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GLOBAL ECONOMY 

U.S. consumer confidence increased in February, with households slightly more upbeat about 
the labor market amid declining new COVID-19 infections and expectations for additional 
money from the government to help the economy's recovery from the pandemic. The survey 
from the Conference Board showed its consumer confidence index rose to a reading of 91.3 this 
month from 88.9 in January. Confidence remains well below its lofty reading of 132.6 last 
February. The survey's present situation measure rebounded to a reading of 92.0 after 
declining for three straight months, indicating a pick-up in economic growth was underway. 
The expectations index slipped to 90.8 from a reading of 91.2 in January. A separate report 
showed the S&P CoreLogic Case-Shiller 20-metro-area house price index soared 10.1% in 
December from a year ago, the largest gain since April 2014, after increasing 9.2% in November. 
(Source: Reuters) 

Several major financial firms have upped their forecasts for U.S. economic growth based on 
expectations that President Joe Biden’s proposed $1.9 trillion COVID-19 relief bill will come to 
fruition and bolster the recovery from pandemic-related shutdowns. Biden’s package, on top of 
a nearly $900 billion stimulus bill passed in December, is expected to encourage American 
consumers, who account for nearly 70% of U.S. economic growth, to loosen their purse strings 
and release a torrent of pent-up demand as coronavirus vaccines are deployed and restrictions 
lifted. HSBC Holdings, Europe’s largest bank, raised its estimated full-year 2021 GDP growth 
forecast by 1.5 percentage points to 5%, citing the expected revival in consumer spending. It 
increased its 2022 growth call to 3.0% from 2.5%. It also cited the U.S. housing boom’s impact 
on residential construction. Deutsche Bank increased its GDP growth forecasts for 2021 and 
2022 as well, assuming the final fiscal aid package will be worth $1.6 trillion to $1.7 trillion. 
“Their inflation numbers pushed a bit higher too with risks on the upside,” wrote Jim Reid, a 
strategist at the bank. Pimco, one of the world’s largest fixed income managers, said in a 
research note that the additional stimulus could “contribute to 2021 real GDP growth of over 
7%,” a level not seen since “the great inflationary episode of the 1970s-1980s.” For his part, 
Federal Reserve Chair Jerome Powell said in testimony before the Senate Banking Committee 
on Tuesday that 2021 economic growth could be in the range of 6% this year. Powell also pushed 

U.S. consumer confidence improves as COVID-19 cases fall; house prices 
accelerate 

Financial firms raise U.S. GDP growth estimates on stimulus bets 



 

3 | P a g e  

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

DELIVERING  
KNOWLEDGE  

THAT MATTERS 

back against concerns that the flood of stimulus, in addition to the central bank’s stated 
intention to stay the course with its accommodative monetary policy, could result in spiraling 
inflation. At any rate, the Fed’s recent adoption of an “average” annual 2% inflation target 
would allow the U.S. economy to “run hot” for a while before tightening its policy. The 
Commerce Department is due to release its second take on fourth-quarter GDP on Thursday, 
and economists polled by Reuters expect the number to rise to an annualized rate of 4.2%, an 
increase from its advance reading of 4.0%. (Source: Reuters) 

The latest Ifo index numbers show that optimism has returned to the German economy as 
many businesses seem to have joined financial markets in looking through any adverse short-
term effects from ongoing lockdowns and the slow start of the vaccination rollout. Germany’s 
most prominent leading indicator rebounded in February. The Ifo index increased to 92.4, 
from 90.3 in January, the strongest monthly increase since July last year. Both the current 
assessment and the expectations component improved, with expectations posting the largest 
monthly increase since June last year. Today’s Ifo index shows that German businesses, 
particularly in the manufacturing sector, seem to be following financial markets in looking 
through the negative impact from ongoing lockdowns. (Source: ING) 

While lockdowns still curb economic activity for now, businesses and consumers are becoming 
more optimistic about the months ahead. Economic activity in 1Q will still be very subdued 
though with manufacturing improvements a welcome exception. The Economic Sentiment 
Indicator increased from 91.3 to 93.1 in February. The improvements were seen for both 
manufacturing and services, although services activity remains very subdued for the moment. 
That corresponds to weak economic activity, but just as 4Q GDP growth surprised on the 
upside, 1Q might also be somewhat better than expected now. Manufacturing seems to 
continue to improve regardless of how restrictive measures curb activity elsewhere for the 
moment. The industrial confidence indicator increased from -6.1 to -3.3 in February, a level last 
seen in May 2019. Production expectations have shot up as order books improve and 
inventories continue to run down, this leads to a pretty optimistic picture about the months 
ahead for industrial production. Services activity continues to be dampened by restrictive 
measures to battle the coronavirus. The index for services improved slightly, but remains near 
second wave lows. The consumer also saw sentiment improve slightly in February, thanks to a 

