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GLOBAL ECONOMY 

J.P. Morgan Global All-Industry PMI: Controlled descent in the new year – The latest round of 
business surveys highlights a modest slowing in economic momentum at the start of the year. 
The limited deceleration is both a consistent signal of the building drags from the second wave 
of the pandemic and an encouraging sign that activity is not breaking down more sharply. The 
J.P. Morgan global all-industry PMI dipped another 0.4-point in January, down a full point 
since October. After an average 4Q reading of 53.0 that is consistent with 3% annualized global 
GDP growth, the global all-industry PMI at the start of the year points to only a modest slowing 
in growth to 2.7%ar in the current quarter. While this is 1.5%-point stronger than our official 
1Q21 outlook of 1.2%ar, the PMIs have been more of a momentum indicator since the start of the 
pandemic than a guide to the actual pace of growth—owing to the survey’s inability to track 
large swings in activity. In this regard, the modest dip in the PMIs through the second wave is a 
welcome sign of resilience. (Source: J.P.Morgan) 

A mostly modest second wave drag – In the face of the second wave of the pandemic, the J.P. 
Morgan all-industry output PMI edged 0.4 points lower to a still-solid 52.3 in January. This 
marked the third consecutive monthly decline as both manufacturing and services lost some 
momentum, but the cumulative fall since October has only been 1 point—suggesting much 
greater resilience to lockdowns and declining mobility than during the first wave. Despite our 
view that the service sector is bearing the brunt of these factors, global manufacturing and 
services output PMIs both have declined 1.3 points from their autumn peaks. However, these 
figures obscure notable variation across economies, particularly in services. For example, since 
last summer the US services PMI has steadily improved (as has the ISM non-manufacturing 
index, which like the PMI surprised higher last month), whereas Japan is up marginally while 
the Euro area and the UK both have trended lower. These gaps mirror our 1Q GDP forecasts for 
further expansion in the US but modest contractions in the rest of the G-4. (Source: 
J.P.Morgan) 

Eurozone GDP: what a difference a wave makes – GDP fell by just -0.7% in 4Q 2020 despite 
significant lockdown measures in place. But with lockdowns extended well into 1Q, another 
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technical recession is in the making. First of all, restrictive measures have been adapted and 
have become milder compared to the first wave. Think of countries like France and Spain, for 
example, where industry and construction have remained largely open over the course of the 
quarter. This has had a very positive effect on GDP, especially because demand for goods and 
construction has remained strong despite lockdowns in place. Mobility, the movement of 
people which was largely correlated to GDP growth in the first wave, was also stronger in the 
fourth quarter than during the first wave, which also supported economic activity. What also 
helps is that the rest of the world is still open. Compared to the first wave, when supply chain 
problems and lockdowns globally caused a huge drop in external demand, the second wave is 
quite different. Outside of the Eurozone, most economies have remained largely open and 4Q 
benefited from strong demand from countries like China, and from a stockpiling effect in the 
UK ahead of the end of the transition period. That has resulted in rather favourable monthly 
export figures and boosted industrial production. This leads to the conclusion that while quite 
a few service sectors have seen output plummet over the course of the quarter, a strong 
manufacturing contribution has limited the overall GDP decline. As lockdowns have been 
extended into 1Q, it is likely that another quarter of falling GDP will follow. (Source: ING) 

