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GLOBAL ECONOMY 

Euro zone economic activity made a surprise return to growth this month as factories ramped 
up production to its fastest pace in over 23 years, offsetting a continuing slowdown in the bloc’s 
dominant services industry, a preliminary survey showed. But with much of Europe suffering 
a third wave of coronavirus infections and renewed lockdown measures, as well as a slow 
vaccine rollout in the region, the final reading of the survey and April’s numbers could be more 
subdued. IHS Markit’s flash composite PMI, seen as a good guide to economic health, bounced 
above the 50 mark separating growth from contraction to 52.5 in March compared to 
February’s 48.8, its highest since late 2018. Even the most optimistic respondent in a Reuters 
poll had said it would rise to 51.0 and the median predicted only a modest increase to 49.1. “The 
outlook has deteriorated, however, amid rising COVID-19 infection rates and new lockdown 
measures,” said Chris Williamson, chief business economist at IHS Markit. “The service sector 
remains the economy’s weak spot, but even here the rate of decline moderated in March as 
companies benefited from the manufacturing sector’s upturn, customers adapted to life during 
a pandemic and prospects remained relatively upbeat.” A flash PMI covering the services 
industry rose to 48.8 from February’s 45.7, still in contractionary territory but its highest 
reading since August, and well above the median expectation in a Reuters poll for 46.0. A big 
jump in input costs led services firms to increase their prices for the first time in just over a 
year. The output prices index climbed to 50.8 from 48.1. Any sign of increasing price pressures 
may be welcomed by the European Central Bank, which has struggled to get inflation 
anywhere near its target, but a Reuters poll earlier this month suggested the pick-up would be 
shortlived. Meanwhile, booming demand for manufactured goods helped the flash factory PMI 
soar to 62.4 from 57.9, comfortably the highest reading since the survey began in June 1997 and 
well above all forecasts in a Reuters poll that predicted 57.7. An index measuring output, which 
feeds into the composite PMI, jumped to a survey high of 63.0 from 57.6. The manufacturing 
upturn was led by a record surge of factory production in Germany, accompanied by the fastest 
production growth since January 2018 in both France and the region as a whole, IHS Markit 
noted. That jump in output came as euro zone factories tried to meet soaring demand, also at a 
survey high, with the new orders index at 64.2 versus February’s 57.8. Meanwhile, hopes the 
vaccine programme would accelerate and allow a return to some sort of normal life, optimism 
remained elevated. The composite future output index only dipped from February’s three-year 
high of 67.0 to 66.8. (Source: Reuters) 

 

Euro zone economy back to growth in March as factories roar: PMI  
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The German economy is likely to shrink sharply this quarter as pandemic-fighting curbs hit 
the services sector and even the booming construction industry slows, the Bundesbank said on 
Monday. In its latest monthly report, the German central bank seemed to abandon its 
expectations of a rebound in the spring and dropped references to the vaccination campaign, 
which has been plagued by delivery delays and news reports of possible side-effects, as a 
catalyst. “The measures to contain the pandemic are more stringent on average in the current 
quarter than in the previous one,” the Bundesbank said. “Therefore, the economic output in 
the first quarter of 2021 is likely to decline sharply ... particularly in the contact-intensive 
service sectors.” It added that an increase in sales tax, which had been temporarily cut last 
year, had probably contributed to a substantial decline in construction in January. Industrial 
production also eased in the first month of the year but order intake was strong and exports of 
goods increased, the Bundesbank added. Exports of goods to Britain were the exception, 
however, falling by almost a quarter in January, the first month after it left the European 
Union single market. The Bundesbank had said in last month’s report that the economy would 
recover in the spring as coronavirus infections fell and vaccines were distributed. (Source: 
Reuters) 

China’s potential economic output is expected to grow 5%-5.7% over the next five years, 
according to a central bank working paper published late on Thursday. In China’s 2021-2025 
economic plan unveiled this month, the government did not include any average annual 
growth targets to allow more room to account for uncertainties and respond to changes. China 
has set a 2021 gross domestic product target of more than 6%. (Source: Reuters) 

German economy is slumping on anti -virus curbs, Bundesbank sa ys 

China potential economic output may grow 5% -5.7% over 5 years: central bank 
working paper 
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CENTRAL BANKS 

