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GLOBAL ECONOMY 

Inflation again in focus, though more disagreements over potential impact – Higher inflation 
potential continues to get a lot of focus in the press. Bloomberg highlighted strategists who say 
that if inflation gets hotter than the new Fed framework calls for, it may trigger widespread 
selling that ripples throughout other markets. That could force the Fed to adopt yield-curve 
control to cap long-term yields. Noted that duration risk remains near record highs, leaving 
both bonds and stocks vulnerable if yields rise sharply. However, a WSJ column argued that so 
far markets don't see the Biden administration's $1.9T stimulus (seen as a key driver of 
potentially higher inflation) as too much given expectation for less than $1.9T bill passing, 
expectation for economy to be able to absorb stimulus without pushing up prices, and muted 
inflation over medium-term. Bloomberg yesterday touched on rising inflation expectations. 
Pointed out that the 10-year breakeven rate pushed through 2.20% on Monday, the highest 
since 2014, after trading below 0.5% last March. (Source: Erste) 

Chinese demand helps German manufacturers weather COVID-19 pandemic – Germany's 
industrial sector avoided a contraction in December despite coronavirus lockdowns at home 
and abroad as strong demand from China helped export-oriented manufacturers weather the 
COVID-19 pandemic. Industrial output was flat on the month after an upwardly revised 
increase of 1.5% in the previous month, figures released by the Federal Statistics Office showed. 
A Reuters poll had forecast an increase of 0.3%. This was the first stagnation following seven 
consecutive months of expansions. (Source: Reuters) 

Merkel wants to extend Germany's lockdown until March – Handelsblatt cited a draft decision 
paper, which said German Chancellor Merkel wants to extend the current coronavirus 
lockdown until early March. Details of the paper emerged ahead of conference between Merkel 
and state premiers on Wednesday, which will review current measures ahead of the 14-Feb 
expiry. The draft paper does not mention a specific date, but does highlight that in principle 
there should be no change to current restrictions. This would mean most shops, schools and 
non-essential businesses, such as gyms and sports centers will remain closed. There are also 
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tough measures in place on wearing masks in public place and for employers to allow people to 
work from home, where possible. (Source: Erste) 

Slovakia: Impressive end-of-the-year spurt of the industry – Industrial production exceeded 
our above-consensus forecast and rose by a brisk 6.8% year-on-year in December (working-day 
adjusted). On a seasonally-adjusted monthly basis, industrial production was down by just 
0.3% m/m. Positive year-on-year development was recorded in 10 out of 15 components of the 
overall index. Car production was the most prominent driver of manufacturing, as it reached 
its 2020 high of 9.9% y/y in December. Increase in electricity, gas, steam and air conditioning 
supply (+10.7% y/y), as well as metal manufacture and manufacture of other machinery also 
contributed substantially to the overall performance. After nine consecutive months of 
negative year-on-year development, industrial production performed exceedingly well in the 
last two months of the year. The 2020 full-year average thus reached -9.1%. (Source: Erste) 

Poland: Smaller Than Expected GDP Contraction in 2020Q4 – According to the flash estimate, 
Poland GDP contracted by 0.7%qoq (2.8%qoq annl.) in Q4, better than consensus expectations, 
but a larger contraction than what we had anticipated (GS: 0.0%qoq, consensus: -1.0%qoq). 
This leaves the full-year 2020 contraction at 2.7%. Activity data positively surprised 
expectations across CEEMEA towards the end of the year, suggesting that economies have been 
more resilient amid the second lockdown. Looking ahead, while there remain uncertainties 
surrounding the pace of vaccinations and the precise timing of a broad economic reopening, we 
maintain our baseline expectation of a sharp rebound this year, with growth reaching +5.9% in 
Poland. Indeed, Poland has already begun a gradual easing of restrictions since the beginning 
of February. (Source: Goldman Sachs) 

Hungarian rating affirmed at ‘BBB’ – Both S&P and Fitch Ratings affirmed their ‘BBB’ rating 
for Hungary and left the rating outlook unchanged at ‘stable’ on Friday. S&P and Fitch expect 
Hungary’s economy to rebound strongly this year growing by 4.6% and 4.9%, respectively. 
Despite the elevated public debt level, no immediate funding pressure is seen by rating 
agencies. The Fitch expects the growth even accelerate in 2022, fueled by strong EU funds 
inflow as the majority of the NGEU grants is assumed to be absorbed in 2022. Both rating 
agencies expect relation with the EU to remain tense as the fundamental disagreement on rule-
of-law can escalate ahead of general elections scheduled for 2022. (Source: Erste) 

