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GLOBAL ECONOMY 

The U.S. House of Representatives gave final approval on Wednesday to one of the largest 
economic stimulus measures in American history, a sweeping $1.9 trillion COVID-19 relief bill 
that gives President Joe Biden his first major victory in office. The measure provides $400 
billion for $1,400 direct payments to most Americans, $350 billion in aid to state and local 
governments, an expansion of the child tax credit and increased funding for vaccine 
distribution. Forecasters expect it to supercharge the U.S. economic recovery. “Help is here,” 
Biden wrote in a tweet after the vote. The White House said he plans to sign the bill on Friday. 
Approval by a 220-211 vote in the Democratic-controlled chamber came with zero Republican 
support after weeks of partisan debate and wrangling in Congress. Democrats described the 
legislation as a critical response to a pandemic that has killed more than 528,000 people and 
thrown millions out of work. “This is a historic day. It is the beginning of the end of the great 
COVID depression,” Democratic Representative Jan Schakowsky said. Treasury Secretary 
Janet Yellen said in a statement that passage of the legislation was a pivotal day for the U.S. 
economy and would speed its recovery. But Republicans said the measure was too costly and 
was packed with wasteful progressive priorities. They said the worst phase of the largest public 
health crisis in a century has largely passed and the economy is headed toward a rebound. “It’s 
the wrong plan at the wrong time for so many wrong reasons,” Republican Representative 
Jason Smith said. (Source: Reuters) 

The global economic outlook has brightened as vaccine rollouts gain speed and the United 
States launches a vast new stimulus package, the OECD said on Tuesday, hiking its forecasts. 
The world economy is set to rebound this year with 5.6% growth and expand 4.0% next year, 
the Organisation for Economic Cooperation and Development said in its interim economic 
outlook. That marked a sharp increase from its last outlook in early December, when the Paris-
based policy forum forecast global growth of 4.2% this year and 3.7% next year. But important 
risks loomed over the improved outlook, notably in the form of how fast authorities get 
vaccine shots to people, how soon restrictions are lifted and whether new variants are kept in 
check. “The top policy priority is to ensure that all resources necessary are used to produce and 
fully deploy vaccinations as quickly as possible,” the OECD said in the report. Global gross 
domestic product was seen returning to pre-pandemic levels by the middle of this year, albeit 
with large divergences between countries. While the vaccine rollout would give a shot in the 
arm to the global economy, the United States’ planned $1.9 trillion stimulus package would 
cascade down to other countries, adding more than a percentage point to global growth. The 

Biden's $1.9 trillion COVID-19 bill wins final approval in House 

Vaccine rollout, U.S. stimulus boost global economic outlook: OECD 
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U.S. economy would grow 6.5% this year and 4.0% next year, the OECD said, ramping up its 
forecasts from expectations in December for 3.2% in 2021 and 3.5% in 2022. The OECD estimated 
the package, which includes $400 billion in one-time payments of $1,400 to many Americans, 
would boost U.S. output by around 3-4% on average in its first full year. With public money 
flooding into the world’s biggest economy, the package could lead to the creation of up to three 
million U.S. jobs by the end of the year but could also increase inflation by 0.75 percentage 
points per year on average in the first two years. Meanwhile, the stimulus would be a boon for 
the United States major trading partners, boosting growth by 0.5-1 percentage point in Canada 
and Mexico, and between 0.25-0.5 in euro area and China, the OECD said. (Source: Reuters) 

