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GLOBAL ECONOMY 

U.S. retail sales rebounded sharply in January after households received additional pandemic 
relief money from the government, suggesting a pick-up in economic activity after being 
restrained by a fresh wave of COVID-19 infections late last year. Retail sales surged by a 
seasonally adjusted 5.3% last month, the Commerce Department said on Wednesday. Data for 
December was revised down to show sales decreasing 1.0% instead of 0.7% as previously 
reported. Economists polled by Reuters had forecast retail sales increasing 1.1% in January. 
The government approved another coronavirus rescue package worth nearly $900 billion at 
the end of December, which included $600 checks to mostly low-income and some middle-
income Americans. The bulk of the money was disbursed in early January, which supported 
discretionary spending last month. Further gains in sales are expected in the months ahead. 
The U.S. Congress is considering President Joe Biden’s $1.9 trillion recovery plan, which will 
include an additional $1,400 checks to households. The massive fiscal stimulus is expected to 
power consumer spending this quarter and drive faster economic growth. COVID-19 infection 
rates and hospitalizations in the United States are also declining, and the distribution of 
vaccines has improved. That should allow more restaurants and other consumer-facing 
businesses to reopen in the spring. The economy is forecast growing by as much as 4.8% this 
year after contracting 3.5% in 2020, the biggest drop in gross domestic product since 1946. 
(Source: Reuters) 

Decline driven by downbeat expectations among lower-income households. Consumers’ view 
of the economy slipped in early February as Americans were more downbeat about future 
business conditions, according to a University of Michigan survey released Friday. The 
preliminary estimate of the index of consumer sentiment came in at 76.2 in February, down 
from 79.0 in January. The decline in sentiment was concentrated in the measure of future 
expectations and among households with incomes below $75,000, said Richard Curtin, the 
survey’s chief economist. “Households with incomes in the bottom third reported significant 
setbacks in their current finances, with fewer of these households mentioning recent income 
gains than any time since 2014,” Mr. Curtin said. A new round of stimulus payments would 
presumably reduce financial hardships among those with the lowest incomes, he said. The 
sentiment measure was the lowest since August, and down from the 101.0 in February 2020, just 

U.S. retail sales rebound strongly in January amid additional stimulus  

U.S. Consumer Sentiment Falls in Early February 
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before the coronavirus pandemic took hold in the U.S. The weaker outlook from consumers 
comes as hiring cooled in December and January, according to the Labor Department. 
Americans viewed prospects for the national economy less favorably in early February than 
last month despite the expected passage of a massive stimulus bill, the Michigan report said. 
(Source: Wall Street Journal) 

The number of Americans filing first-time applications for unemployment benefits 
unexpectedly rose last week, but the labor market is steadily recovering as additional fiscal 
stimulus and falling COVID-19 cases allow more services businesses to reopen. Initial claims for 
state unemployment benefits totaled a seasonally adjusted 861,000 for the week ended Feb. 13, 
compared to 848,000 in the prior week, the Labor Department said on Thursday. Economists 
polled by Reuters had forecast 765,000 applications in the latest week. (Source: Reuters) 

Lockdowns in Britain contributed to the largest contraction of the world’s major economies in 
2020. The U.K. economy recorded its biggest contraction in more than three centuries in 2020, 
according to official estimates, highlighting the Covid-19 pandemic’s economic toll on a 
country that has also suffered one of the world’s deadliest outbreaks. Gross domestic product 
shrank 9.9% over the year as a whole, the Office for National Statistics said Friday, the largest 
annual decline among the Group of Seven advanced economies. France’s economy shrank 8.3% 
and Italy’s contracted 8.8%, according to provisional estimates. German GDP declined 5%. The 
U.S. shrank 3.5%. The decline in U.K. GDP in 2020 was the largest in more than 300 years, 
according to Bank of England data, though the preliminary estimate is likely to be revised. BOE 
data shows the economy last recorded a comparable drop in 1921, when it shrank 9.7% during 
the depression that followed World War I. The economy last recorded a bigger contraction in 
1709, when it tumbled 13% during an unusually cold winter known as the Great Frost. Britain 
was hit especially hard in the second quarter of 2020 as a nationwide lockdown took effect. 
Social distancing and the closure of restaurants, bars, hotels and theaters were painful for the 
economy, where a higher share of national income is spent on recreation and similar services 
that require face-to-face contact than in other comparable economies. The U.K. also kept 
restrictions on daily life and the economy in place for longer than some of its peers as it 
struggled to bring down Covid-19 case loads, limiting the extent of its post-lockdown recovery 
in the summer. The U.K. has suffered one of the worst Covid-19 outbreaks, with more than 

U.S. weekly jobless claims unexpectedly rise 

U.K. Economy Suffers Biggest Slump in 300 Years Amid Covid-19 Lockdowns 
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120,000 deaths linked to the virus and at least four million people infected. On a per-capita 
basis, the death toll in the U.K. is higher than the U.S. and other hard-hit large countries 
including Italy, France and Brazil. The U.K. has, however, raced ahead of many other advanced 
economies in the speed of its vaccine rollout, putting it on course for a speedier recovery, 
according to economists. (Source: Wall Street Journal) 