Euro Macro: Eurozone Q4 GDP contracts modestly amid large country variation – Eurostat 
published the first estimate of eurozone 2020Q4 GDP. It showed that GDP contracted by 0.7% 
qoq, following a 12.4% expansion in Q3. The outcome marks a less severe contraction than 
expected by consensus and our own forecast. The outcomes per individual member state vary 
widely, ranging from -4.3% qoq for Austria, -2.0% for Italy and -1.3% for France to + 0.1% for 
Germany, +0.2% for Belgium and +0.4% for both Spain and Portugal. These differences largely 
reflect the timing as well as the stringency of the lockdown measures to limit the spreading of 
the COVID-19 virus. For instance, lockdown measures were less stringent in Germany than in 
France for much of Q4, but were stepped up significantly in Germany around mid-December 
and have been more stringent than in France since then. Austria, which staged the sharpest 
drop in GDP in Q4 has stepped up lockdown measures sharply as from mid-October onward and 
has made them even more stringent than during the first wave of the pandemic in 2020H1. 
Also, Spain’s statistical bureau INE mentions that the Q4 GDP number is surrounded by an 
unusually large degree of uncertainty, as it is based on hard economic data until November. 
Spain’s December data had to be estimated based on surveys and other forms of data collection, 
while lockdown measures were stepped up in the final weeks of December, which made these 
alternative forms of data collection more complicated. Therefore, the data could be subject to 
unusually large revisions, according to INE. Besides the distortions thanks to lockdowns 
during Q4, some countries still reported distortions due to the lockdowns and re-openings 
during Q1-Q3. For instance, Frances’s statistical bureau INSEE mentions that total fixed 
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investment expanded by 2.4% qoq in Q4, but that this was thanks to a rebound in investment in 
the market services sector (+7.1%), driven in particular by a remarkably high number of 
property transactions, probably due to a catch-up effect from previous quarters. In contrast, 
investment in France’s manufacturing sector contracted by 1.1% in Q4. Looking forward, we 
expect another contraction in GDP in 2021Q1, as lockdown measures have either remained 
unchanged or have become more stringent than those in 2020Q4 in all the big eurozone 
countries, while we have assumed that no serious unwinding of these measures can be 
expected during the remainder of Q1. We have pencilled in a 1.5% qoq decline in GDP in 2021Q1, 
but the risks to this estimate seem tilted to the downside. (Source: ABN Amro) 

Eurozone inflation: It’s back… – Eurozone inflation shoots up to 0.9% while core inflation 
increases to a whopping 1.4%, all thanks to temporary factors. And that's exactly why the ECB 
shouldn't be alarmed. The increase in Eurozone inflation from -0.3 to 0.9% was due to a variety 
of factors. Think German VAT increase, delayed winter sales that are usually in January. As 
they are delayed, prices are measured against last year’s discounts, increasing the rate. This 
effect will be reversed once the sales do occur. This boosted core inflation from 0.2 to 1.4%. 
Besides that, energy inflation increased on the back of a strong base effect from -6.9 to -4.1%. So 
temporary factors are pushing up inflation at the moment, and there is more to come. Expect 
prices for product categories impacted by social distancing measures to return to normal levels 
when the economy reopens - think package holidays, accommodation and transport. When 
that will happen ultimately depends on the development of the virus and the pace of 
vaccination, but once it does occur it is set to push up inflation even further. Even with more 
temporary factors set to drive up inflation over the course of 2021, medium-term price 
pressures are set to remain weak thanks to the recessionary forces at play. This means that the 
ECB shouldn’t be too alarmed about passing jumps in price levels. With wage growth 
weakening and unemployment expected to increase in 2021, sustainable moves towards target 
remain a while away. (Source: ING) 

Eurozone unemployment remains stable despite the second wave – The December 
unemployment rate was stable at 8.3%, indicating that the impact of the second wave of the 
pandemic on the labour market remains limited. However, youth unemployment has suffered 
a bit. Eurozone unemployment hasn't been massively impacted by the second wave of the 
pandemic. In September, the unemployment rate was 8.6% while in December, it was 8.3%. 
The economic impact of the second wave has in general been milder than expected, with many 
countries still posting positive growth rates despite sectoral shutdowns happening over the 
quarter. The sectoral impact can be seen indirectly in the unemployment figures though youth 
unemployment has been increasing again and is approaching first wave levels at 18.5%. This 
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relates to more flexible contracts and an uneven amount of young people working in sectors 
disproportionately impacted by the pandemic like hospitality and non-essential retail. The 
modest impact of the second wave on the labour market so far means that the outlook for 
domestic demand once the economy reopens remains positive. With incomes maintained and 
savings increasing substantially, a quick recovery in consumption is still on the table. We saw 
this in the first wave for consumption of goods and this could happen for services as well once 
vaccinations take hold and fear of the virus retreats. Having said that, lockdown extensions 
increase the risk of higher unemployment through layoffs, but also through bankruptcies. We 
remain concerned about lagged effects when support schemes end. Furlough schemes have 
been extended well into the year for most countries already, providing relief for the H1 
outlook, but the question is what impact an increase of bankruptcies will have. For now, the 
picture looks strong, but increases in unemployment on the back of fading support remains 
our base case scenario. (Source: ING) 