Industrial production increased by 0.7% in January, continuing the strong recovery into the 
new year despite lockdowns and input problems. With that, manufacturing is set to lessen the 
GDP contraction for the first quarter as it did in the fourth quarter. After the decline in German 
production, overall growth in the eurozone comes as a pleasant surprise. The German decline 
of -0.4% was in part explained by a sharp drop in auto manufacturing, related to chip 
shortages, which did not affect overall production elsewhere as much. Strong growth in France 
of 3.4% and more modest growth in the Netherlands and Italy at 1.3% and 1%, respectively, 
boosted the eurozone average into the black. On a year-on-year basis, all production categories 
except for non-durable consumer goods are back above January levels again. For headline 
industrial production, yearly growth came in at 0.1%. This is quite a surprising recovery – not a 
complete 'V', but close enough – given the fact that the second wave of the virus caused 
domestic demand to contract again over the winter months. The outlook remains strong for 
the months ahead. Businesses continue to remain positive about the inflow in their order 
books and for production in the months ahead in general. While input problems like chip 
shortages and higher container prices may dampen output a bit, we don’t expect this to throw 
the production expansion off course significantly. We therefore expect industrial production 
to continue to provide an important counterweight to the services sector, which is still 
suffering from restrictive measures to curb the spread of the coronavirus. While we do expect 
GDP to contract in 1Q, manufacturing strength will likely soften the blow. (Source: ING) 

 

 

Eurozone: Industrial production back above pre-Covid levels 
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CENTRAL BANKS 

ECB announces front-loading of asset purchases to tackle higher bond yields. The European 
Central Bank just decided to keep all its instruments unchanged. Still, the official statement on 
the decisions taken today had an important change compared with January: the ECB will 
front-load its asset purchases in the coming quarter. After the recent increase in bond yields 
and heating up of inflation fears, market participants had started to speculate whether and 
how the ECB would react to these changes. The just-released statement suggests that the ECB is 
trying to demonstrate its willingness to put a cap on bond yields without showing signs of 
panic. Markets are currently discussing the statement that the total size of the asset purchases 
could be increased. However, this statement was already included in the January statement. 
(Source: ING) 

A front-loading of asset purchases and a very nebulous reaction function. This is not only the 
European Central Bank's answer to higher bond yields but probably also the outcome of a 
controversial discussion at the ECB's Governing Council. How will the ECB react to the recent 
increase in inflation and bond yields? This was the main question ahead of today’s ECB 
meeting. The announced decision to front-load asset purchases in the coming months and the 
press conference with ECB President Christine Lagarde suggest that the ECB is split on how to 
continue. In its broader general macro assessment, the ECB has not really changed its mind. 
Despite delays in the vaccination rollout and longer-than-expected lockdowns, the ECB’s GDP 
growth forecasts remained almost unchanged from December, with the ECB now expecting 
GDP growth to come in at 4% in 2021, 4.1% in 2022 and 2.1% in 2023. The ECB remains optimistic 
that fiscal policy support and the reopening of economies will lead to a significant pick-up in 
the course of this year. Remarkably, the ECB changed its risk assessment from ‘tilted to the 
downside but less pronounced’ to ‘more balanced’. As regards inflation, the ECB seems to have 
updated its oil price assumption and actual inflation data for January and February but is not 
expecting an uncontrollable acceleration in inflation. At 1.5% for 2021, 1.2% in 2022 and 1.4% in 
2023, the ECB sees just temporary and one-off factors driving inflation. According to Lagarde’s 
comments during the press conference, the ECB will look through any temporary acceleration 
in prices. She also stressed the high level of slack in the eurozone economy which would 
prevent any wage pressures from emerging. With the latest increase in bond yields, financial 
market participants had expected the ECB to better clarify its current reaction function. The 
decision to front-load its asset purchases over the next quarter took away some of the pressure, 