Germany: Ifo – The return of optimism 

Eurozone sentiment improves in February 



 

4 | P a g e  

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

DELIVERING  
KNOWLEDGE  

THAT MATTERS 

more positive assessment of the health of the economy and lower chances of personal 
unemployment in the coming year. With savings still high at the moment, that could boost a 
spending recovery once more restrictive measures are lifted. That will in part have driven 
some service sector optimism as expected demand for the coming months has picked up. 
Selling price expectations differ a lot between sectors. For manufacturing, selling price 
expectations have shot up in February on the back of higher input prices. They are now at the 
highest level since early 2019. For services, they remain quite subdued. That could change 
when we get closer to a more sustained reopening of economies though as inflation is set to run 
higher for most of 2021. (Source: ING) 
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CENTRAL BANKS 

Dallas Federal Reserve President Robert Kaplan on Monday said his forecast for 5% U.S. GDP 
growth this year could be an underestimate, given the likelihood of further fiscal support and 
the rollout of vaccines. Americans will “gradually” engage more fully in the economy between 
now and June as coronavirus vaccines are rolled out, Kaplan predicted in an International 
Energy Forum, and “we think we see substantial improvements in mobility and engagement in 
the third quarter and fourth quarter.” “If we are wrong, the risks are to the upside - we may 
grow faster,” Kaplan added. Unemployment, now at 6.3%, will decline to below 4% next year, 
he told the Garland Chamber of Commerce later on Monday. And though he expects short-
term inflation pressures due to shortages in commodities like chips and lumber to be 
transitory, the “jury is out” on whether longer-term downward price pressures from 
globalization or technology will offset the upward push on inflation from a tighter labor 
market. With the Biden administration’s proposed $1.9 trillion pandemic relief package 
looking increasingly likely to win passage in Congress, economists have already begun to raise 
their 2021 GDP forecasts. Bank of America economists on Monday said they now expect the U.S. 
economy to grow 6.5% this year, up from a previous call for 4.5% growth, based on the expected 
size of the stimulus package and better news on the economy and the virus. Fed officials will 
deliver their next set of quarterly economic projections at a policy meeting in March. Their 
median forecast from December of 4.2% growth this year is looking increasingly stale amid 
strong consumer spending. Kaplan said a lot will depend on the handling of the pandemic, 
especially the pace of vaccine rollouts globally. The United States has partially or fully 
vaccinated about 44 million people, or about 13% of the population, according to figures from 
the U.S. Centers for Disease Control and Prevention. Only Israel, the United Arab Emirates, 
and the United Kingdom have rolled out vaccines at a faster pace. The Fed has kept interest 
rates at zero and has pledged to keep them there until the economy reaches full employment, 
and inflation reaches the Fed’s 2% goal and looks headed to exceed that. It is also buying $120 
billion in bonds a month to push down on long-term borrowing costs. Once the pandemic is 
weathered, Kaplan said, it would be “healthy” to wean financial markets from that super-easy 
Fed policy. (Source: Reuters) 

 

Fed's Kaplan sees U.S. economy growing at least 5% this year 
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The U.S. economic recovery remains “uneven and far from complete” and it will be “some 
time” before the Federal Reserve considers changing policies it adopted to help the country 
back to full employment, Fed Chair Jerome Powell said on Tuesday. The U.S. central bank’s 
interest rate cuts and purchases of $120 billion in monthly government bonds “have materially 
eased financial conditions and are providing substantial support to the economy,” Powell said 
in remarks prepared for delivery to a Senate Banking Committee hearing on the state of the 
economy. “The economy is a long way from our employment and inflation goals, and it is likely 
to take some time for substantial further progress to be achieved,” the hurdle the Fed has set 
for discussing when it might be appropriate to pare back support. While the health crisis in the 
country is improving and “ongoing vaccinations offer hope for a return to more normal 
conditions later this year,” Powell said, “the path of the economy continues to depend 
significantly on the course of the virus and the measures taken to control its spread.” Powell’s 
appearance in Congress comes at a significant juncture for the U.S. economy, which is still 
reeling from the pandemic but perhaps poised to take off later this year if the vaccination 
program hits its stride. (Source: Reuters) 

