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GLOBAL ECONOMY 

U.S. consumer prices rose by the most in more than 8-1/2 years in March as increased 
vaccinations and massive fiscal stimulus unleashed pent-up demand, kicking off what most 
economists expect will be a brief period of higher inflation. 

The report from the Labor Department on Tuesday also showed a firming in underlying prices 
last month as the broader reopening of the economy bumps against bottlenecks in the supply 
chain, capacity constraints and higher commodity prices. 

Federal Reserve Chair Jerome Powell and many economists view higher inflation as transitory, 
with supply chains expected to adapt and become more efficient. The supply constraints 
mostly reflect a shift in demand towards goods and away from services during the pandemic, 
now in its second year. 

“Inflation is a process and not a one-time event,” said Chris Low, chief economist at FHN 
Financial in New York. “These bottlenecks are one offs. The Fed will not consider action until 
it views price levels changes as permanent rather than temporary, something it does not 
consider possible until the economy is at full employment.” 

The consumer price index jumped 0.6% last month, the largest gain since August 2012, after 
rising 0.4% in February. A 9.1% surge in gasoline prices accounted for nearly half of the 
increase in the CPI. Gasoline prices rose 6.4% in February. 

Food prices edged up 0.1%. The cost of food consumed at and away from home also rose 0.1%. 

Economists polled by Reuters had forecast the CPI advancing 0.5%. In the 12 months through 
March, the CPI surged 2.6%. That was the largest gain since August 2018 and followed a 1.7% 
increase in February. 

The jump mostly reflected the dropping of last spring’s weak readings from the calculation. 
Those so-called base effects are expected to push up annual inflation even higher in the coming 
months before subsiding later this year. 

Stocks on Wall Street were mostly higher. The dollar slipped against a basket of currencies. 
U.S. Treasury prices rose slightly. 

 

 

U.S. consumer prices post biggest gain in 8-1/2 years as economy reopens 
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UNDERLYING INFLATION FIRMING 

Excluding the volatile food and energy components, the CPI increased 0.3% after nudging up 
0.1% in February. The largest gain in seven months in the so-called core CPI was driven by a 
rise in rents as well as hotel and motel accommodation prices, which rebounded 4.4% after 
falling 2.7% in February. 

The cost of hospital services increased 0.6%. But prescription medication prices were 
unchanged leading to overall healthcare costs edging up 0.1%. Used cars and trucks prices 
increased a solid 0.5%, but the cost new cars was unchanged for a second straight month. 
Motor vehicle production has been hampered by a global shortage of semiconductors. 

Consumers also paid more for motor vehicle insurance as well as recreation and household 
furnishings. But apparel prices fell as did costs related to education. 

The core CPI increased 1.6% on a year-on-year basis after rising 1.3% in February. The Fed 
tracks the core personal consumption expenditures (PCE) price index for its 2% inflation target, 
a flexible average. The core PCE price index is at 1.5%. 

The cost of services advanced 0.4% after rising 0.3% in February. The government reported last 
week that producer prices surged in March. With the CPI and PPI data in hand, economists at 
JPMorgan forecast the core PCE price index gained 0.4% in March after nudging up 0.1% in 
February. That would lift the year-on-year increase to 1.9% from 1.4% in February. 

March’s strong inflation readings are in sync with several business surveys showing an 
acceleration in cost pressures. 

Manufacturers are grappling with acute shortages of basic materials, rising commodities prices 
and difficulties in transporting finished goods. 

Some economists argue the fractured supply chains, together with nearly $6 trillion in 
government relief since the COVID-19 pandemic barreled through the United States in March 
2020 could fan inflation for a sustained period. The Fed has also slashed its benchmark 
overnight interest rate to near zero and is pumping money into the economy through monthly 
bond purchases. 

These economists also point to the business surveys, which have indicated that customer 
inventories are at record lows and order books are full. A survey from the NFIB on Tuesday 
showed just over a third of small businesses planned raising prices in March, noting that “low 
inventories and solid sales will create more opportunities to raise prices.” 
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“This suggests companies have strong pricing power that could allow them to expand profit 
margins after several years of margin compression, which could keep inflation higher for 
longer,” said James Knightley, chief international economist at ING in New York. 

But labor market slack could make it harder for inflation to continue spiraling higher. 
Employment remains 8.4 million below its peak in February 2020. The extremely 
accommodative fiscal and monetary policy are also unlikely to keep inflation uncomfortably 
high, if history is a good predictor. 

“Neither rapid money growth and record federal budget deficits have had any correlation with 
inflation over the past 40 years,” said David Berson, chief economist at Nationwide in 
Columbus, Ohio. “Additionally, the factors that have acted to keep inflation in check in recent 
decades - stable inflation expectations, increased use of technology, production movements to 
low-cost areas - all remain in place.” 