Euro zone gross domestic product fell less than initially estimated in the last quarter of 2020 
and employment edged higher against the previous three months despite pandemic 
lockdowns, new estimates showed on Tuesday. The European Union’s statistics office Eurostat 
said GDP in the 19 countries sharing the euro contracted 0.6% quarter-on-quarter in the 
October-December period, for a 5.0% year-on-year fall. Eurostat earlier estimated the 
contraction was 0.7% on the quarter and 5.1% in annual terms. Eurostat also said that 
employment grew 0.3% on the quarter in the last three months of 2020 after a 1.0% quarterly 
rise in the previous three months, but was still 2.0% lower than in the same period a year 
earlier. (Source: Reuters) 

The PMI fell again in February as lockdowns have been extended. While output remains 
significantly below pre-crisis levels, the PMI does indicate that inflationary pressures are rising 
further. Another month of weak PMIs confirms that the eurozone economy is set to contract 
once more in 1Q. Lockdowns have extended well into February - for some countries into March 
already – and the service sector is still suffering significantly. A decline in the services PMI 
from 45.4 to 44.7 indicates that the situation actually worsened slightly in February. 
Manufacturing output continues to be the positive counterweight to services with an 
acceleration of growth in February, the PMI increased from 54.6 to a whopping 57.5. Growth in 
new business is strengthening with gains widespread among eurozone countries. With 
spending on services still very restricted, demand for goods remains high for now, not least 
because of quickly recovering demand from abroad. The strong recovery of manufacturing has 
been surprising and is causing pressures on supply to become even larger. Input sales have 
surged and so have supply lead times. This is causing inflationary pressures as input prices rose 
at the fastest pace since 2011. After months of signalling a fall in selling prices, the PMI now sees 
selling prices for goods and services prices as unchanged. For the months ahead, a sharper 

Euro zone fourth quarter GDP falls less than earlier estimated 

Eurozone PMI: muddling through lockdowns but beware of inflationary 
pressure 



 

6 | P a g e  

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

DELIVERING  
KNOWLEDGE  

THAT MATTERS 

increase in goods prices seems to be in the making. With other temporary pressures already 
setting inflation higher, we expect this to add to a markedly higher inflation reading over the 
coming months. While we expect economic growth to start a sharp recovery this year, it will 
clearly lag inflation as lockdowns are still set to continue for the short-term. (Source: ING) 

Former ECB chief unites Italy’s fragmented political landscape. Mario Draghi, the former head 
of the European Central Bank, has been named Italian prime minister after persuading nearly 
all of the country’s squabbling parties to support his government, raising hopes that he can 
succeed where many others have failed: in leading Italy out of its deep economic malaise. 
Italy’s head of state, President Sergio Mattarella, appointed Mr. Draghi and his proposed 
ministers late Friday, ahead of a formal swearing-in to be held the following day and a 
parliamentary vote of confidence early next week. Mr. Draghi is set to take over the European 
Union’s third-biggest economy after Germany’s and France’s as Italy fights with persistently 
high Covid-19 contagion, an agonizingly slow vaccine rollout and restrictions on daily life that 
are holding the economy in recession. Reviving economic growth in Italy is vital for the EU and 
its common currency, the euro, since Italy’s deep debts and chronically low growth are the 
biggest sources of doubt about the euro’s long-term stability. How to reanimate Italy’s 
economy, which has stagnated since the 1990s, has bedeviled a series of would-be reforming 
leaders who briefly carried the country’s hopes but ended as disappointments. Mr. Draghi, a 
73-year-old, U.S.-trained economist who has worked at the World Bank, Goldman Sachs Group 
Inc. and Italy’s Treasury and central bank, will have at most two years to make a difference. 
Italian parties will return to competing for power in parliamentary elections by 2023 at the 
latest. (Source: Wall Street Journal) 

Prime Minister Mario Draghi on Wednesday promised sweeping reforms to help rebuild Italy 
following the coronavirus pandemic, as he set out his priorities ahead of a mandatory 
confidence vote in his government. Draghi said his government would look to the future with a 
series of reforms aimed at fostering long-term growth in the eurozone’s third largest economy, 
which is mired in its worst recession since World War Two. His immediate priorities will be 
ensuring a smooth vaccination campaign against COVID-19 and re-writing plans for how to 
spend more than 200 billion euros ($240 billion) of European Union funds aimed at rebuilding 
the economy. Draghi faces daunting challenges, with many sectors of the economy stalled and 

Mario Draghi Named Italy’s Prime Minister Amid Crises 

Italian PM Draghi vows major reforms, demands unity ahead of Senate vote 
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some companies only surviving thanks to state handouts. Draghi said he could not protect 
every job or business adding: “Some will have to change, even radically.” (Source: Reuters) 