ECB: Front-loading it is 

ECB: Looking through inflation (and platitudes) 
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indicating that the ECB was willing to put a cap on yields. The comments during the press 
conference, however, were more confusing rather than providing any clarity. What is clear is 
that the ECB will continue focusing on ‘preserving favourable financing conditions’; no yield 
curve control as Lagarde stated during the press conference. According to the ECB, ‘financing 
conditions are defined by a "holistic" and "multifaceted" set of indicators, spanning the entire 
transmission chain of monetary policy from risk-free interest rates and sovereign yields to 
corporate bond yields and bank credit conditions. The comments during the press conference, 
however, added confusion and no additional clarity. Holistic, multifaceted, upstream, 
downstream, anchor and compass. A series of platitudes my editor would not allow me to use; 
at least not this prolifically. What to make of this festival of platitudes? Let’s take a step back, 
forget the platitudes and just look at the facts. There are, in our view, three main takeaways 
from today’s ECB meeting: i) the ECB will look through any temporary acceleration of inflation 
and expects inflation to slow down again next year; ii) the ECB will front-load asset purchases 
in the coming months to underline its willingness to look through higher inflation and limit 
further bond yield increases; iii) the change of the balance of risk for the economic outlook 
suggests that any increase in the total size of the asset purchases is still far out and unlikely. 
Instead, today’s decision looks like a compromise of a split Governing Council. (Source: ING) 
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CZECH REPUBLIC 

Czech inflation slowed down to 2.1% while the market consensus expected stagnation at 2.2%. 
Still, due to the recent spike in commodity prices, the inflationary outlook has shifted higher 
and CPI may not slow this year as quickly as expected a month ago. Our outlook for Czech 
National Bank interest rates does not change, we see rate hikes in 4Q21. Food prices have been 
rather volatile recently, unexpectedly increasing in January by more than 3% but just 
stagnating in February, while the market expected a small increase. As such, year-on-year 
growth in food prices remained at 0.6% last month. The year-on-year slowdown in prices was 
driven by lower holiday prices, as well as a slowdown in clothing and footwear price dynamics 
(in both cases there is measurement uncertainty in connection with the lockdown). In a pro-
inflationary direction were prices of alcoholic beverages and fuel prices in the “transport 
category”. Fuel prices rose by 2% MoM and can be expected to accelerate in the coming months 
due to developments in oil prices. As such, fuel prices will gradually rise to levels seen at the 
turn of 2019 and 2020 and will again contribute to the year-on-year rise in inflation, after 
weighing on YoY inflation rates in past year (subtracting around half a percentage point). 
Prices of services decelerated from 2.6% to 2.3%, and the core CPI by the Czech National Bank's 
definition fell from 3.6% to 3.2%. Overall, however, the inflationary outlook is shifting higher 
due to oil prices, which will further push fuel prices up in coming months (also due to a very 
low base from 2020). As such, the expected inflation slowdown for this year seems to be weaker 
than anticipated a month ago due to commodity prices, and we see whole-year inflation around 
2.5% now. This is no game changer for the CNB in our view; hikes in the second half of the year 
remain likely. Earlier hikes (despite accelerating CPI in months ahead) will depend on the 
Covid situation, which is rather unfavourable in the Czech Republic. So we'd rather prefer to 
see the beginning of monetary tightening in 4Q21. (Source: ING) 

Czech inflation slowed in February 
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FINANCIAL MARKETS 

Stocks performed very well last week. Sentiment was supported on Thursday by the European 
Central Bank, which announced at its regular meeting that it was significantly accelerating 
bond purchases over the next three months to help moderate the rise of bond yields to 
maturity. This will give more liquidity to the markets. The broadest global stock index MSCI 
All Country World strengthened by 2.6% last week. From a regional perspective, developed 
markets performed better, with the MSCI World index strengthening by 2.9%. Emerging 
markets according to the MSCI Emerging Markets index added 0.7%. According to the 
CECEEUR index, the Central European region recorded a profit of 2.8%. 

As for bond markets, the decline from previous weeks has more or less stopped. The broadest 
global bond index, Bloomberg Barclays Global Aggregate Bond, weakened by only 0.2% last 
week, while the average global bond yield to maturity rose by 0.03 percentage point to 1.14%. Of 
the monitored bond markets, only the euro market for high-yield speculative corporate bonds 
recorded a modest gain of 0.3%. 

