess
(although some still argue we are nowhere near 1999-type euphoric sentiment). Obviously, retail traders
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can ‘trade’ multiple times, especially when such trading is ‘free’, but we do believe we are witnessing one
of those once-in-a-generation ‘perfect storm’ moments of easy financial conditions fueled by 1) central
bank quantitative easing and negative inflation-adjusted interest rates, 2) technology disintermediation from
trading apps to chat rooms whose member activity falls outside the purview of financial regulators, and 3)
investor disinterest of ‘fundamental valuations’, preferring the promises of tomorrow’s technology promises.
At least the financial plumbers (i.e. DTCC, OTC, SEC) are pushing back on the speculative fervor
characterized by a surge in call option trading volume to historic levels (Figure 1a and 1b) along with
frenzied demand for Special Purpose Acquisition Vehicles (Figure 2) that bring technology ventures to the
public markets, bypassing the initial public offering process. January also witnessed parabolic price action
of the most shorted stocks (Figure 3).

Figures 1a and 1b – Retail Call Option Trading Activity ‘To the Moon’

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

Page 4

Figure 2 – Appetite for SPACs Shows No Letting Up

Figure 3 – The Reddit Effect? The Most Shorted Stocks Go Parabolic
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However, the countermeasures to curb this speculative activity by our financial plumbers (regulators,
clearing firms) have merely limited the amount and volume that can be traded on margin in high short
interest stocks where the rate to borrow shares is extremely high rather than curb long-term appetites.
Ultimately, any platform that enables its users to trade on ‘margin’ needs to be sufficiently capitalized to
handle a certain level of leveraged transactions, especially if those levered positions are in illiquid, highly
volatile securities. And we may have reached that point towards the end of the month resulting in an
unusual spike in market volatility and churning.
What is interesting is the limits to which regulators can clamp down on group-driven trading activity of the
kind seen with Reddit community groups. Regulators can only crack down on ‘pump-and-dump’ schemes
egged on by the spread of fraudulent and material misinformation in an organized manner. As one
investor we correspond with put it: it’s a difference between banding together around a ‘belief’ (one can
argue there is a fundamental thesis for investing heavily in certain highly shorted securities) as opposed to
‘false information.’ In the end, retail investors have organized themselves to form a large enough trading
bloc to take advantage of the market structures that make short squeezes possible as long as such trading
is not rooted in fraud.
The remainder of the financial plumbing system seems unperturbed for now as evidenced by stable
overnight lending rates, muted currency volatility, and rangebound fixed income credit spreads. If the
tendies-fueled diamond hands were forced to unwind their positions resulting in a major bout of market
volatility, the broader capital markets are not indicating any systemic-type stress to the overall financial
system. Recall that it took a couple years (including 9/11) for the telecom debt issue market to blow up
following the 2000 collapse of the Internet Bubble.
We are unsure what the ultimate endgame of all this is, especially if the world is able to re-emerge from the
pandemic caves we’ve been living in over the past year. With overall short interest in the market having
reached near-historic lows (as we highlighted in our 2020 Year-End Market Commentary), the market
rockets ever higher with one less fuel source of investor demand. For now, the burden of proof remains on
the skeptic as extraordinarily accommodative monetary policy, a pandemic recovery and a future of clean
tech and technology disintermediation help cast aside any notions of ‘fundamental valuation.’
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Tail Risks: Bottleneck Watch and COVID-19 Mutations
We’ve been writing about one risk (albeit out-of-consensus) to the market narrative, which is the emerging
bottleneck risk we first wrote about since last August (see “Pig in the Python: the Growing Threat of
Inflation”, “The Coming Bottlenecks”, and “Transitory” as well as our prior Monthly Market Commentaries.
Well, it seems JPMorgan’s Marko Kolanovic (admittedly representing the non-consensus view within the
bank) has recently voiced similar concerns about structural bottlenecks that could curtail the scale of
pandemic recovery. Kolanovic has identified a “full blown energy crisis” as one tail risk facing 2021,
assuming the rate of underinvestment in conventional energy production continues as global economic
demand starts to recover from the pandemic. Calling it the “COVID-green risk,” Kolanovic writes,
“…it is a scenario of large energy and commodity crises that could happen as a result of underinvesting in
traditional energy infrastructure in the aftermath of the COVID-19 recovery, characterized by stronger
growth and inflationary pressures. Despite bubble-like capital allocations to green energy
technologies…the solar and wind shares of primary energy consumption in the US are only ~1% and 2.6%,
respectively…In a scenario of stronger post-COVID growth and inflationary pressures, energy needs could
result in significant supply-demand frictions. Given the low level of new investing in traditional energy, and
inability to quickly change the popular investment, ideological and geopolitical paradigms, it is possible that
a full-blown energy crisis of the western world could materialize with a potential to destabilize financial
markets, economies and more broadly societies."
And, throughout this month, we’ve seen more reports of tightening stocks and lower production across the
commodity complex (Figure 5) as well as capital underinvestment by conventional energy producers
(Figure 6) that point towards a not insignificant threat of inflation should the global economy continue its
recovery.