According to the flash estimates, GDP continued to recover through Q4 in Hungary and 
Romania, surprising expectations significantly to the upside in both countries. GDP rose in 
sequential terms in Hungary by +1.1%qoq (not annl., GS: +0.2%qoq, consensus: -0.5%qoq), and 
in Romania by +5.3%qoq (GS: +0.8%qoq, consensus: +0.5%qoq). Today's releases continue a 
pattern of upside surprises to CEE activity data, reflected in the Q4 GDP prints of the Czech 
Republic and Poland, and in survey data across the region. The full-year 2020 contraction was 
2.7% in Poland, 5.7% in the Czech Republic, 5.1% in Hungary and 3.7% in Romania. Looking 
ahead, although there remains uncertainty around the vaccine rollout and the precise timing 
of a broad economic reopening, we maintain our expectations for a strong recovery this year 
across the region, forecasting above-consensus growth in 2021 at +5.9% in Poland (consensus 
(Jan): +4.1%), +6.7% in the Czech Republic (cons: +3.6%), +7.5% in Hungary (cons: +4.4%), and 
+9.0% in Romania (cons: +4.0%). (Source: Goldman Sachs) 

CEE-4: Q4 GDP Stronger Than Expected in Hungary and Romania, CEE Region 
Shows Resilience Amid Second-Wave Lockdowns 
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CENTRAL BANKS 

Facing a still-scarred economy that may need an extended time to recover fully, Federal 
Reserve officials last month debated how to lay the groundwork for the public to accept coming 
higher inflation, and also the need to “stay vigilant” for signs of stress in buoyant asset 
markets, according to minutes of the U.S. central bank’s Jan. 26-27 policy meeting. In 
discussions that ranged from the public’s perceptions of inflation to the vagaries of Robinhood-
type retail stock trading platforms, Fed officials said they were still prepared to keep their easy 
monetary policy on track to help heal an ailing job market. With a jump in some prices 
expected this spring, “many participants stressed the importance of distinguishing between 
such one-time changes in relative prices and changes in the underlying trend for inflation,” 
according to the minutes, which were released on Wednesday. In the drive to explain the 
difference to the public, “participants emphasized that it was important to abstract from 
temporary factors affecting inflation - such as low past levels of prices dropping out of 
measures” and more persistent price trends, the minutes showed. Others were concerned 
about the potential for stress to bubble up in the financial system. “A few participants stated 
that it would be important to stay vigilant to ensure that the banking system remained strong 
and resilient,” with “some participants” noting rising asset values “that might have been 
affected by retail investors trading through electronic platforms.” Still, “participants observed 
that the economy was far from achieving the Committee’s broad-based and inclusive goal of 
maximum employment and that even with a brisk pace of improvement in the labor market, 
achieving this goal would take some time,” the minutes said. The Fed made few changes to its 
policy statement at its last meeting in January, and did not issue new economic forecasts. The 
U.S. central bank has pledged to keep its key overnight interest rate near zero until inflation is 
“on track to moderately exceed” its 2% target and the job market is approaching “maximum 
employment” - a promise likely to keep rates low for years to come. In addition, the Fed has 
promised to continue purchasing $120 billion of government bonds per month until there has 
been “substantial further progress” towards its inflation and employment goals. Given the 
economy’s halting progress in recent months, that may mean Fed policy stays largely on hold 
for an extended period, and officials in recent public statements have emphasized they are in 
no rush to shift away from crisis-fighting mode. That has meant a promise even to look beyond 
what is expected to be an upcoming jump in prices as the pandemic eases. “We’re going to be 
patient,” Fed Chair Jerome Powell said at a news conference after the end of last month’s 
policy meeting. “We’ll seek inflation moderately above 2% for some time ... The way to achieve 
credibility on that is to actually do it. And so that’s what we’re planning on doing.” (Source: 
Reuters) 

Fed minutes highlight willingness to steer past coming inflation 
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CZECH REPUBLIC 

The minister of health, Jan Blatný, says that within two or three weeks the Covid-19 situation 
in the entire Czech Republic could be as bad as it is in districts that are now particularly hard 
hit. Cheb, Sokolov and Trutnov have been largely sealed off from the outside world over a high 
level of transmission of a new variant of the virus first identified in the UK. Mr. Blatný told 
reporters on Wednesday that he could not rule out other parts of the country also being placed 
under severe lockdown. He reiterated that government restrictions were failing to work as 
individuals were not adhering to them. The minister said hospitals were close to capacity and 
were only coping with an influx of Covid patients thanks to transfers between regions. (Source: 
Radio Prague International) 

The year-long pandemic has brought the sharpest economic downturn since 1991, when the 
country underwent a transformation to a market economy, the ctk news agency reported. 
Economists estimate losses of 300 to 350 billion crowns and 80,000 jobs. The economy fell by a 
record 5.6 percent in 2020. David Marek, chief economist at Deloitte, says the economy is 
unlikely to return to the pre-pandemic level until 2022 or 2023. (Source: Radio Prague 
International) 

The average mortgage interest rate in the Czech Republic fell to 1.94 percent in January from 
1.96 percent in December. The average rate has fallen for 10 straight months, Fincentrum 
Hypoindex data show. In January, the volume of mortgages provided fell by more than 4.5 
billion crowns compared to December last year. However, the volume of agreed mortgages 
increased by more than 8 billion crowns year-on-year. (Source: Radio Prague International) 

 