The European Central Bank increased bond purchases by nearly half last week, ramping up its 
stimulus efforts to keep a lid on borrowing costs and convince sceptical investors it would do 
what it took to restrain bond yields. The euro zone's central bank bought 28 billion euros worth 
of bonds last week across its stimulus programmes, a 48% increase over the previous week and 
the biggest weekly amount since Dec. 4. Investors have been doubting the ECB's resolve to 
tackle a recent increase in bond yields in the euro zone, which largely reflected higher growth 
and inflation expectations in the United States rather than a brighter outlook for the bloc. 
Dutch central bank governor Klaas Knot said the larger purchases were temporary and only 
meant to reduce borrowing costs until growth and inflation pick up. (Source: Reuters) 

The European Central Bank must remain a key stabilizer of the euro zone economy as the bloc 
is at risk of suffering longer-term damage from its pandemic-induced double-dip recession, 
ECB chief economist Philip Lane said on Saturday. A sustained period of low activity reduces 
labour productivity, weakens corporate balance sheets and saps confidence, leading to a 
potential downward spiral, Lane said in a speech to the Spring workshop of The European 
House - Ambrosetti. “There is a clear risk of self-fulfilling adverse dynamics taking hold, 
through which uncertain economic prospects induce households, firms and governments to 
hold back on expenditure plans, leading to a decline in overall demand that validates the loss in 
confidence about the future,” he said. Hoping to prop up the economy until it is ready to 
reopen, the ECB has pushed borrowing costs to record lows through copious asset purchases 
and loans to banks at rates as low as minus 1%. “To counter these risk factors, it is essential that 
the ECB acts as a stabilising force and boosts confidence by committing to the preservation of 
favourable financing conditions,” Lane, a chief architect of the ECB’s crisis response, said. 
(Source: Reuters) 

Richmond Federal Reserve President Thomas Barkin on Monday said he doesn’t believe the 
U.S. economy is anywhere near the bar the central bank set before it will begin to even 
consider pulling back on its bond-buying program. “I don’t think right now we are at 
substantial forward progress,” Barkin said, a reference to the Fed’s promise in December to 
keep buying bonds at its current monthly pace until it sees “substantial further progress” on 
reaching its full employment and 2% inflation goals. “I want to get a good part of the way there 

ECB ups money-printing by half to convince bond market sceptics  

ECB must remain euro zone's stabiliser: chief economist Lane  

Fed's Barkin says economy still short of bar for QE taper  
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before having the conversation about whether we’ve made substantial forward progress,” 
Barkin said at the National Association for Business Economics annual meeting. Barkin’s 
comments echo those of Fed Chair Jerome Powell, who said last week that it’s not time to even 
start talking about pulling back on bond purchases despite Fed policymaker forecasts for the 
fastest U.S. growth in decades this year. Barkin noted that the Fed’s preferred measure of 
inflation, core PCE, was 1.4% in December when the central bank set its bar for reducing 
quantitative easing, well short of the Fed’s 2% goal. And while unemployment has dropped to 
6.2%, broader measures of the job market suggest plenty of slack. Barkin said he closely follows 
the percentage of the overall population that is working, known as the employment-to-
population ratio, which rose from 57.4% in December to 57.6% in February. That’s still far 
below its pre-crisis level of 61.1%, he noted. Barkin did say he expects the economy to grow very 
strongly this year as households spend the government aid included in the $1.9 trillion 
pandemic relief package passed this month, and as vaccinations enable more people to return 
to travel and other activity long-deferred by the pandemic. Barkin said he is not troubled by the 
recent sharp rise in bond yields that some see as a warning sign of a coming surge in inflation 
that could undermine the recovery. “Inflation expectations have been firming,” Barkin said. 
“That’s a good thing, not a bad thing, so long as they don’t get out of whack.” In coming 
months, he said, he expects some pretty large price spikes compared to a year earlier, but he’ll 
“look through” such jumps because they will reflect a comparison to very low inflation last 
summer and what he expects to be a one-time surge as consumers start spending their money 
all at once. (Source: Reuters) 

The U.S. central bank will keep its support for the economy in place until the recovery from 
the coronavirus pandemic is “well and truly done,” Federal Reserve Vice Chair Richard Clarida 
said on Thursday. The Fed’s near-zero interest rates and monthly bond purchases “are 
providing powerful support to the economy and will continue to do so as the recovery 
progresses,” Clarida said in comments prepared for delivery to an Institute of International 
Finance meeting. “It will take some time for economic activity and employment to return to 
levels that prevailed at the business cycle peak reached last February. We are committed to 
using our full range of tools to support the economy until the job is well and truly done,” he 
said. Clarida restated what has become the Fed’s main thrust now as the pandemic eases and a 
burst of economic activity is anticipated - so much so that investors wonder if the central bank 
can keep financial conditions loose for as long as it seems to intend. The coming economic 
growth and an accompanying bout of inflation are both welcome, Clarida said, and won’t 
prompt the Fed into quickly rolling back the crisis-levels of support put in place a year ago as a 
fast-developing recession ended more than a decade of unbroken economic growth. Recent 