Federal Reserve policymakers are shrugging off the surge in longer-term U.S. government 
bond yields as a sign of growing optimism about the economy, which could pick up steam as 
more people are vaccinated against the coronavirus. And none of the officials so far are 
signaling an interest in lightening up on the U.S. central bank’s accommodative monetary 
policy stance, even as the yield on the benchmark 10-year Treasury note on Thursday topped 
the 1.50% level for the first time in a year, sending stocks sharply lower. The 10-year yield has 
tripled since last August. “Much of this increase likely reflects growing optimism in the 
strength of the recovery and could be viewed as an encouraging sign of increasing growth 
expectations,” Kansas City Fed President Esther George told farm executives in a virtual event 
on Thursday, adding to a chorus of similar remarks from other Fed officials in recent days. 
Atlanta Fed President Raphael Bostic, speaking in a separate online event organized by the 
Greater Naples Chamber, said bond yields remained comparatively low and that the central 
bank did not need to do anything at this time to address the uptick. “Right now I am not 
worried about that,” Bostic said. “We will keep an eye out. ... I am not expecting that we will 
need to respond at this point in terms of our policy.” Fed officials said the increase in yields is a 

Fed's Powell says support for economy needed for 'some time' 

Fed officials shrug off rise in longer-term U.S. bond yields 
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reflection of confidence that a robust economic recovery is on the horizon for the second half 
of the year, as more vaccines are distributed and with more fiscal stimulus likely on the way. 
Fed Chair Jerome Powell said on Tuesday that the U.S. economy could grow in the range of 6% 
this year, in line with some private forecasts. But policymakers said the improved outlook does 
not warrant a response from the central bank, which has vowed to keep its benchmark 
overnight interest rate at the near-zero level and to continue purchasing $120 billion a month 
in government bonds and mortgage-backed securities until the economy is on stronger footing. 
“I gave a rosy outlook,” St. Louis Fed President James Bullard, among the most bullish in his 
outlook for a pickup in economic growth and drop in unemployment this year, told reporters 
after an economic forecasting seminar organized by Georgia State University. “It is only an 
outlook. I would want to see if it materializes.” The economy is far from receiving the all-clear, 
with new variants of the virus threatening to lead to a rise in infections and the labor market 
still 10 million jobs short of where it was before the pandemic, Fed officials said. “The FOMC is 
positioned to be patient as it follows the outlook for the virus and the economy,” George said, 
referring to the policy-setting Federal Open Market Committee. “It’s too early at this point to 
talk about pulling back on that accommodation,” George said, pointing to elevated 
unemployment, low inflation and uncertainties about the economic outlook. (Source: Reuters) 

The ECB is "closely monitoring" the recent rise in government bond yields, ECB President 
Christine Lagarde said, the clearest sign yet that policymakers are becoming uncomfortable 
with the recent surge in borrowing costs. "Risk-free overnight indexed swap rates and 
sovereign yields are particularly important, because they are good early indicators of what 
happens at downstream stages of monetary policy transmission," Lagarde said in a speech. 
"Accordingly, the ECB is closely monitoring the evolution of longer-term nominal bond yields," 
she said. Lagarde also reaffirmed the ECB's pledge to preserve favorable financing during the 
pandemic. That commitment involved a focus on the entire chain of policy transmission, from 
risk-free rates to government borrowing costs, capital markets, and bank lending for firms and 
households. (Source: Reuters) 

 

ECB getting uncomfortable with rise in yields 
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CZECH REPUBLIC 