Blatný: Whole country could face higher Covid levels within weeks 

Czech economists: Pandemic cost 350 billion crowns and 80,000 jobs 

Average mortgage rate drops for 10th straight month 
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The Czech government wants to increase this year’s budget deficit to 500 billion crowns, 
Finance Minister Alena Schillerová announced. Thus far, a deficit of 320 billion crowns has 
been approved. MPs are due to negotiate the draft on Thursday, which Schillerová has asked be 
passed within the fast-track procedure. The proposal includes changes stemming from new tax 
regulations that came into force in January, such as the abolition of the so-called super gross 
wage. National Budget Council chairwoman Eva Zamrazilová said that it is clear that adopting 
the tax package in late 2020 was even more "irresponsible" than it seemed at the time. (Source: 
Radio Prague International) 

New opinion poll conducted by the Kantar CZ agency suggests that the coalition of the Pirate 
Party and Mayors and Independents would now beat the prime minister’s ANO party in 
general elections with 29.5 percent of the vote. ANO which has maintained a strong lead over 
other parties for years, would come second with 26.5 percent.The coalition of Civic Democrats, 
Christian Democrats and TOP 09 would place third with 19.5 percent. The Freedom and Direct 
Democracy Party would receive 10 percent backing from the electorate, while the Communists 
would only just cross the threshold needed to win seats in the lower house with 5 percent of the 
vote. The Social Democrats, the junior party in the ruling coalition, would fall below the cut-
off point with 4 percent. (Source: Radio Prague International) 

Gov’t seeks 2021 budget deficit of CZK 500 billion 

Poll by Kantar CZ suggests ANO losing political dominance 
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FINANCIAL MARKETS 

Last week both equities and bonds recorded a correction, very likely due to ongoing concerns 
about increasing inflation pressures. The broadest global equity index MSCI All Country 
World attributed a loss of 0.4%. From a regional perspective emerging markets performed 
again better with MSCI Emerging Markets index attributing a small gain of 0.1%. Developed 
markets as measured by MSCI World index attributed a loss of 0.4%. Czech equities as 
measured by PX index attributed a loss of 0.6%.  

The broadest global bond index Bloomberg Barclays Global Aggregate Bond attributed a loss of 
0.6% while the global average bond yield to maturity increased by 0.08% to 1.01%. 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 1.57%. 

On the other commodities recorded gains again. Global commodity index S&P GSCI attributed 
a gain of 1.3%. Brent crude oil price increased by 0.8% to the level of 63 USD per barrel. Gold 
declined by 2.5% to the level of 1777 USD per troy ounce. 

Financial markets comment 
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Weekly change MTD change YTD change 12 months change Last value

Dollar index DXY -0.1% -0.2% 0.5% -8.7% 90.36

Emerging markets FX index to USD -0.1% 0.6% 0.4% 4.8% 1727

EUR/USD 0.0% -0.1% -0.8% 11.8% 1.212

EUR/CZK 0.3% -0.7% -1.5% 4.2% 25.85

USD/CZK 0.1% -0.7% -0.4% -7.0% 21.29

Global equities (MSCI All Country World) -0.4% 5.7% 5.2% 17.2%

Developed equities (MSCI World) -0.4% 5.4% 4.3% 15.5%

Emerging markets (MSCI Emerging Markets) 0.1% 7.6% 10.7% 29.1%

Global equities - Value (MSCI All Country World Value) 0.5% 6.0% 5.1% 2.9%

Global equities - Growth (MSCI All Country World Growth) -1.2% 5.5% 5.3% 31.6%

US (S&P 500) -0.7% 5.2% 4.0% 15.6% 3907

Europe (STOXX Europe 600) 0.2% 4.8% 4.0% -4.0%

Japan (Nikkei) 1.7% 8.5% 9.4% 27.6%

China (CSI 300) -0.5% 8.0% 10.9% 41.7%

Central Europe (CECEEUR) 1.9% 2.4% 3.4% -14.4%

Czech Republic (PX) -0.6% 3.6% 2.7% -3.9% 1054

Global bonds (Bloomberg Barclays Global Aggregate Bond) -0.6% -1.1% -1.9% 6.7%

Global government bonds -0.9% -1.5% -2.8% 5.8%

Global investment grade corporate bonds -0.5% -0.9% -1.9% 7.2%

Global speculative grade corporate bonds (high-yield) -0.1% 0.8% 0.6% 6.9%

EUR investment grade corporate bonds -0.4% -0.4% -0.5% 0.9%

EUR speculative grade corporate bonds (high-yield) 0.1% 1.0% 1.4% 3.0%

Czech government bonds -0.3% -1.3% -1.6% 2.3%

Average global bond yield (Bloomberg Barclays Global-Aggregate Yield to Worst) 0.08% 0.13% 0.18% -0.27% 1.01%

US 10 year government bond yield 0.13% 0.27% 0.42% -0.25% 1.34%

US 2 year government bond yield 0.00% 0.00% -0.02% -1.32% 0.10%

Germany 10 year government bond yield 0.12% 0.21% 0.26% 0.10% -0.31%

Germany 2 year government bond yield 0.03% 0.05% 0.02% -0.03% -0.68%

Czech Republic 10 year government bond yield 0.04% 0.17% 0.27% -0.02% 1.57%

Czech Republic 2 year government bond yield 0.15% 0.57% 0.71% -1.03% 0.85%

Credit spread - EUR investment grade (Markit iTraxx Europe / CDS) 0.00% -0.04% 0.00% 0.06% 0.48%

