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To correct or not to correct, that is the question 

Equities have pulled back in January around 5% during 7 trading days only to be followed by 
a stronger rise in February to new record levels. Buying the dip is still the winning strategy. 
However, we are back to the extremely overbought area. Same situation is present in the oil 
future market – both WTI futures and Brent trade in the overbought area. Both markets are 
priced in the re-opening economy.  

In global government bond markets we see significantly higher yields and lower bond prices 
as these markets are as well pricing in a recovery and higher expected inflation. Fed chair 
Powel confirmed that they will not raise rates until we see inflation above 2% and full US 
employment, what has to put more pressure on US treasury prices.  

Meanwhile soft economic indicators continue to indicate an acceleration of growth during 
2021. Dr. cooper has risen to a new year high after a minor setback.  

 

Fig. 1: S&P 500 back in the overbought area 

 



 

 

Fig. 2: WTI and Brent futures prices are both in the overbought territory 

 

 

Meanwhile we see a further spread tightening in the corporate bond markets. 

 

Fig. 3: Corporate bonds’ spreads have further tightened 

 

 



 

 

Fig. 4: 10-year Treasury yields have risen above 1.1% 

 

 

Fig. 5: Dr. Cooper point to an acceleration of growth in 2021 

 

 

 



 

 

Fig. 6: The total amount of negative yielding debt has significantly decreased in 2021 

 

 

The positive growth outlook is well visible in the total amount of negative yielding debt. From 
USD 18.4 trillion we went down to USD 15.8 trillion. Goldman Sachs has again increased their 
US GDP growth forecast to 6.8% for 2021, which would be around 4% above the potential 
growth rate for the US. This view is supported by the expected next US fiscal stimulus package. 
of max. USD 1.9 trillion. Recent signals from the senate indicate that we get closer to the 
proposed USD 1.9 trillion, which took the market by surprise, as initially a package bellow USD 
1.0 trillion was expected to pass through the parliaments.  

The expected equity sector rotation has happened: for instance, the Russel 2000 has 
significantly outperformed the Nasdaq and the broad US market. Needless to say, that US 
small caps also trade at frothy prices. Asian equity markets have risen around 15% since the 
beginning of the year. A pullback is overdue, but it can well be that this liquidity driven rally 
will further go up before we correct. Over that last trading sessions any weakness was so far 
used to buy the dip. Mid-term we believe that the recovery will support corporate bond and 
equity markets, but the technical situation will normalize over the coming weeks.  
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