Czech Airlines have told the Labour Office that they are preparing to sack up to all of its 430 
employees, the daily Hospodářské noviny wrote on Wednesday. The national carrier has been 
impacted heavily by the coronavirus crisis, is in deep debt, and cannot expect help from the 
government. Smartwings, which owns Czech Airlines, earlier in February asked the 
government for a CZK 1.1 billion rescue package, but the request was declined. Founded in 1923, 
Czech Airlines is the fifth oldest still-operating airline in the world. It has been owned by the 
low-cost airline conglomerate Smartwings Group since 2018. The initial stage of the 
coronavirus pandemic caught Czech Airlines just as the company was modernising its airfleet 
and the subsequent travel ban last spring hit it hard. Despite the re-establishment of several 
connections during the summer, the airline announced in July that it would be downsizing its 
personnel from 700 to 300. The company was able to secure delays on debt repayments during 
2020 and has sold several of its aircraft to raise money. The current debt moratorium is 
scheduled to run out on February 27. Smartwings had requested the CZK 1.1 billion loan from 
the government to keep Czech Airlines afloat and create a support programme similar to that 
put in place with hotels and bus companies, where the airline would receive money for the 
empty seats it cannot fill due to restrictions. This request was denied. According to 
Hospodářské noviny, it seems that Czech Airlines is therefore close to being forced to close. 
Information that downsizing is being prepared was confirmed by the head of the cabin crew 
personnel trade union Tereza Löffelmanová. She also said Czech Airlines employees have 
received no information about how the company plans to survive in the coming weeks. 
Hospodářské noviny writes that one of the options on how to solve the problem within 
Smartwings Group is to focus on saving the Smartwings budget airline branch and let Czech 
Airlines become insolvent. However, whether this is in fact what the company is looking to do 
is unclear, because management refuse to comment until the debt moratorium expires. 
Neither is it known how much Smartwings and Czech Airlines actually owe in debt, the paper 
writes. It is likely substantial given that passenger numbers fell by 80 percent to 1.8 million last 
year. In 2019, the company was also negatively affected by the worldwide groundings of the 
Boeing 737 Max model aircraft, whose malfunctioning flight control system caused two crashes 
for other airlines. Karel Havlíček, the Minister of Industry and Trade, has told Hospodářské 
noviny that the government is not preparing any specific type of support for Smartwings. 
(Source: Radio Prague International) 

Czech Republic’s historic airline announces plans for major downsizing 
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FINANCIAL MARKETS 

Last week the correction from all-time highs on both equities and continued. The broadest 
global equity index MSCI All Country World attributed a loss of 3.3%. From a regional 
perspective emerging markets performed much worse with MSCI Emerging Markets index 
attributing a loss of 6.3%. Developed markets as measured by MSCI World index attributed 
a loss of 2.8%. Czech equities as measured by PX index attributed a small gain of 0.3%.  

The broadest global bond index Bloomberg Barclays Global Aggregate Bond attributed a loss of 
0.7% while the global average bond yield to maturity increased by 0.07% to 1.08%. Index of 
Czech government bonds declined by 0.7% while the yield to maturity on 10-year Czech 
government bond increased by 0.14% to 1.71%. 

On the other commodities recorded gains again. Global commodity index S&P GSCI attributed 
a gain of 1.5%. Brent crude oil price increased by 5.1% to the level of 66 USD per barrel. Gold 
declined by 2.7% to the level of 1729 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 0.6% 0.3% 1.0% -8.2% 90.88