Credit spread - EUR high-yield (Markit iTraxx Europe Crossover / CDS) 0.04% -0.22% 0.06% 0.36% 2.47%

Commodity index S&P GSCI 1.3% 9.0% 14.4% -3.3%

Crude oil Brent 0.8% 12.6% 21.4% 9.1% 63

Natural gas 5.4% 19.7% 20.9% 67.1% 3.1

Copper 6.9% 13.5% 15.0% 53.9% 8924

Aluminium 1.8% 7.2% 6.9% 23.9% 2115

Gold -2.5% -3.8% -6.2% 12.0% 1777

Silver -0.3% 1.3% 3.2% 53.7% 27

Bitcoin 16.0% 60.6% 91.8% 476.6% 55629

VIX 10.4% -33.4% -3.1% 61.2% 22.1

Source: Bloomberg, Conseq

Global markets overview
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Other financial markets news 

Geneva-based Pictet Group’s asset management arm expects the S&P 500 to rise 10% from its 
current levels, with improving economic growth and easy monetary policy helping to extend 
its rally. “There is a risk of a melt up in a way, in the U.S. especially, and you don’t want to 
stand against it,” Luca Paolini, chief strategist at Pictet Asset Management, told the Reuters 
Global Markets Forum on Wednesday. But valuations were high at current levels, said Paolini, 
whose company manages more than $200 billion in assets. (Source: Reuters) 

Investors are asking tough questions of money managers as concerns rise that stock market 
could suffer. Signs that inflation is making a comeback are unsettling big investors. Past 
periods of high inflation have weighed heavily on real returns from stocks and bonds, which 
have flourished over the past decade when inflationary pressures have generally remained 
muted. But inflation forecasts are now rising following massive increases in government 
spending and the torrent of liquidity unleashed by central banks in response to the coronavirus 
pandemic. Asset managers are now facing a barrage of questions from clients over the risks of 
inflation and are rushing to shore up portfolios from inflationary risks, fearing that a 
resurgence threatens to spoil the party again for investors. “Inflation is an escalating concern 
among institutional investors,” said Michael John Lytle, chief executive of Tabula, a London-
based ETF provider. The IMF forecast in October that the average annual inflation rate in 
advanced economies will double from 0.8 per cent last year to 1.6 per cent in 2021. Citigroup, 
meanwhile, estimates that global inflation will increase from last year’s average of 2 per cent to 
2.3 per cent this year. Recent price developments in commodity markets also suggest 
inflationary pressures are intensifying. Brent crude, the international oil benchmark, has 
surged from about $20 a barrel in late April to more than $60 a barrel. JPMorgan Chase is 
forecasting that crude prices could reach $100 a barrel, a level not reached since 2014. Copper, 
the world’s most important industrial metal, has reached an eight-year high above $8,400 a 
tonne, up more than 70 per cent from its low last March. Ugo Montrucchio, head of multi-asset 
investments for Europe at Schroders, said clients of the £526bn UK asset manager were asking 
“more and more questions about inflation”. “Inflation is at the forefront of the minds of our 
large institutional clients but less so for retail investors,” said Montrucchio. He has been 

S&P 500 to rise another 10% despite high valuations: Pictet Asset Management 

Asset managers rush to shore up portfolios against inflation 
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increasing allocations to commodities, US financial stocks and short-term government bonds 
as hedges against rising inflation. (Source: Financial Times) 

If yields rise more quickly and unpredictably than expected, that would be disruptive to assets 
like shares, many analysts say. The sharp increase this month in U.S. government-bond yields 
is sending tremors through stocks, weighing on hot technology shares and some other sectors 
while prompting a deeper reassessment of the threat posed by rising interest rates. For now, 
many investors remain optimistic because the reasons behind the bond retrenchment are 
mostly positive. Stuck near historic lows for most of last year, Treasury yields have climbed in 
recent months along with investors’ expectations for a strong economic rebound, driven in 
part by more debt-financed government spending. Rising yields, which result from falling 
bond prices, often reflect investors’ expectations of faster growth and an accompanying rise in 
inflation, which erodes the purchasing power of bonds’ fixed payments and can eventually 
lead the Federal Reserve to raise short-term interest rates. More government borrowing also 
can boost yields by increasing the supply of bonds. Though many investors are keeping an eye 
on inflation data, analysts and portfolio managers say so far there is little reason to believe 
price levels will rise enough to prompt the Fed to raise rates any time soon, which looms as 
perhaps the greatest risk to major stock indexes. “The market has principally been saying, 
‘Hooray, the pandemic is coming under control and the economy is starting to grow again,’” 
said Brad McMillan, chief investment officer at Commonwealth Financial Network, an 
investment adviser and brokerage firm. “But now we’re actually starting to see the 
consequences of that in the form of higher rates, and I think the market’s processing that.” As 
of Friday, the yield on the benchmark 10-year U.S. Treasury note stood at 1.344%, up from 
1.157% just five trading sessions earlier and roughly 0.9% at the start of the year. (Source: Wall 
Street Journal) 

 

 

 

 

Bond Selloff Prompts Rethink by Stock Investors 
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Japan’s Nikkei 225 stock index rallied past 30,000 points for the first time since 1990 on 
Monday, reflecting the country’s growing economic momentum and broader optimism on the 
part of investors. (Source: Financial Times) 