Germany's stricter lockdown sinks retail sales in December – The Federal Statistics Office 
said retail sales fell by 9.6% on the month in real terms. This undershot a Reuters forecast for a 
drop of 2.6% and marked the steepest monthly drop since 1994, the office said. On the year, 
retail sales rose 1.5% in real terms. For 2020 as a whole, retail sales jumped by 3.9% on the year 
in real terms, the office said, slightly below a previous estimate of 4.1% but still marked the 
highest annual increase on record. The Ifo economic institute said that the number of workers 
on reduced hours as part of the 'Kurzarbeit' job protection scheme rose by almost 20% to 2.6 
million in January. Germany's uneven lockdown has created a two-speed economy in which 
export-oriented manufacturers are doing well while domestically driven services are suffering. 
(Source: Reuters) 

German factory orders weaken in December – The latest German factory orders data showed 
the year ended on a weaker note, with the December reading down 1.9% m/m, worse than 
expectations for a 1.0% drop and compared with the prior 2.7% increase revised from prior 
2.3%. Data a partial correction of strong order book in recent months. Orders are still 2.6% 
higher than pre-Covid levels in February, and orders 6.4% higher than at the end of 2019. 
Breakdown of the data saw a 0.9% drop in domestic orders and international orders fell by 
2.6%. Incoming orders from the Eurozone were 7.5% lower and orders from the rest of the 
world increased 0.5%. In terms of manufacturing goods, intermediate rose 0.8% from prior 
month; there was a 4.6% fall in capital goods; and consumer goods segment rose 6.4%. Note, 
German manufacturing has been one of bright spots during the second wave of coronavirus, as 
firms adapted to new conditions. (Source: Erste) 
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PMIs: Conditions in CEE manufacturing industry – Despite the worsening of the pandemic in 
the euro area and few CEE countries in the first month of this year, manufacturing seems to be 
unscratched and benefits from better global prospect. PMIs in manufacturing for January 
published on Monday for Czechia, Hungary and Poland point to the expansion of output. PMIs 
even inched up in Hungary (to 54.9p from 51.6p) and Poland (to 51.9p from 51.7p) while in 
Czechia remained unchanged at very strong level (57p). Start of the vaccination in the EU and 
improved global economic outlook had a positive impact on sentiment in CEE manufacturing 
sector. (Source: Erste) 

Poland: NBP On Hold, Maintains Readiness to Use Bond Purchases and FX Interventions – 
Bottom Line: In line with expectations, the NBP left its key policy rate on hold at +0.10%. There 
were no major changes to official communication, with the Council reiterating its relatively 
dovish stance, and its readiness to use bond purchases and FX interventions to provide further 
accommodation. Notwithstanding these comments, bond purchases were modest through 
2020H2 and the Zloty has strengthened noticeably this week. NBP Governor Glapinski 
suggested last month that there was scope for further rate cuts, but subsequent 
communication appears to set a high bar for a change in rates in either direction. We continue 
to expect a prolonged period of rate stability in Poland and for the NBP to delay any tightening 
until after the completion of the MPC’s current term (ending in early 2022), with risks skewed 
towards rate cuts in the near term. (Source: Goldman Sachs) 

Poland: NBP doesn't blink, leaves rates and communication unchanged – The National Bank 
of Poland left monetary policy and the wording of its statement unchanged today despite the 
recent sharp appreciation of the zloty. We still expect the NBP to be active in the FX market in 
1Q21, but its FX intervention may be more opportunistic than we previously anticipated. The 
central bank may allow the PLN to strengthen during risk-on trading sessions and then step in 
during quieter times to prevent its balance sheet inflating too aggressively. We maintain our 
call for stable rates in 2021. (Source: Societe Generale) 