Fed to support economy until recovery 'well and truly done, ' Clarida says 
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months have shown the economy “to be much more resilient than many forecast or feared one 
year ago,” Clarida said, noting that the United States will likely get back to full employment 
much faster than it did after the 2007-2009 recession and financial crisis, when jobs did not 
reach their prior peak for more than six years. The Fed now sees the U.S. unemployment rate 
falling to 3.5%, roughly where it was before the pandemic, by the end of 2023. A coming round 
of inflation, Clarida will be largely transitory, though the pace of price increases may run 
“somewhat above our 2% longer-run goal” perhaps through 2023. If that occurs, it would mark 
the longest sustained run of inflation at or above the Fed’s target since it was announced in 
2012. That “would be entirely consistent with the new framework” the Fed put in place last 
August to ensure it meets its inflation target after years of missing it, with the promise of lower 
interest rates and more economic support than might otherwise be expected, Clarida said. 
(Source: Reuters) 
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CZECH REPUBLIC 

The Czech National Bank (CNB) Board voted unanimously to keep its policy rate unchanged at 
+0.25%, in line with our and consensus expectations. There was a slight dovish shift in the 
Board’s communication: while the CNB staff forecast remains consistent with a gradual rise in 
interest rates from mid-2021, the Board states that the ongoing pandemic situation “could lead 
to a need to keep monetary conditions accommodative for rather longer than in the forecast.” 
Looking ahead, we expect underlying inflation developments in the Czech Republic to remain 
weak through 2021: while our headline inflation forecast for this year is above the CNB’s 
(+2.3%yoy vs. +2.0%yoy), this reflects developments in energy prices. We expect the CNB to 
leave rates unchanged until 2022Q1, which is significantly more dovish than current market 
pricing. (Source: Goldman Sachs) 

CNB Unanimously Keeps Rates on Hold at +0.25%, Slight Dovish Shift in Guidance  
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FINANCIAL MARKETS COMMENT –  A WEEK WITH MINIMAL 
MOVEMENTS IN THE MAIN FINANCIAL ASSETS 

Last week, we did not notice any major movements in the main stock and bond indices. 

The broadest global stock index MSCI All Country World recorded a slight gain of 0.3%. At the 
same time, developed markets performed relatively well, recording a profit of 0.7% according 
to the MSCI World index. On the other hand, emerging markets, which depreciated by 2.2% 
according to the MSCI Emerging Markets index, did not do well. However, we were again 
pleased with the continuation of the rotation from growth to value stocks, as MSCI All Country 
World Value index recorded a gain of 0.6%, while MSCI All Country World Growth index 
depreciated by 0.1%. At the same time, giant technology companies, which, according to the 
NYSE FANG+ index, depreciated by 4.0% and have been losing -7.2% since the beginning of the 
month, were particularly unsuccessful. 

The broadest global bond index, Bloomberg Barclays Global Aggregate Bond, recorded a slight 
loss of -0.1%, while the average global bond yield to maturity fell by 0.03 percentage point to 
1.13%. Yield to maturity of the most-watched bond, US 10-year Treasury Bond, fell by 0.04 
percentage point to 1.68%. 

S&P GSCI global commodity index depreciated by 0.2%. Brent crude rose slightly by 0.1%. Gold 
depreciated by 0.5% to $ 1,732 per troy ounce. 
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Weekly change YTD change Last value

Dollar index DXY 0.9% 3.1% 92.77

Emerging markets FX index to USD -0.6% -1.1% 1701

EUR/USD -0.9% -3.5% 1.179

EUR/CZK -0.2% -0.6% 26.09

USD/CZK 0.7% 3.5% 22.14

Global equities (MSCI All Country World) 0.3% 4.2%

Developed equities (MSCI World) 0.7% 4.6%

Emerging markets (MSCI Emerging Markets) -2.2% 1.3%

Global equities - Value (MSCI All Country World Value) 0.6% 8.9%

Global equities - Growth (MSCI All Country World Growth) -0.1% -0.5%

US (S&P 500) 1.6% 5.8% 3975

US (NASDAQ) -0.6% 1.9%

US - Big Tech (NYSE FANG+) -4.0% -0.4%

Europe (STOXX Europe 600) 0.8% 7.0%

Japan (Nikkei) -2.1% 6.3%

China (CSI 300) 0.6% -3.3%

Central Europe (CECEEUR) -0.3% 0.3%

Czech Republic (PX) 1.3% 6.6% 1095

Global bonds (Bloomberg Barclays Global Aggregate Bond) -0.1% -4.0%

Global government bonds 0.0% -5.1%

Global investment grade corporate bonds 0.1% -4.2%

Global speculative grade corporate bonds (high-yield) -0.1% -1.0%

EUR investment grade corporate bonds 0.2% -0.6%

EUR speculative grade corporate bonds (high-yield) 0.2% 1.4%

Czech government bonds 0.1% -4.0%

Average global bond yield (Bloomberg Barclays Global-Aggregate Yield to Worst) -0.03% 0.30% 1.13%