 

The Bank of Japan may replace some numerical guidelines for its purchases of exchange-traded 
funds (ETF) with a pledge to ramp up buying when markets become volatile, three sources 
familiar with its thinking said. The move would allow the BOJ to more flexibly slow purchases 
when markets are stable, while reassuring investors it will step in forcefully when shock 
events trigger turbulence, they said. While there is no consensus on the final decision, the idea 
is among options being floated within the BOJ ahead of a review of its policy tools due in 
March, the sources told Reuters. “There are benefits to having numerical guidelines, though 
they also serve as a bind,” one of the sources said, adding that removing some of the numerical 

Japanese stocks pass 1990 high as economic recovery accelerates 

BOJ may replace some ETF guidelines with pledge to step in during crisis 
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guidelines was a possibility. “To make the BOJ’s policy sustainable, it needs to avoid buying too 
much ETFs when doing so is unnecessary,” another source said, a view echoed by a third 
source. The BOJ will conduct the review of its tools at next month’s policy meeting to make its 
massive stimulus programme “more sustainable and effective,” as the COVID-19 pandemic 
heightens prospects of a prolonged struggle to reflate the economy. The BOJ has been buying 
ETFs for a decade as part of efforts to pull Japan out of deflation. It now pledges to buy ETFs at 
an annual pace of roughly 6 trillion yen ($56.7 billion) and by up to 12 trillion yen, a 
commitment that forces it to keep buying even when stock prices are booming. Many BOJ 
policymakers want to make the ETF-buying programme more nimble, so it can buy smaller 
amounts or even stop buying when markets are calm, the sources said. Some are warming to 
the idea of removing the 6-trillion-yen target or the 12-trillion-yen ceiling, a move that would 
give the BOJ a free hand in slowing purchases, they said. Others, however, fret that taking out 
the numerical guidelines could scare investors and trigger a stock market sell-off at a time 
many Japanese firms close their March fiscal year-end books. The BOJ will seek to clarify that 
it would phase out purchases in non-crisis times, so it has scope to buy aggressively when 
markets turn volatile, the sources said. The central bank will look at various ideas before 
reaching a final decision at the March 18-19 policy meeting, which could be swayed by market 
moves at the time, they said. (Source: Reuters) 

Return to sales and earnings growth comes sooner than many analysts had expected. 
Corporate America started to turn the page on the coronavirus-induced downturn in the 
fourth quarter, less than a year after the pandemic sent financial markets into a tailspin and 
pushed the US into recession. Revenues for companies within the blue-chip S&P 500 index rose 
1.3 per cent year on year in the final three months of 2020, while profits climbed 3.4 per cent on 
the same basis, according to data from Refinitiv. The return to sales and earnings growth — 
following three consecutive quarters of contraction — has come sooner than many analysts 
had expected, boosted by government stimulus and looser monetary policy from the Federal 
Reserve. As recently as the start of 2021, analysts had been expecting fourth-quarter revenues 
to drop 1.4 per cent. The figures take in the more than 70 per cent of companies within the 
index that have already released their quarterly results, as well as Wall Street estimates for 
those businesses yet to report. Analysts are now pencilling in a 23.3 per cent rise in earnings per 
share for S&P 500 companies this year, following the 12 per cent collapse in 2020. And sales for 
S&P companies are projected to jump 16 per cent to more than $12tn, with fast growth expected 

US earnings season shows corporate sector rebound 
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in the industrials, consumer discretionary and materials sectors as the economy recovers. 
(Source: Financial Times) 

 

Borrowing costs have dropped on hopes former ECB chief will effectively deploy EU recovery 
funds. Investors raced for a slice of Italy’s first 10-year bond offering since Mario Draghi was 
sworn in as prime minister, placing €110bn of orders that are set to far exceed the amount on 
offer. The fiery demand underscores how economic prospects under the former European 
Central Bank chief have collided with a rush by investors to lock in positive returns that are 
scarce across the eurozone debt market. The deal attracted €110bn in demand before the order 
book closed just before 1pm in Milan on Tuesday, according to a term sheet seen by the 
Financial Times. That exceeded the €108bn in the last 10-year deal organised by investment 
banks in June 2020, which held the record for the biggest syndicated Italian bond sale. The 
blockbuster demand has come as investors expect Draghi, who is widely credited with easing 
the bloc’s debt crisis a decade ago, to deliver stronger Italian economic growth after a historic 

Italy draws record €110bn orders in first bond sale of Draghi era 



 

18 | P a g e  

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

DELIVERING  
KNOWLEDGE  

THAT MATTERS 

recession last year. The new bond was set to price at a yield of about 0.57 per cent, or 0.04 
percentage points higher than the outstanding benchmark, the term sheet said. If Italy 
achieved that pricing, it would be among the lowest yields the country has ever paid to borrow 
for a decade. UniCredit estimates Italy will raise up to €12bn in the sale. Italian debt has rallied 
sharply in recent weeks, sending the closely watched gap between the country’s 10-year 
borrowing costs and those of regional haven Germany to a six-year low of less than 0.9 
percentage points. The so-called spread had surged higher than 2.75 points during the height of 
the coronavirus-induced market tumult last year. (Source: Financial Times) 

 

Demand for corporate debt has offered lifelines to struggling firms that can borrow at interest 
rates once reserved for the safest type of bonds. Investors’ near-insatiable demand for even the 
riskiest corporate debt is fueling a Wall Street lending boom, offering lifelines for struggling 
companies even as the coronavirus pandemic still drags on the economy. Companies such as 
hospital operator Community Health Systems Inc. and newspaper publisher Gannett Co. Inc. 