Emerging markets FX index to USD -0.7% -0.1% -0.2% 5.3% 1716

EUR/USD -0.4% -0.5% -1.2% 11.0% 1.208

EUR/CZK 1.4% 0.7% -0.2% 3.4% 26.20

USD/CZK 1.5% 0.8% 1.1% -7.3% 21.61

Global equities (MSCI All Country World) -3.3% 2.2% 1.7% 21.7%

Developed equities (MSCI World) -2.8% 2.5% 1.4% 20.7%

Emerging markets (MSCI Emerging Markets) -6.3% 0.7% 3.7% 28.4%

Global equities - Value (MSCI All Country World Value) -1.6% 4.3% 3.4% 8.7%

Global equities - Growth (MSCI All Country World Growth) -5.0% 0.1% 0.0% 34.3%

US (S&P 500) -2.4% 2.6% 1.5% 22.3% 3811

US (NASDAQ) -4.9% 0.9% 2.4% 46.9%

US - Big Tech (NYSE FANG+) -6.3% 5.4% 7.3% 92.8%

Europe (STOXX Europe 600) -2.4% 2.3% 1.5% 0.1%

Japan (Nikkei) -3.5% 4.7% 5.5% 29.2%

China (CSI 300) -7.6% -0.3% 2.4% 31.0%

Central Europe (CECEEUR) -3.0% -0.7% 0.3% -9.4%

Czech Republic (PX) 0.3% 4.0% 3.0% 2.5% 1058

Global bonds (Bloomberg Barclays Global Aggregate Bond) -0.7% -1.7% -2.6% 5.3%

Global government bonds -0.9% -2.4% -3.7% 3.9%

Global investment grade corporate bonds -0.5% -1.4% -2.4% 5.9%

Global speculative grade corporate bonds (high-yield) -0.6% 0.1% 0.0% 7.3%

EUR investment grade corporate bonds -0.4% -0.8% -0.9% 0.6%

EUR speculative grade corporate bonds (high-yield) -0.5% 0.6% 1.0% 3.7%

Czech government bonds -0.7% -2.0% -2.4% 0.4%

Average global bond yield (Bloomberg Barclays Global-Aggregate Yield to Worst) 0.07% 0.20% 0.25% -0.08% 1.08%

US 10 year government bond yield 0.07% 0.34% 0.49% 0.07% 1.40%

US 2 year government bond yield 0.02% 0.02% 0.01% -1.04% 0.13%

Germany 10 year government bond yield 0.05% 0.26% 0.31% 0.25% -0.26%

Germany 2 year government bond yield 0.02% 0.07% 0.04% 0.03% -0.66%

Czech Republic 10 year government bond yield 0.14% 0.31% 0.41% 0.29% 1.71%

Czech Republic 2 year government bond yield 0.14% 0.71% 0.85% -0.94% 0.99%

Credit spread - EUR investment grade (Markit iTraxx Europe / CDS) 0.03% -0.01% 0.03% -0.01% 0.51%

Credit spread - EUR high-yield (Markit iTraxx Europe Crossover / CDS) 0.18% -0.05% 0.23% 0.09% 2.64%

Commodity index S&P GSCI 1.5% 10.6% 16.0% 3.2%

Crude oil Brent 5.1% 18.3% 27.7% 23.8% 66

Natural gas -9.7% 8.1% 9.1% 52.2% 2.8

Copper 1.9% 15.7% 17.2% 60.7% 9093

Aluminium 0.8% 8.1% 7.7% 26.4% 2132

Gold -2.7% -6.4% -8.8% 5.2% 1729

Silver -3.1% -1.9% 0.0% 48.0% 26

Source: Bloomberg, Conseq

Global markets overview
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Other financial markets news 

Optimism is high for a V-shaped recovery, but risk-taking is also at an all-time high. T he only 
reason to be bearish at the moment, says Bank of America’s (BofA) Michael Hartnett, is that 
there is no reason to be bearish. Hartnett is referring to investors’ increasingly euphoric 
outlook, as evidenced by the bank’s latest monthly fund manager survey. Nine months ago, 
roughly three times as many investors expected the economic recovery to be U-shaped rather 
than V-shaped; today, a V-shaped recovery is the consensus. A record number expect a stronger 
global economy in 2021, while both yield curve and earnings expectations are close to all-time 
highs. The fact that an awful lot of good news is already baked into market prices isn’t 
worrying investors. Although various valuation metrics indicate this is the second-most 
expensive market in history (behind the late 1990s technology bubble), only 13 per cent think 
US equities are in a bubble. A majority (53 per cent) think this is a late-stage bull market, while 
27 per cent think this is an early-stage bull market. As a result, cash is seen as trash, with 
allocations falling to their lowest level in eight years. Optimism on stocks is at its second-
highest level in history, with equity allocations now at their highest level in 10 years. 
Worryingly, the percentage of investors taking higher-than-normal risk has hit all-time highs. 
Overall, BofA’s Bull & Bear Indicator is at 7.7, just shy of the 8.0 reading that triggers BofA’s sell 
signal on account of it marking a bullish extreme. With the MSCI World Index coming off a 
recent run of 12 consecutive daily gains – the longest winning streak in 17 years – BofA’s survey 
is further confirmation that things are heating up. (Source: Irish Times) 