Russia: Stronger-than-expected 2020 Annual Growth – Russia annual GDP growth in 2020 
decreased           by -3.1%yoy, surprising both our (-3.6%yoy) and consensus (-3.7%yoy) 
expectations to the upside. Final consumption decreased by -5.2%yoy and household 
consumption dropped by -8.6%yoy, broadly in line with what we expected. Government 
consumption increased by +4.0% and double the rate we had expected. Gross capital formation 
decreased by -4.2%yoy and half as much as we had expected due to less of an inventory 
drawdown. Exports contracted at -5.1%yoy, primarily due to the production caps agreed with 
OPEC+. Meanwhile, imports shrank by 13.7%yoy. Looking ahead, as the COVID-19 lockdown 
measures start to be relaxed throughout Q1, we expect economic growth to moderately 
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improve in 2021Q1 and then accelerate from 2021Q2 onwards. In 2021, we continue to expect 
growth to surprise consensus and policymakers on the positive side, and we forecast growth of 
5.0%yoy vs consensus expectations of 3.1%yoy. The main difference between our forecast and 
that of the CBR, which sees growth at 3.0-4.0%yoy, is that we factor in a much stronger export 
expansion based on the forecasts of our commodity team, which expects oil production to 
reach pre-COVID levels in 2021H2. (Source: Goldman Sachs) 

Russia macro: inflation jumps to 5.2%, peak expected next month – Inflation rose to 5.2% yoy 
in January vs. 4.9% in the previous month – the highest increase in inflation since April 2019, 
after the VAT increase from 18 to 20%. Core inflation deteriorated, but still increased from 4.2% 
yoy to 4.5% yoy, and remaining closer to the CBR’s target overall. The increase, driven mainly 
by food-related volatility, was above our expectations, with food inflation rising from 6.6% yoy 
to 7.7% yoy. We keep our view that the underlying driver, the increase in fresh products (fruit 
and vegetables up 16.3% yoy, +4.5% on a monthly basis), is temporary. The services and non-
food inflation moved at a much milder pace, with services increasing at 0.4% mom (2.7% yoy); 
while non-food inflation stood at 0.5% mom (4.8% yoy, up from 4.5% yoy). Traditionally, 
January is a month that sees high monthly inflation prints, as a result of the indexation of 
administrative tariffs at the beginning of the year. This time, we also had high inflation values 
in the last two months of 2020E. While, in February, we are likely to see a decline in the 
monthly pace of growth, we still see inflation moving gradually towards the 4% CBR target 
after March. However, the increase in the inflation base effect will remain with us for a year. 
Going forward, we increase our inflation estimate (aop) to 3.8% for 2021E. (Source: 
Wood&Company) 

CENTRAL BANKS 

Fed's Kashkari says need to keep up support for economy – The Fed and Congress have 
responded more to the COVID-19 crisis than they did in the last crisis, Minneapolis Fed’s Neel 
Kashkari said, and they need to do still more to return the economy faster to its pre-crisis 
footing. "The key now is for the Fed to keep our foot on the monetary policy gas until we really 
have achieved maximum employment as we call it," he said. "And I think it's going to be 
important for Congress to continue to be aggressive supporting people who have been laid off, 
supporting small businesses until we really get the pandemic behind us and restore the 
economy." Kashkari added that the Fed is still far from even thinking about making 
adjustments to its balance sheet policy. Separately, the U.S. economy will grow 4.6% in 2021 
after contracting 3.5% in 2020, the Congressional Budget Office said. (Source: Reuters) 
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CZECH REPUBLIC 