Borrowing Binge Reaches Riskiest Companies in the US 
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have issued a record $139 billion of bonds and loans with below investment-grade ratings from 
the start of the year through Feb. 10, according to LCD, a unit of S&P Global Market 
Intelligence. More than $13 billion of that debt had ratings triple-C or lower—the riskiest tier 
save for outright default—about twice the previous record pace. Despite the onslaught of new 
bonds, riskier companies can now borrow at interest rates once reserved for the safest type of 
debt. As of Friday, February 12, the average yield for bonds in the ICE BofA US High Yield 
Index—a group that includes embattled retailers and fracking companies—was just 3.97%. By 
comparison, the yield on the 10-year U.S. Treasury note, which carries essentially no default 
risk, was as high as 3.23% less than three years ago. The 10-year Treasury yielded around 1.2% 
Friday. “At a high level, you have a meaningful imbalance between supply and demand,” said 
David Knutson, head of credit research for the Americas at Schroders, the U.K. asset 
management firm. “The demand exceeds the supply for bonds.” The most striking aspect of 
the current lending boom is its timing. Typically, it can take years after recessions for the 
market to reach its present level of exuberance, analysts said. In this case, it has taken less than 
12 months and has arrived just as economic data has revealed a winter slowdown in the 
recovery. Investors’ optimism rests largely on the idea that current economic challenges aren’t 
normal and can be resolved quickly once coronavirus vaccines are more widely distributed. 
The combined efforts of the Federal Reserve and Congress have also helped by depressing 
benchmark interest rates and pumping trillions of dollars into the economy. Strong demand 
from investors for riskier debt can create a positive feedback loop for companies. Struggling 
ones can refinance their debt, holding down the overall corporate default rate. That then 
further boosts investors’ demand. (Source: Wall Street Journal) 

Investors say a further sharp rise in yields would threaten Wall Street’s record run. The drop 
in US government bond prices in the opening weeks of 2021 poses a threat to Wall Street’s 
record run, analysts and investors have said. High prices and vanishingly slim yields on 
Treasury bonds have provided a key support for equities since the shock of the coronavirus 
outbreak last year. But, stung by expectations for rising inflation, yields have swept higher, 
with the 10-year benchmark yield briefly touching 1.3 per cent this week, from a little above 0.9 
per cent at the start of the year. Already, February is shaping up to provide one of the biggest 
monthly increases in yields since 2018. (Source: Financial Times) 

 

US bond sell-off stirs warnings over stock market strength 
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Bets on a rise in inflation that have dominated global bond markets in recent weeks pushed the 
German yield curve to its steepest since March 2020 on Wednesday. Expectations of economic 
recovery from the COVID-19 crisis and extraordinary fiscal stimulus in the United States has 
pushed global bond yields higher, led by U.S. Treasuries. With expectations for rising inflation 
hitting longer-dated bonds harder than shorter ones, yield curves -- often seen as indicators of 
economic expectations -- have steepened on both sides of the Atlantic. In the euro zone, the gap 
between two- and 10-year German bond yields, a closely watched segment of the yield curve, 
rose to its steepest since March 2020 early on Wednesday, at 36 basis points. Germany’s 10-year 
yield, the euro zone’s benchmark, touched its highest since June at -0.331%. “The bond market 
sell-off is developing a dynamic of its own where higher yields lead to higher yields,” said 
Christoph Rieger, head of rates and credit research at Commerzbank in Frankfurt. (Source: 
Reuters) 

World’s largest oil exporter plans to reverse recent unilateral production cut, while OPEC-plus 
seen likely to roll over curbs. Saudi Arabia plans to increase oil output in the coming months, 
reversing a recent big production cut, say advisers to the kingdom, a sign of growing 
confidence over an oil-price recovery. The world’s largest oil exporter surprised oil markets 
last month when it said it would unilaterally slash 1 million barrels a day of crude production in 
February and March in an effort to raise prices. But the kingdom plans to announce a reversal 
of those cuts when a coalition of oil producers meets next month, the advisers said, in light of 
the recent recovery in prices. The output rise won’t kick in until April, given the Saudis have 
already committed to stick to cuts through March. The advisers cautioned the plans could still 
be reversed if circumstances change, and the Saudis’ intention hasn’t yet been communicated 
to the Organization of the Petroleum Exporting Countries, said the people and OPEC delegates. 
Oil prices this week returned to levels not seen since the Covid-19 pandemic erupted in early 
2020. Brent crude, the international oil benchmark, reached $64 a barrel Wednesday, while 
West Texas Intermediate, the main grade of U.S. crude, stood at $60.6 a barrel. The recovery in 
oil prices has been supported by an unexpected cold spell in the U.S., which has affected short-
term crude production. Efforts by producers to reduce supply and rebalance oil markets, led by 
Saudi Arabia, have also shored up oil futures, analysts say. (Source: Wall Street Journal) 