The advantage that the S&P 500 dividend yield has held over the benchmark U.S. Treasury 
note during the pandemic has been erased, a year after the collapse in interest rates set the 
stage for Wall Street’s resurgence in the wake of the coronavirus sell-off. The U.S. 10-year 
Treasury yield on Thursday rose above the estimated 1.48% S&P 500 dividend yield, reaching as 
high as 1.614% before paring. It was last at 1.5026%. The benchmark yield was last above the 
1.5% level in February 2020, before the global health crisis brought markets to their knees. 
Since then, the stock market has had a remarkable run, sending the major U.S. indexes to 
multiple all-time highs. But the move higher in Treasury yields could make stocks look 
relatively less attractive compared to safer Treasuries. Indeed, U.S. equity indexes sold off 
sharply on Thursday as the benchmark yield advanced. “We’ve seen the 10-year Treasury yield 

Fund managers feeling very bullish right now 

Benchmark US govt yield overtakes S&P 500 dividend as pandemic risks subside 
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go from below 1% to 1.5% pretty quickly,” said Peter Tuz, president of Chase Investment 
Counsel in Charlottesville, Virginia. “All of a sudden it’s competitive with stocks.” Howard 
Silverblatt, senior index analyst at S&P Dow Jones Indices, agreed. “The market has done 
great, but this has changed the risk-reward,” he said. “Treasury bonds are seen as a safer 
investment. All stocks have risk, even dividend payers.” Silverblatt calculated the S&P 
dividend based on Wednesday’s closing S&P 500 level. Refinitiv Datastream calculated the 
dividend at 1.45%. Silverblatt noted that companies will be paying more money in interest, 
although less than before the coronavirus rocked financial markets. “There is a lot more debt 
out there now, companies have bulked up because they were worried about cash and issued 
shares and debt, we see that in all the statistics, and eventually it catches up with you.” 
Treasury yields tumbled in February 2020 as the COVID-19 pandemic shocked global financial 
markets and crippled much of the world’s economy. Simultaneously, falling stock prices 
created a spike in the S&P 500 dividend yield, even as many companies suspended payouts to 
shareholders. The S&P 500 dividend yield reached 2.76% in late March, a historically large 
premium over the 10-year Treasury yield of 0.76% at that time, according to Refinitiv 
Datastream. Since then, companies have largely resumed their dividends, with many even 
increasing their shareholder payouts. (Source: Reuters) 

From the United States to Germany and Australia, government borrowing costs on Friday were 
set to end February with their biggest monthly rises in years as expectations for a post-
pandemic ignition of inflation gained a life of their own. Australia’s 10-year bond yield and 
Britain’s 30-year yields were set for their biggest monthly jump since the 2009 global financial 
crisis. Long-dated New Zealand yields were flirting with their biggest monthly surge since 
1994.  The move, which began in the U.S. Treasury market at the start of the year on prospects 
for a huge fiscal boost and economic recovery, has spread globally. Even after a Friday respite 
from this week’s brutal drubbing, Australia’s 10-year yield is up 70 basis points in February and 
New Zealand’s 10-year yield is up almost 77 bps. Australia’s 10-year bond yield has soared 
almost 40 bps this week alone to 1.8%, its biggest weekly jump since 2013. And as three-year 
bond yields moved above their 0.1% target, the Reserve Bank of Australia on Friday made an 
unscheduled offer to buy A$3 billion ($2.35 billion) of three-year bonds, on top of a similar 
amount on Thursday, to calm markets. “Given how expensive bonds have been, meaning 
yields have been depressed, it was expected that when the selloff came it would move at great 
speed,” said Seema Shah, chief strategist at Principal Global Investors. “This is a move driven 
by the U.S. and that has fed out to other markets, but large elements of the selloff in recent 

Bond markets left smarting from worst rout in years as reflation goes global 
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days are not just about the improvement in growth fundamentals but technical factors, too.” 
For the United States and some European markets, the bond selloff was on the scale of late 
2016, when Donald Trump’s election as U.S. President last triggered so-called reflation bets. 
U.S. 10-year bond yields, up more than 35 bps this month and near one-year highs above 1.45%, 
are set for their biggest monthly jump since November 2016. Britain’s 10-year bond yield, up 45 
bps in February, was also set for its biggest monthly jump since 2016. Thirty-year yields headed 
for their biggest monthly leap since 2009 after rising 48 bps. Rising government bond yields 
pose a challenge for central banks trying to steer economies through the COVID-19 crisis. They 
feed through to the real economy by raising the rates at which banks lend and consumers 
borrow, thereby tightening financial conditions. Japan, which targets long-dated bond yields 
at around 0%, has seen 10-year yields rise almost 10 bps this month to 0.15%. That puts it on 
track for the biggest monthly gain since March 2020, the peak of the COVID-19-induced market 
turmoil. In the euro area, where German Bund yields were set for their biggest monthly jump 
in three years, the European Central Bank has said it is monitoring the rise in rates closely. 
“Seen from a fundamental angle, the ultra-low yields of 2020 made much less sense than the 
less depressed yields to which markets are heading now,” said Berenberg chief economist 
Holger Schmieding. Schmieding said 10-year U.S. yields were likely to rise to 2% by the end of 
the year as investors price in strong growth and a rebound in underlying inflation. German 
Bund yields could reach 0%, “with risks tilted to the upside.” (Source: Reuters)  