CENTRAL BANKS 

Fed's Mester says monetary policy will stay accommodative for 'very long time' – U.S. 
monetary policy will stay accommodative for a "very long time" because the economy is far 
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from the Fed’s goals for maximum employment and price stability, Cleveland Fed President 
Loretta Mester said. While some inflation measures could rise in the near term, the shift is 
likely to be short-lived and just a reflection of the economic hit faced in the early months of the 
pandemic, Mester added. Mester said she supports Treasury Secretary Janet Yellen's efforts to 
work with regulators to make sure that investors are being protected. (Source: Reuters) 

Fed's Barkin says US economy still needs support – Richmond Fed President Barkin told FT US 
economy still needs support, highlighting concerns about scarring of the US workforce and 
downplaying the recent pickup in worries about inflation risks from another dose of fiscal 
stimulus. While he said prices could spike on a combination of excess savings and strong fiscal 
and monetary stimulus, pent-up demand and weak base effects, strong disinflationary forces 
such as globalization and technology should keep prices subdued. Noted he would need to see a 
shift in such long-term trends to start worrying about inflation. Also said tapering not in play 
as Fed has not made sufficient progress towards its goals. While a pickup in fiscal stimulus 
expectations has been a big driver of the bullish narrative for stocks, recent Fed commentary 
pushing back against premature tapering and embracing rising inflation expectations has also 
boosted risk sentiment. (Source: Erste) 

ECB's Lagarde calls on governments, EU to spend – The ECB will keep copious stimulus in place 
to revive a recession-hit economy but needs governments to keep up spending, ECB President 
Christine Lagarde said. Lagarde argued that the EU package, known as the Next Generation EU 
fund could already boost growth this year, if it was implemented on the schedule originally 
envisaged. "Underlying price pressures are likely to remain subdued owing to weak demand, 
low wage pressures and the appreciation of the euro exchange rate," Lagarde said. (Source: 
Reuters) 

CZECH REPUBLIC 

Headline Inflation Surprises Significantly to the Upside; Dovish Minutes – Headline inflation 
in the Czech Republic edged down in January, from +2.3%yoy to +2.2%yoy, surprising our 
(+1.8%yoy), consensus (+1.7%yoy) and the CNB's (+1.7%yoy) expectations significantly to the 
upside. The decrease was primarily driven by lower Alcohol and Tobacco, and Housing 
Inflation. The upside surprise relative to our forecast was driven by higher food inflation: 
following three months of declines, food price inflation increased from -0.1%yoy (-1.2%mom) in 
December to +0.6%yoy(+3.1%mom). Core inflation (excl ex Energy, Food, Alc & Tob) fell from 
+2.6%yoy to +2.4%yoy. As a result of today’s positive surprise, our 2021 headline inflation 
forecast increased from +1.8%yoy to +2.3%yoy. Today’s large upside surprise to headline 
inflation skews the risks to our rate forecast further in a hawkish direction (we expect 
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unchanged rates to 2022H2, which is materially more dovish than market pricing). However, 
there are two mitigating factors: (1) the composition of the rise was more dovish than the 
headline number suggests, with sharply higher food prices and weaker core; (2) separately, the 
Minutes of the February 4 Board meeting were also released this morning and these were more 
dovish than expected. In particular, the discussion on the interest rate outlook suggests that 
Governor Rusnok is in a minority in believing that the staff’s forecast for rising rates from mid-
year onwards, with even historically hawkish members (such as Benda) expressing concern 
over “making the mistake of tightening monetary policy too soon”. We continue to forecast 
unchanged rates this year, while acknowledging the upside risks to our view. (Source: 
Goldman Sachs) 

Industrial output driven by foreign demand – According to the Czech Statistical Office, 
seasonally and calendar adjusted industrial production arrived at 0.2% m/m and 1.3% y/y in 
December. The y/y growth adjusted only for calendar effects and not for seasonality arrived at 
0.5%. The value of new orders came in at 11.2% y/y. In 2020, industrial production decreased by 
8%. Despite several government restrictive measures  negatively affecting domestic demand, 
industrial production grew at the end of the last year. It was a result of solid foreign demand 
mainly from the German economy. We expect industrial production to arrive at 7.2% and 6% in 
2021 and 2022, respectively. The positive development of industry will stem from the growth of 
both domestic and foreign demand. However, economic development during 1Q21 will remain 
relatively subdued, due to several restrictive measures associated with the Covid-19. Today’s 
data are broadly in line with favorable GDP figures from the last week. In this respect, we 
expect no significant impacts on markets, as the positive surprise from 4Q20 data has been 
already priced in, in our view. We also do not expect any significant impact on the CNB, as the 
Czech monetary authority is now in a wait-and-see mode. We expect the CNB to hike in 2H21, 
depending on the economic development and risks stemming from the Covid-19. 
If the situation improves and risks lower, the CNB could hike in August. If important risks 
prevail, the CNB could wait till November. (Source: Erste) 