Figure 5 – Will Tightening Raw Material Stocks/Production Feed Its Way Into Higher
Prices?
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Figure 6 – Capital Underinvestment – Heading Towards the Next Energy Crisis?

Perhaps we don’t quite share Mr. Kolanovic’s dire implications from energy underinvestment (it’s amazing
what producers can do when faced with higher energy prices), but, whether rising shipping costs, input
prices, and potentially higher wages, inflationary pressures are building as evidenced by the rising breakeven rates between U.S. TIPs versus Nominal Treasuries and a steepening yield curve (10- vs 2-year yield
spread – Figure 7) that at least reflects a scenario where the Fed will see inflation sustainably higher than
its 2%-average targets (whether Fed officials actually want to achieve those targets remains to be seen
given the implications of having to shift from its accommodative stance on monetary policy). For now, the
Fed is committed to keeping rates near the 0% bound for the foreseeable future (i.e. later than 2023) and
sees any inflationary pressures as “transient” which was uttered multiple times by Fed Chair Jay Powell at
the press conference following the January meeting.

Figure 7 – Bond Market Pricing in ‘Mission Accomplished’ as Far as the Fed’s Inflation
Targeting Is Concerned

In the short term, the prospects of fiscal spending seem to be driving near-term price action across U.S.
markets. As of this writing, ten Republican senators have drafted a $600 billion COVID relief bill, far short
of the Democrats’ $1.9 trillion proposal, but containing many of the core elements of relief spending such
as stimulus checks, virus control measures, and vaccination rollouts. This could mean passing a relief
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package with enough congressional support without the Democrats having to resort to budget
reconciliation to push through a higher spending package.
(Un)surprisingly, market volatility is also being influenced by forces outside of Reddit, namely the COVID19 pandemic as the world races to vaccinate its population before a major outbreak of more aggressive
variants, that so far, seem to respond to the vaccinations but for how long? Edward Harrison who pens the
Credit Writedowns Newsletter recently presented a tail-risk scenario of the COVID-19 mutations running
ahead of our efforts to reach herd immunity through vaccinations. And it appears that European
governments are bungling the vaccine rollout, lagging behind the U.S. (Figure 8), and trying to cover up
their blunders (see 2/1 Eurointelligence blog post, “When In a Hole…” that may sow the seeds for a double
dip recession and another populist wave in this year’s elections.

Figure 8 – Europe Digging Itself into a Hole on Vaccinations

Although we may still prevail over the virus with our vaccination efforts, it is still a race against the clock
and ending up in a situation where the virus will remain with us requiring year-round vaccinations.

January 2021 Market Review
Following a strong finish to round out 2020, global equity markets continued their sharp advance
throughout most of January as post-pandemic reflationary optimism pervaded investor risk appetite, onnly
to pull back sharply at the end of January due to ‘technical’ selling pressures brought on by trade battles
between institutional hedge funds and retail investors.
After having advanced just over 3% through the third week of January, global stocks (MSCI All-Country
World Index) finished down 0.5% for the month. Once again, MSCI Emerging Markets (primarily pan-Asian
markets) and MSCI Pacific ex Japan led major regions returning 3.5% and 3.1% for the month followed by
MSCI Japan (-1.0%), S&P 500 (-1.0%), and MSCI Europe (-1.4%) (Figure 9).
The Asia-Pacific region had rallied as high as 10% before sharply pulling back at the end of January
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following reports of the People’s Bank of China (PBOC) withdrawing liquidity and tightening credit as a
means to ‘stabilize’ its financial system from excess speculation. Overnight bank lending rates had sharply
risen to pre-pandemic levels before settling down following an end-of-month capital injection by the PBOC.