Supply chain disruptions mounting – The Czech manufacturing PMI stagnated at a solid 57 
points, while the market expected some slowdown towards 55.5. Firms in the survey reported 
an increase in production and new orders, and optimism about future production increased. 
On the other hand, delivery times deteriorated significantly, being the worst since April 2020. 
This caused an increase in input prices, which rose at the fastest rate since March 2017. 
Companies either did not pass these through to clients, or did so only partially, but output 
price inflation was still the second fastest since the end of 2019. All in all, this was a positive 
figure but problems in supply chains are mounting and the biggest Czech automaker 
announced a temporary partial shutdown last week. As such, this should weaken production 
somewhat in the weeks ahead and slow the ongoing recovery. Also, delayed supply deliveries 
are pushing the PMI higher as the methodology considers this to be an increase in demand. 
This means, that the situation in industry is less rosy than the PMI indicator itself suggests, 
though it remains solid so far given the pandemic situation. (Source: ING) 

Czech economy grew in 4Q20 – According to the preliminary estimate of the Czech Statistical 
Office, GDP growth came in at 0.3% q/q and -5.0% y/y in 4Q20. In 2020 the Czech economy fell 
by 5.6%. The figures are significantly above expectations, as a decline in the q/q terms was 
expected for 4Q, due to several strict restrictive government measures negatively affecting 
domestic demand. Within the flash estimate, the Czech Statistical Office does not release data 
of GDP components. We expect households consumption and fixed investment to contribute 
negatively to GDP growth, mainly as a result of restrictive measures and high uncertainty 
associated with the pandemic. However, favorable development in foreign demand 
outweighed the (likely) slump in domestic demand. Moreover, lower domestic demand 
probably affected the volume of imports in 4Q, as approx. 40% of households consumption and 
50% of fixed investment are imported in the Czech economy. We expect the Czech economy to 
arrive at 3.9% this year. Although mainly the domestic demand will remain subdued in 1Q21, 
the economic activity is expected to pick up gradually from the second quarter. The favorable 
development of the economy will continue also in 2022 and 2023, as we expect GDP growth to 
reach 5.7% and 4.8%, respectively. We expect the CNB to increase interest rates in the second 
half of this year. We still see the November meeting as the most likely scenario. However, the 
risk is tilted towards an earlier hike (e.g. the August meeting). In this respect, the situation 
around the pandemic and overall uncertainty in the economy will be key factors for the timing 
of the first hike. We expect the CNB to wait till May in a wait-and-see mode and then 
communicate its stance. Today’s data increases a probability that the CNB will hike in 3Q21 if 



 

8 | P a g e  

Prague Finance Institute, z.s. 
www.praguefi.com 

DELIVERING  
KNOWLEDGE  

THAT MATTERS 

the pandemic fades away after the vaccination. Moreover, today’s figures should support the 
koruna for this reason. (Source: Erste) 

CNB on Hold, Inflation Forecast Revised Lower, But No Change in Implied Rate Path – The 
Czech National Bank (CNB) kept its policy rate unchanged at +0.25%, in line with our and 
consensus expectations. The decision was unanimous and the Board’s communication was 
broadly unchanged. The CNB also published a summary of the staff’s revised forecasts: GDP 
growth for 2021 was revised higher (from +1.7%yoy to +2.2%yoy; Exhibit 1), headline inflation 
for 2021 was revised lower (from +2.3%yoy to 2.0%yoy; Exhibit 2), and the interest rate forecast 
was left broadly unchanged (Exhibit 3). The revised rate forecast continues to imply that the 
CNB will begin to raise rates by the middle of this year and by a total of 2-3 times by year-end. 
However, in the press conference following the decision, Governor Rusnok repeated his 
previous comment that rate hikes may come later than implied by the forecast and that the 
risks remained skewed towards a longer pandemic. Relative to our expectations, the revised 
rate forecasts are surprisingly hawkish (we had argued that the combination of weaker-than-
expected inflation and a stronger-than-expected Koruna exchange rate would lead the CNB to 
lower its rate path for 2021). Looking ahead, we continue to expect that the combination of 
weak inflation and currency strength will lead the CNB to leave rates unchanged this year, but 
we recognise that the CNB’s hawkish rhetoric skews the risks to our forecast to the upside. 
(Source: Goldman Sachs) 

Czech Republic: Strong retail sales in December – Retail sales (excluding cars) increased by a 
strong 8.3% month-on-month in December, as retailers were allowed to open again following a 
lockdown at the end of October. From a year-on-year perspective, sales increased by 3.7% from 
a 6% fall in November, above market expectations. For the whole of 2020, sales fell just slightly 
by 0.6% YoY. (Source: ING) 