Ceska zbrojovka Group: buying Colt for USD 220m cash and c.3% CZG shares – Ceska zbrojovka 
Group (CZG) announced its plans for the acquisition of Colt Holding Company (Colt). The deal 
includes a 100% stake in the US and Canadian entities of Colt for a consideration of USD 220m 
in cash (CZK 4.7bn) and 1.1m newly-issued CZG stock (c.3.4% of the total). If the pre-determined 
EBITDA goals are met in 2021-23E, a further 1.1m of CZG’s newly-issued shares could be added 
to the acquisition price. Management expects the deal to close by end-2Q21E. / NEUTRAL / 
CZG’s stock has rallied c.9% since the January announcement on the progress of the M&A 
discussions, so any near-term upside is limited, in our view. The upfront cash consideration of 
USD 220m is expected to be paid from existing cash pile (USD 55m), IPO proceeds (USD 38m) 
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and bond issuance. Assuming no EBITDA contribution from Colt and the full bond financing of 
the upfront cash payment, we calculate net debt/EBITDA of 3.8x (1.0x in 9M20). However, as 
CZG has a 3.0x ND/EBITDA covenant on its bonds (CZK 2.25bn), this structure is rather 
unlikely. Assuming a capital increase in line with the latest close (CZK 360/share), the deal is 
valued at CZK 5.1bn (USD 240m), or 43% of the company’s market cap. (Source: WOOD & 
Company) 

Ceska zbrojovka Group: Colt M&A truly transformational, but risky – On 11 February, Ceska 
zbrojovka Group (CZG) announced its 100% acquisition of Colt Manufacturing for USD 222m. 
The acquisition of Colt is the largest for CZG, by far, and accelerates the company’s plan for the 
further penetration of the US small firearms market significantly. Furthermore, the deal 
immediately adds production capacity and presence in the North American M&LE market 
(c.70% of Colt’s sales in 2020). On the 2020E EV/EBITDA multiples, the deal was priced at 4.4x, 
implying a c.50% discount vs. CZG’s multiple (on our numbers). Colt adds 89/83% to CZG’s 
2020E sales/EBITDA (based on its mid-point guidance) and the company is guiding for a 
combined sales CAGR of 17% in 2020-25E (vs. 9%, on our numbers, for CZG in 2020-24E). As 
risks, we highlight Colt’s historical financial issues (bankruptcies in 1992 and 2015), integration 
risks (Colt’s labour union sued the company in 2018 for outsourcing some production 
activities), and tightening gun regulations (especially for the AR-15 market). (Source: WOOD & 
Company) 
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FINANCIAL MARKETS 

Last week was again very successful for global financial markets. The broadest global equity 
index MSCI All Country World attributed a gain of 1.7%. From a regional perspective emerging 
markets performed again better with MSCI Emerging Markets index attributing a gain of 2.4%. 
Developed markets as measured by MSCI World index attributed a gain of 1.6%. However 
Czech equities as measured by PX index attributed a small loss of           -0.2%.  

Bond markets performed also well. The broadest global bonds index Bloomberg Barclays 
Global Aggregate Bond attributed a gain of 0.3% while the global average bond yield to 
maturity increased by 0.01% to 0.93%. Index of Czech government bonds declined by 0.3% 
while the yield to maturity on 10-year Czech government bond increased by 0.04% to 1.53%. 

And last but not least commodities recorded gains as well. Global commodity index S&P GSCI 
attributed a gain of 2.9%. Brent crude oil price increased by 5.2% to the level of 62 USD per 
barrel. Gold increased by 0.6% to the level of 1823 USD per troy ounce. 
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CHART OF THE WEEK –  US STOCKS ARE SIGNIFICANTLY MORE 
EXPENSIVE THAN THE REST OF THE WORLD 

As today's chart shows, US stocks are significantly more expensive than stocks in the rest of the 
world. EV/EBITDA valuation multiple of US stocks is currently at 20x, while for the rest of the 
world it is at 14x. According to the MSCI World ex-US index, there is thus a very significant 31% 
valuation discount on the stocks in the rest of the world against US stocks. 

 

We can also see in the chart that the valuations of both stock regions were very similar until 
2012. Since then, however, US stocks have begun to significantly outperform the rest of the 
world, which has also resulted in a much sharper increase in stock valuations. At the same 
time, US stocks were pulled up by the large technology companies such as Apple, Amazon, 
Facebook and Google. 

I believe that US stock valuations are too high at the moment. And therefore I expect US stocks 
to significantly underperform the rest of the world in the coming months and quarters. 
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QUOTE OF THE WEEK 

 

“The four most dangerous words in 
investing are: This time it's different.” 

- SIR JOHN TEMPLETON- 
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