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After a strong and active start to the year, which pushed
US stock indexes to record highs, equities succumbed to
profit-taking towards month-end. Initially, the global
roll out of vaccinations, and the promise of further fiscal
and monetary stimulus, outweighed shortterm con-
cerns about virus-driven restrictions and potential vac-
cine shortages. Prospects for a speedier economic recov-
ery increased after the Democratic sweep of Georgia’s
Senate run-off elections, thanks to expectations of in-
creased stimulus. Then, in a rarely seen technical equity
market phenomenon, a cohort of small, heavily shorted,
stocks rallied strongly driven by coordinated buying
from a mass of retail investors, largely through lever-
aged purchases employing call options. This led to
broad-based short squeezes (where short-sellers were
forced to rapidly buy back borrowed shares), and a
knock-on reduction in equity risk-appetite. Overall in
January, US large capitalization equity indexes declined
fractionally (S&P 500 -1.0%), while small-cap stocks ex-
hibited solid outperformance (Russell 2000 +5.0%).
Overseas investors also treaded cautiously, as seen by
the MSCI EAFE index which retraced -1.1%. The Euro
Stoxx 600 index declined -0.7%, with performance more
closely linked to the trajectory of the pandemic, due to
the higher cyclicality in underlying businesses. Also
denting sentiment was political turbulence in Italy that
led to the resignation of Prime Minister Conte. Asian
stocks bucked the trend, rising modestly in Shanghai
(+0.3%) and Tokyo (+0.8%). Emerging market equities
performed solidly, ending January up +3.0%, aided by

strong Asian regional economic growth.

Increased expectations of government spending put
upward pressure on long-dated US Treasury yields dur-
ing the first half of January, but as risk-assets sold off,

bonds regained some of their losses. The 10-year US
Jreasury note ended the month with a yield of 1.06%,

5.0% \

-1.0% -1.1% 0.7%
S&P 500 Russell 2000 MSCI EAFE Barclays U.S.
M January Aggregate

up from 0.92% at year-end. In this context, the Bloom-
berg Barclays US Aggregate index declined —0.7%. How-
ever, high-yielding junk bonds rose +0.4%.

Commodity prices continued to surge in January, on
hopes of a return to economic normality in 2021, led by
energy +10% (as Saudi Arabia unexpectedly announced
a unilateral cut in output), while non-energy rose +4%.
WTTI crude oil increased +7.6%, and gold fell -2.7%.

Commodity equities managed a small +0.4% gain.
GEOPOLITICS

January was a unique month in US politics. The first
week of the year was dominated by the contentious
Georgia Senate runoff elections, which resulted in Dem-
ocratic control and, in turn, the majority in Congress as
a whole. Soon after, Congress ratified President-elect
Biden’s electoral college victory, an effort that a pro-
Trump mob sought to thwart by storming the US Capi-
tol building. Upon entering office, President Biden pro-
posed a pandemic relief package with $1.9 trillion,
which was subsequently ratified. He also signed over
forty executive actions, involving health care, the envi-
ronment, social and racial justice, the economy, Covid-
19, census, and immigration. President Biden also
moved to build out his administration with a focus on

experience as well as diversity, details of which can be

found at: https://n.pr/3tnStXy

On the coronavirus front, global daily new cases exhibit-

ed a downward trend, though still remained at elevated

absolute levels. New and more infectious virus strains
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first discovered in the UK, South Africa and Brazil have
exacerbated the challenge for policymakers. Vaccine
production and distribution initially fell behind sched-
ule, but are now gaining traction. The UK has provided
the first dose to 14.4% of its population; in the US this
figure is 8.2%, with the EU trailing at 2.3%. There was
also positive news from the Novavax and Johnson &
Johnson vaccine trials, particularly in relation to pre-

venting severe cases and hospitalizations.
UNITED STATES

Recent data shows a mixed picture of the US economy.
January’s purchasing managers’ indices continued to
point to expanding economic activity, with both the
manufacturing and services index reading a strong 58.7.
Housing remains another area of strength, with con-
struction starts rising in December at the fastest pace
since 2006. As a result, property values increased

+9.1% year-over-year, the largest rise since 2014.

The pandemic continues to pressure employment. De-
cember was the first month since April that the US
economy shed workers and last month there were a
mere 49,000 new jobs added. The unemployment rate
dropped to 6.3% from 6.7% reflecting the Labor De-
partment’s annual update to population estimates.
There are still 9.9 million fewer employed than last
February. While consumer confidence has stabilized it
is unsurprisingly still significantly below year-ago lev-

els, but poised to rise as the country reopens.

The Democrat-controlled congress will usher higher
than previously forecast US economic growth in the

coming year, thanks to the Biden administration’s $1.9
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