Raiffeisen Int.: signs agreement on Czech Equa bank acquisition – RBI has signed an 
agreement on the acquisition of 100% of Equa bank from AnaCap Financial Partners. The 
transaction is subject to pending and relevant regulatory approvals. The acquisition will lower 
RBI’s TCR by c.30bps (RBI’s CET1/TCR ratios stood at 13.6%/18.3%, respectively, as of 2020). 
Closing is expected at the end of 2Q21E. On the basis that the deal completion is successful, 
there is a plan to merge Equa bank with Raiffeisenbank, thereby allowing the realisation of the 
identified synergies. Equa bank focuses on consumer lending, and serves just under 480,000 
customers. The proposed acquisition is part of RBI’s strategy to expand its presence in selected 
focus markets. The business models of Equa bank and Raiffeisenbank are very complementary, 
which is why the transaction should, ultimately, lead to strategic synergies, as well as 
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enhanced digital capabilities. Equa bank had EUR 2.8bn of assets as of 2020, and RBI held assets 
of EUR 15.7bn in the Czech Republic. 

NEUTRAL 

We see this news as neutral due to the low impact on RBI’s total group operations, as the 
acquisition would be less than 2% of the total RBI group’s outstanding assets as of 2020. 
However, we like this step, and some boost (admittedly, hard to deliver in light of the scarcity 
of sizable banks in the Czech Republic) for part of the EPS, delivered in a very attractive 
country with regards to potential ROEs. (Source: Wood&Company) 
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FINANCIAL MARKETS 

Last week risky assets performed extremely well. The broadest global equity index MSCI All 
Country World attributed a gain of 4.3%. From a regional perspective emerging markets 
performed better with MSCI Emerging Markets index attributing a gain of 4.9%. Developed 
markets as measured by MSCI World index attributed a gain of 4.2%. Czech equities as 
measured by PX index attributed a gain of 4.5%. 

Commodities performed also very well. Global commodity index S&P GSCI attributed a gain of 
4.5%. Brent crude oil price increased by 6.2% to the level of 59 USD per barrel. Gold declined by 
1.9% the level of 1813 USD per troy ounce. 

On the other hand bonds retreated. The broadest global bonds index Bloomberg Barclays 
Global Aggregate Bond declined by 0.7% while the global average bond yield to maturity 
increased by 0.04% to 0.92%. Index of Czech government bonds also declined by 0.7% while the 
yield to maturity on 10-year Czech government bond increased by 0.10% to 1.50%. 
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CHART OF THE WEEK – BONDS AS THE GLOBAL ASSET CLASS ARE 
THE MOST EXPENSIVE IN HISTORY 

We assess the attractiveness of bonds by the yield to maturity (YTM), which indicates the 
average expected annual return if the investor holds the bond until its maturity. From this 
perspective, bonds as the global asset class are the most expensive in history, as the average 
global bond yield to maturity, according to Bloomberg, is currently close to the all-time low at 
0.89%. 

 

This situation on global bond markets is the result of the unprecedented quantitative easing of 
key central banks, which buy bonds on the secondary market literally on a massive scale. In 
addition, the balance sheets of all central banks rose by a record $ 9.2 trillion last year, three 
times the previous record of $ 3.1 trillion in the 2009 crisis. 

Furthermore, only 10% of all bonds traded on global financial markets carry more than 3% 
yield. This is a truly unprecedented situation. Furthermore, the average global real inflation-
adjusted bond yield to maturity is deeply negative, currently at -1.2%. Therefore the real 
purchasing power of investors’ savings decreases over time due to holding bonds. A major turn 
for the better is not on the agenda however, as key central banks have recently made it clear 
that they will continue with ultra-loose monetary policy in the years to come. 
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QUOTE OF THE WEEK 

 

“Far more money has been lost by 
investors preparing for corrections, or 
trying to anticipate corrections, than 

has been lost in corrections 
themselves.” 

-PETER LYNCH- 
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