Charlie Munger, the longtime business partner of Warren Buffett, on Wednesday said the 
recent short squeeze in shares of GameStop Corp reflects what could occur when investors 
gamble on stocks as they would on horse races. “It’s really stupid to have a culture” 
encouraging gambling in stocks by such investors, Munger said. He also called frenzied buying 
of stocks just because their prices are rising is “a very dangerous way to invest.” Munger, 97, 
was speaking at the annual meeting of Daily Journal Corp, the Los Angeles newspaper 
publishing company he chairs, webcast on Yahoo Finance. He remains better known for his 
work at Buffett’s conglomerate Berkshire Hathaway Inc, where he has been vice chairman 
since 1978. (Source: Reuters) 

 

Charlie Munger says GameStop short squeeze reflects horse-racing mentality 
toward stocks 
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GTCR and Reverence Capital to buy division with $603bn of client assets as consolidation 
sweeps across industry. Wells Fargo has agreed to sell its asset management arm to US private 
equity firms GTCR and Reverence Capital for $2.1bn, in the latest of a string of deals sweeping 
across the US fund management industry. America’s fourth-largest bank by assets, which has 
vowed to cut costs and boost profits after years of underperformance, announced the cash deal 
on Tuesday. It said it would keep a 9.9 per cent stake in the asset management division and 
“continue to serve as an important client and distribution partner”. Wells Fargo Asset 
Management (WFAM) has $603bn of client funds, 24 offices globally and employs 450 
investment professionals. Its owner has been exploring a sale of the business since late last 
year. “As an independent organisation, WFAM will pivot to the next phase of its growth,” said 
Milton Berlinski, co-founder and managing partner of New York-based Reverence Capital, 
promising to expand the asset manager’s range of products. JPMorgan Chase, whose chief 
executive Jamie Dimon has publicly spoken of wanting to buy an asset management firm, was 
once seen as a possible buyer. The disposal comes as Wells Fargo has pledged to cut $8bn from 
its annual cost base over the next three years, including more than 250 “efficiency initiatives” 
by streamlining operations around its most core businesses. (Source: Financial Times) 

Wells Fargo agrees sale of asset management arm to private equity for $2.1bn 
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CHART OF THE WEEK – RISE OF BOND YIELDS IS CAUSING 
ANXIETY AMONG CENTRAL BANKERS 

In recent days, the central bankers of the Fed and the ECB have intensively commented on the 
increase in bond yields to maturity. They don't like the increase in bond yields very much. In 
particular, ECB officials stressed that in the event of further rise in yields, the ECB could 
intervene to ensure that the fragile economic recovery and financial conditions in the euro 
area are not jeopardized. 

In my opinion, central bankers would still like to see bond yields as low as possible. Although 
not publicly acknowledged by central bankers, record low bond yields, maintained at these 
minimum levels by massive quantitative easing, primarily serve the sustainability of record 
government debts. 

At the same time, however, central bankers are significantly undermining investors’ interests 
with their ultra-loose monetary policy, who have had to face so-called financial repression for 
a long time. This indicates the situation in global bond markets, where real inflation-adjusted 
bond yields to maturity are negative. As a result of this state of global bond markets, the real 
value and purchasing power of the capital of investors invested in bonds paradoxically declines 
over time. 

Therefore, investors must increasingly focus on riskier bond segments, especially corporate 
bonds with a non-investment speculative rating (high-yield), in order to achieve the yield 
targets of their investment portfolios. At the same time, however, they accept a 
correspondingly higher investment risk. 
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QUOTE OF THE WEEK 

“Simplicity has a way of improving 
performance by enabling us to better 

understand what we are doing.” 
- CHARLIE MUNGER - 
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