Commodities took a break after the steep growth from previous weeks. S&P GSCI global 
commodity index did not change its value last week. The price of Brent crude oil fell slightly by 
0.2% to $ 69 a barrel. Gold, on the other hand, rose by 1.3% to $ 1,720 an ounce. 

The main event of this week will be Tuesday and Wednesday's meeting of the US Fed. Investors 
will be anxiously awaiting how the governor Jerome Powell will comment on the decline in 
market prices for US government bonds, respectively the increase of required bond yields to 
maturity. The yield to maturity of the most watched bond, the 10-year US Treasury Bond, has 
risen by 0.7 percentage point since the beginning of the year to the current level of 1.6%. 

Financial markets comment 



 

8 | P a g e  
Prague Finance Institute, z.s. 

The Schebek Palace  |  Politickych veznu 936/7  |  110 00 Prague 1   |  Czech Republic 
www.praguefi.com 

DELIVERING  
KNOWLEDGE  

THAT MATTERS 

 

 



 

9 | P a g e  
Prague Finance Institute, z.s. 

The Schebek Palace  |  Politickych veznu 936/7  |  110 00 Prague 1   |  Czech Republic 
www.praguefi.com 

DELIVERING  
KNOWLEDGE  

THAT MATTERS 

 

 

 

 



 

10 | P a g e  
Prague Finance Institute, z.s. 

The Schebek Palace  |  Politickych veznu 936/7  |  110 00 Prague 1   |  Czech Republic 
www.praguefi.com 

DELIVERING  
KNOWLEDGE  

THAT MATTERS 

CHART OF THE WEEK – BOND CORRECTION IS PROBABLY FAR FROM 
OVER 

The yield to maturity of the most-watched bond ever – the 10-year US Treasury Bond – reached 
an all-time low of 0.5% in August last year. As the market prices of bonds and bond yields to 
maturity move in opposite directions – when one rises, the other falls, and vice versa – the 
market price of this bond reached an all-time high as well in August last year. From this point 
on, yield to maturity began to grow relatively steeply. At the end of last year, it was 0.9%. At the 
beginning of this year, the rise of this yield to maturity continued. So far, it has increased by 
0.64 percentage point and its current level is 1.55%. 

 

Bond yields to maturity generally began to rise at the end of last year as coronavirus vaccines 
began to be widely rolled out. As a result, the economic outlook has improved significantly. In 
addition, key central banks are still conducting quantitative easing – money printing – on an 
unprecedented scale, and the fiscal policies of major economies are still extremely loose. After 
all, in the United States, for example, a $ 1.9 trillion fiscal package is currently in the final 
stages of the approval process. As a result of this monetary and fiscal policy stance and thus the 
markedly improved economic outlook of the global economy, inflation expectations began to 
rise sharply. At the same time, they reached 10-year highs in both the USA and the euro area, 
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measured according to inflation swaps. And it is precisely the inflation expectations that bond 
yields to maturity and thus the market prices of bonds are extremely sensitive to. 

I believe that the rise in bond yields to maturity should continue in the coming months because 
real inflation-adjusted bond yields to maturity are still deeply negative. Until real inflation-
adjusted bond yields to maturity return to positive values, the capital of bond-holding 
investors will continue to decline in real terms. Overall, therefore, I believe that although bond 
markets have lost 4% since the beginning of the year, according to the broadest global bond 
index, Bloomberg Barclays Global Aggregate Bond, the bond correction is probably far from 
over. The risk of this negative bond outlook is, of course, the possibility that key central banks, 
especially the Fed and the ECB, could choose to implement a yield curve control (YCC), 
following the example of the Bank of Japan, which in practice would mean explicit targeting of 
bond yields to maturity and unlimited quantitative easing. 
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QUOTE OF THE WEEK 

“In investing, what is comfortable 
is rarely profitable.” 

- ROBERT ARNOTT - 
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