US 10 year government bond yield -0.04% 0.76% 1.68%

US 2 year government bond yield -0.01% 0.02% 0.14%

Germany 10 year government bond yield -0.05% 0.22% -0.35%

Germany 2 year government bond yield -0.02% -0.02% -0.72%

Czech Republic 10 year government bond yield -0.02% 0.71% 2.01%

Czech Republic 2 year government bond yield -0.02% 0.91% 1.05%

Credit spread - EUR investment grade (Markit iTraxx Europe / CDS) 0.07% 0.06% 0.54%

Credit spread - EUR high-yield (Markit iTraxx Europe Crossover / CDS) 0.20% 0.23% 2.64%

Commodity index S&P GSCI -0.2% 15.2%

Crude oil Brent 0.1% 24.7% 65

Gold -0.5% -8.6% 1732

Source: Bloomberg, Conseq

Global markets overview
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OTHER FINANCIAL MARKETS NEWS 

The U.S. securities regulator has opened an inquiry into Wall Street’s blank check acquisition 
frenzy and is seeking information on how underwriters are managing the risks involved, said 
four people with direct knowledge of the matter. The U.S. Securities and Exchange 
Commission (SEC) in recent days sent letters to Wall Street banks seeking information on their 
special purpose acquisition company, or SPAC, dealings, the four people said. SPACs are listed 
shell companies that raise funds to acquire a private company with the purpose of taking it 
public, allowing such targets to sidestep a traditional initial public offering. The SEC letters 
asked the banks to provide the information voluntarily and, as such, did not rise to the level of 
a formal investigative demand, two of the sources said. However, one of those two people said 
letters were sent by the SEC’s enforcement division, suggesting they may be a precursor to a 
formal investigation. This person said the SEC wanted information on SPAC deal fees, 
volumes, and what controls banks have in place to police the deals internally. The second 
above source said the SEC asked questions relating to compliance, reporting and internal 
controls. Representatives for the SEC did not immediately respond to requests for comment 
outside U.S. business hours. Wall Street’s biggest gold rush of recent years, SPACs have surged 
globally to a record $170 billion this year, outstripping last year’s total of $157 billion, Refinitiv 
data showed. The boom has been fueled in part by easy monetary conditions as central banks 
have pumped cash into pandemic-hit economies, while the SPAC structure provides startups 
with an easier path to go public with less regulatory scrutiny than the traditional IPO route. 
But the frenzy has started to meet with greater investor skepticism, and has also caught the eye 
of regulators. This month, the SEC warned investors against buying into SPACs based on 
celebrity endorsements and said it was closely watching SPAC disclosures and other 
“structural” SPAC issues. Investors have sued eight companies that combined with SPACs in 
the first quarter of 2021, according to data compiled by Stanford University. Some of the 
lawsuits allege the SPACs and their sponsors, who reap huge pay-days once a SPAC combines 
with its target, hid weaknesses ahead of the transactions. The SEC may be worried about the 
depth of due diligence SPACs perform before acquiring assets, and whether huge payouts are 
fully disclosed to investors, said a third source. Another potential concern is the heightened 
risk of insider trading between when a SPAC goes public and when it announces its acquisition 
target, the second source added. “Wall Street’s biggest banks are being asked: what’s going 
on?” the person said. (Source: Reuters) 

SPACs –  U.S. regulator opens inquiry into Wall Street's blank check IPO frenzy  
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CHART OF THE WEEK –  STRONG LINK BETWEEN GLOBAL EQUITIES 
AND GLOBAL MONEY SUPPLY 

As the charts below show, since the Global Financial Crisis there has been a very strong link 
between global equities and global money supply, with R2 of the two time-series at 0.93. 
Therefore the growth of the global money supply explains 93% of global equities growth. 
Taking into account the fact that key central banks are going to continue with massive 
quantitative easing, global equities are likely to rise further in the mid-term horizon. 
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QUOTE OF THE WEEK 

“The biggest risk of all is not taking 
one.” 

- MELLODY HOBSON - 
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