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Navigating the 2022 Q1 Triple Threat

The first quarter of 2022 will go down as an eventful and frustrating one for most investors.  Outside of the commodity markets, which 

had tremendous performance across energy, metals, and agricultural products, there were very few places to take shelter from the 

storms that engulfed the globe. Equity indices were colored red across the board, with all major global equity markets down meaningfully 

aside from a few exceptions, such as the Brazilian Bovespa (+37%) and the Mexican Bolsa (+8%). The fixed income landscape was no 

different, as fixed income prices repriced meaningfully lower due to continued high inflation numbers across both developed and 

emerging markets, and central bank’s removal of accommodation via both rate rises and reduction in quantitative easing. In fact, the 

broadest US fixed income index, the Bloomberg Aggregate Index, is in the midst of its worst drawdown (-15%) since its inception several 

decades ago.

Turning Market Challenges into Opportunities

As the Chinese general and philosopher Sun Tzu said, “In the midst of chaos, there is also opportunity.”  At YieldX, we believe that quote 

appropriately sums up the current situation in fixed income. One year ago, the yield on the US two-year note was 15 basis points, and after 

one federal reserve hike and a hawkish turn by the central bank, the two-year note yield is now 2.40%. Inflation, as measured by CPI, has 

risen to 7.9%, and markets have repriced to reflect the chances of the Federal Reserve taking rates into restrictive territory and above the 

neutral rate (2.50%). In fact, the peak of the forward fed funds overnight rate curve is now greater than 3% by the third quarter of 2023.

The triple threat in the first quarter—continued Covid lockdowns in China, the Russia invasion of Ukraine, and global central bank 

tightenings—created a volatile and challenging environment, and risk premiums across asset classes rose accordingly.  The chart below 

shows the pervasive nature of the drawdowns. Not one sector of the US fixed income market registered positive returns, as yields and 

spreads both rose and floating rate and fixed rate sub sectors underperformed cash.
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We think the flattening of the US yield curve (which is now inverted from 2 years to 30 years), the meaningful rise in energy prices, and the 

spread between Conference Board’s Present Conditions and Future Expectations (typically an accurate economic slowdown signal; see 

chart below with last four recessions circled) all point toward a meaningful future economic deceleration. Will the Fed be able to take the 

fed funds rate as high as the market has it priced? We don’t know the answer to that, but one can take advantage of current pricing and 

start earning 3% NOW by using our optimization tools and constructing 1.5-year duration with investment grade corporate bonds!  If the 

economy slows or the Federal Reserve creates a hard landing as they raise rates, they won’t be able to get the overnight rate to 3%. That’s 

why we believe constructing short duration, high grade corporate portfolios that earn well above the current rate and as much as what’s 

priced for the peak in yields next year merits a closer look.
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Investment advisory services are offered through YieldX Advisers, LLC, an affiliate of YieldX, Inc. Yield Advisers, LLC is an investment 

adviser registered with the Securities and Exchange Commission (SEC).  Registration of an investment adviser does not imply any 

specific level of skill or training and does not constitute an endorsement of the firm by the Commission.  YieldX Advisers, LLC only 

transacts business in states in which it is properly registered or is excluded or exempted from registration.  A copy of YieldX Advisers, 

LLC's current written disclosure brochure filed with the SEC which discusses among other things, YieldX Advisers, LLC 's business 

practices, services and fees, is available through the SEC's website at: www.adviserinfo.sec.gov.


 


Please note, the information provided herein is for informational purposes only and investors should determine for themselves whether 

a particular service or product is suitable for their investment needs. Please refer to the disclosure and offering documents for further 

information concerning specific products or services.


 


All investment strategies have the potential for profit or loss; changes in investment strategies, contributions or withdrawals may 

materially alter the performance and results of a portfolio. Different types of investments involve varying degrees of risk, and there can 

be no assurance that any specific investment will be suitable or profitable for a client's investment portfolio. Past performance is not a 

guarantee of future results. There is no guarantee that investment objectives or targets will be achieved.


 


This document may contain forward-looking statements relating to the objectives, opportunities, and the future performance of the 

U.S. market generally. Forward-looking statements may be identified by the use of such words as; “believe,” “expect,” “anticipate,” 

“should,” “planned,” “estimated,” “potential” and other similar terms. Examples of forward-looking statements include, but are not 

limited to, estimates with respect to financial condition, results of operations, and success or lack of success of any particular 

investment strategy. All are subject to various factors, including, but not limited to general and local economic conditions, changing 

levels of competition within certain industries and markets, changes in interest rates, changes in legislation or regulation, and other 

economic, competitive, governmental, regulatory and technological factors affecting a portfolio's operations that could cause actual 

results to differ materially from projected results. Such statements are forward-looking in nature and involve a number of known and 

unknown risks, uncertainties and other factors, and accordingly, actual results may differ materially from those reflected or 

contemplated in such forward-looking statements. Prospective investors are cautioned not to place undue reliance on any forward-

looking statements or examples. None of YieldX Advisers, LLC or any of its affiliates or principals nor any other individual or entity 

assumes any obligation to update any forward-looking statements as a result of new information, subsequent events or any other 

circumstances. All statements made herein speak only as of the date that they were made.


 


Certain information herein has been obtained from third party sources and, although believed to be reliable, has not been 

independently verified and its accuracy or completeness cannot be guaranteed. No representation is made with respect to the 

accuracy, completeness or timeliness of this document. 
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