Figure 9 – Emerging Markets and Pan Asia Lead Major Markets While Europe Lags

U.S. small caps continued their strong run from the prior quarter with the S&P 600 Index returning 6.3%
versus -1.0% for the S&P 500. S&P Pure Value returned 2.5%, outperforming S&P Pure Growth which
dropped -0.6%. Growth and Value oscillated back-and-forth, a reflection of the tensions between risk-on
reflation and risk-off COVID-induced slowdowns (Figure 10).

Figure 10 – U.S. Small Cap and Value Edge Out Large Caps and Growth

Energy was the top performing sector in January benefitting from rising oil prices. Healthcare, Real Estate
and Consumer Discretionary were the only positive returning sectors. Consumer Staples, Industrials, and
Materials were the bottom performing sectors (Figure 11).
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Figure 11 – Energy Outperformed on the Heels of Rising Oil Prices

Among risk factors, ‘Momentum’ was the only factor (Figure 12) to generate a positive return (+1.7%) for
the month partly driven by strong 4Q earnings releases from consumer technology companies, although
the factor return had been as high as 6% before pulling back at the end of the month.

Figure 12 – Momentum the Only Positive Returning Factor in January

Investment grade fixed income posted a moderate loss for the month (Figure 13) as interest rates rose in
reaction to the Democratic Party gaining control of the Senate following the Georgia Senate run-off. The
Bloomberg/Barclays US Aggregate Bond Index dropped 0.7% as investment grade credit spreads widened
for the first time since the November election market and non-U.S. fixed income. However, U.S. high yield
continued to enjoy moderate gains as high yield spreads broke through 3% for the first time since the
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pandemic before rising slightly through the end of the month. The Bloomberg Barclays US High Yield
Index returned 0.3%.

Figure 13 – US High Yield Outperforms Other Fixed Income Sectors

Despite the moderate loss in fixed income, investment grade spreads continue to narrow as investors seek
higher yields (and after-tax income in the case of municipal bonds). Figure 14 displays lower investment
grade and high yield corporate spreads which remain at pre-pandemic narrow levels. Figure 15 displays
the option-adjusted spread of agency mortgage-backed bonds which have also reached pre-pandemic
narrow levels. Even taxable municipal bond spreads have narrowed to pre-pandemic levels (Figure 16)
despite expectations that the Biden Administration will attempt to roll back the prefunding restrictions
placed on municipalities as part of the 2017 tax legislation. Taxable and tax-exempt municipal bonds have
rallied this month over prospects of state and local aid as part of a federal pandemic relief package.

Figure 14 – Lower Investment Grade and High Yield Spreads Remain Near Their PrePandemic Narrow Levels
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Figure 15 – Mortgage-Backed Option-Adjusted Spreads Narrow to Pre-Pandemic Levels

Source: Bloomberg

Figure 16 – Taxable Municipal Bond Spreads Narrow to Pre-Pandemic Levels

Source: Bloomberg

Within equity alternatives, Commodities post another strong month with the S&P GSCI Commodities Index
returning 4.9% on the strength of oil, industrial metals, and agricultural prices. Precious Metals and REITs
both sold off at the beginning of the month (the antithesis of the reflationary trade) only to partly recover the
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remainder of the month. Dow Jones REIT Index ended marginally down for the month (-0.1%) while S&P
GSCI Precious Metals finished down 2.1% (Figure 18).
After trading between $30 to $40/barrel for the last several months, oil prices (3-month futures) broke
through key resistant levels ending at $45/month even though there are growing signs of disagreement
among OPEC+ nations on how long to cap production in the face of rising energy demand (Figure 19).

Figure 17 – Commodities Continue Their Rally While Precious Metals Lag

Figure 18 – Oil Prices Surpass $50/Barrel

Disclosure:
The above is the opinion of the author and should not be relied upon as investment advice or a forecast of
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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, 2021 and are subject to change as influencing factors
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 (pending final revisions) which is available upon
request by calling (860) 291-1998, option 2 or emailing sales@3dadvisor.com or visiting 3D’s website at
www.3dadvisor.com.
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