 

Reflation bets push German yield curve to steepest since March 

Saudi Arabia Set to Raise Oil Output Amid Recovery in Prices 
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Daimler AG expects significant improvements in sales and operating profit in 2021 and will 
make up for lost production caused by a semiconductor chip shortage by the end of the year, 
the German carmaker said on Thursday. The outlook sent shares in the maker of Mercedes-
Benz cars up 2.5% in early trading. Bottlenecks causing a shortage of semiconductor chips will 
hurt its sales mostly in the first quarter, Daimler said. Much of the auto industry has struggled 
to maintain production levels because of the chip shortage. The automaker also confirmed its 
preliminary financial results for 2020 and said economic conditions in it key markets should 
continue to return to normal and that it expected no further setbacks as a result of the 
coronavirus pandemic. Like its rivals, Daimler is racing to bring more electrified models to 
market to meet tightening CO2 emissions standards in Europe and China. Chief Executive Ola 
Källenius said during a video conference on the carmaker’s results that sales of electric vehicles 
in 2021 could double as a percentage of Daimler’s overall sales. Sales of plug-in hybrids and 
fully-electric vehicles made up 7.4% of Mercedes-Benz car sales in 2020, up from 2% in 2019. 
Thanks to cost savings and a faster-than-expected recovery in the auto sector, Daimler said last 
month that its group earnings before interest and taxes (EBIT) for 2020 came to 6.60 billion 
euros ($7.95 billion). Daimler said this month it planned to spin off Daimler Truck, the world’s 
largest truck and bus maker, as it seeks to increase its investor appeal as a focused electric, 
luxury car business. (Source: Reuters) 

Bitcoin rose above $50,000 on Tuesday to a new record high, building on a rally fuelled by signs 
that the world’s biggest cryptocurrency is gaining acceptance amongst mainstream investors. 
(Source: Reuters) 

Rick Rieder, BlackRock’s chief investment officer of global fixed income, told CNBC 
Wednesday that the investment giant has “started to dabble” in bitcoin—it’s the latest instance 
of a major financial player dipping its toes into digital assets. Reider did not elaborate on 
BlackRock’s cryptocurrency strategy, but last month the investment giant filed documents 
with the Securities and Exchange Commission showing that it wants to include cash-settled 

Germany's Daimler sees 2021 pandemic recovery lifting sales, profits 

Bitcoin tops $50,000 for the first time 

$8.7 Trillion Asset Manager BlackRock Is Exploring Bitcoin As Institutions Flood 
Crypto 
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Bitcoin futures as eligible investments for two of its funds. BlackRock is the world’s largest 
asset manager—it managed some $8.7 trillion at the end of the fourth quarter. Rieder told 
CNBC that he believes bitcoin’s recent rally is gaining momentum in part because of stronger 
regulations and better technology. “My sense is the technology has evolved and the regulation 
has evolved to the point where a number of people find it should be part of the portfolio, so 
that’s what’s driving the price up,” he said. (Source: Forbes) 
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CHART OF THE WEEK – TOTAL GLOBAL STOCKS MARKET 
CAP AT A NEW ALL-TIME HIGH OF USD 110 TRILLION 

Stock markets continued to grow strongly the week before last and, according to the broadest 
global stock index MSCI All Country World, have attributed a highly above-average gain of 
5.6% since the beginning of the year. Major stock indices reached new all-time highs over the 
past week, as did the global stock market capitalization, the aggregate value of all exchange-
traded companies, which currently stands at $ 110 trillion. 

 

What will be the development of the stock markets in the coming months? My outlook is 
slightly negative. First, stock market performance in recent months, despite the global 
pandemic, has been truly phenomenal. MSCI All Country World index has gained 17.6% in the 
last 12 months. At the same time, historically in the financial markets, after a period of strong 
growth, there is usually a period of yield fast. 

Second, the valuation of global stock markets is enormously high, close to historical highs. For 
example, the global P/E trailing is currently 33.6, well above the long-term average of 20.3. 
From a historical comparison, high equity valuations are strongly correlated with below-
average expected and future realized returns. 



 

24 | P a g e  

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

DELIVERING  
KNOWLEDGE  

THAT MATTERS 

Third, global inflationary pressures are currently at multi-year highs, as measured by inflation 
swaps. Therefore, I cannot rule out that realized inflation will also rise significantly above the 
central banks' inflation targets in the coming months. After all, the quantitative easing aka 
money printing of key central banks is still unprecedented and fiscal policies remain very 
loose. 

On the other hand, it is also true that the monetary stimulus of key central banks is still 
incredibly strong. And since the global financial crisis in 2009, stock markets have been very 
strongly correlated with central bank money printing and global money supply growth. 
Therefore, I believe that probably no major correction is on the agenda. 

Therefore, my baseline scenario for the future assumes that the major stock indices will move 
around current levels in the coming months, and I would not be surprised if we saw a slight 
profit-taking and a healthy correction of around 10-15%. 
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QUOTE OF THE WEEK 

“It's not whether you're right or wrong 
that's important, but how much money 

you make when you're right and how 
much you lose when you're wrong.” 

- GEORGE SOROS - 
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