Source: Reuters 

Germany's economic institutes will cut their joint 2021 growth forecast for Europe's largest 
economy to 3.7% from 4.7% previously due to a longer than expected COVID-19 lockdown, two 
people familiar with the decision told Reuters. The institutes, which are expected to release 
their joint growth forecast on Thursday, will lift their GDP growth estimate for 2022 to 3.9% 
from 2.7% previously as private consumption is expected to boost overall output, the sources 
added. 

Source: Reuters 

Germany's economic institutes cut GDP 2021 growth forecast to 3.7% 
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CENTRAL BANKS 

The U.S. economy is at an "inflection point" with expectations that growth and hiring will pick 
up speed in the months ahead, but also risks if a hasty reopening leads to a continued increase 
in coronavirus cases, Federal Reserve Chair Jerome Powell said in an interview on the CBS 
news magazine "60 Minutes" on Sunday night. Powell said the base case forecast is for "very 
strong" job growth in the months ahead, and that it is "in the range of possibility" for the U.S. 
to see "quick progress to maximum employment." But Powell reiterated that the Fed is not 
about to change its current policy of near zero interest rates and bond purchases of $120 billion 
per month. Meanwhile, Boston Fed President Eric Rosengren said the U.S. economy could see a 
significant rebound this year thanks to accommodative monetary and fiscal policy, but the 
labor market still has much room for improvement. 

Source: Reuters 

The U.S. economic recovery accelerated to a moderate pace from late February to early April as 
consumers, buoyed by increased COVID-19 vaccinations and strong fiscal support, opened their 
wallets to spend more on travel and other items, the Federal Reserve said. "Reports on tourism 
were more upbeat, bolstered by a pickup in demand for leisure activities and travel which 
contacts attributed to spring break, an easing of pandemic-related restrictions, increased 
vaccinations, and recent stimulus payments among other factors," the U.S. central bank said in 
its latest "Beige Book,". Meanwhile, Fed Chair Jerome Powell said, the Fed will reduce its 
monthly bond purchases before it commits to an interest rate increase, clarifying the order of 
monetary policy changes that are still months if not years in the future. 

Source: Reuters 

The euro zone economy is still standing on the "two crutches" of monetary and fiscal stimulus 
and these cannot be taken away until it makes a full recovery, European Central Bank 
President Christine Lagarde said. The comments, at a Reuters Newsmaker event, marked a 
rare intervention by Lagarde in the policy debate and signalled a pushback on suggestions, 
expressed by some euro zone central bank governors last week, that the ECB start dialling back 
its emergency bond purchases as soon as July. The euro zone's rate-setters are due to meet 
again next week and, while no policy change is expected, governors are likely to begin 
discussing the future of PEPP. Meanwhile, ECB Vice President Luis de Guindos said the ECB will 

Fed's Powell: U.S. economy at an 'inflection point' - CBS '60 Minutes' 

Pace of U.S. economic recovery accelerates, Fed says 

ECB's Lagarde says euro zone economy still on crutches 
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act on any "detrimental" rise in borrowing costs and considers removing stimulus too early a 
bigger risk than acting too late. 

Source: Reuters 

Turkey’s central bank held rates steady at 19% as expected on Thursday and dropped a pledge 
to tighten policy further if needed, in its first decision since President Tayyip Erdogan fired the 
hawkish former governor and sparked a market selloff. 

In a statement, the bank also ditched last month’s pledge to “decisively” maintain a tight 
monetary policy “for an extended period” to address inflation, which has risen above 16% and 
been in double-digits for most of the last four years. 

The lira slipped as much as 0.7% to 8.125 versus the dollar after the bank under new governor 
Sahap Kavcioglu replaced the hawkish guidance with a softer assessment of risks to inflation 
that analysts said signalled interest rate cuts were on the way. 

Erdogan’s shock removal last month of Kavcioglu’s predecessor Naci Agbal, a respected policy 
hawk, sent foreign investors fleeing from Turkish assets on concerns that rates would be 
quickly slashed. 

But Kavcioglu - who had previously criticised Agbal’s rate hikes - has since promised no abrupt 
changes. Those assurances as well as the more-than 10% lira selloff had convinced analysts that 
policy would remain steady for now. 

The central bank said it maintained a tight stance in the face of lofty inflation expectations, 
adding rates would remain above inflation until it is clear that price pressure is easing. 

John Hardy, FX strategy head at Saxo Bank, said the currency had weakened on Thursday 
because Agbal’s pledges were scrapped. 

“Any daylight they see, they are going to want to cut rates. Holding them here (today) is just an 
acknowledgment they can’t get away with it for now,” he said. 

In a Reuters poll, most economists had predicted no change to the one-week policy rate this 
week, but saw easing from around mid-year, to settle at 15% by year-end. 

 

 

Turkish central bank holds rates, drops policy pledge under new chief 
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UNORTHODOX MONETARY VIEW 

Last month, the central bank under Agbal had raised rates by a more-than-expected 200 basis 
points to levels last touched in mid-2019 to dampen inflation and support the currency. 

Before taking the job, Kavcioglu had said such a policy was wrong for Turkey and also espoused 
Erdogan’s unorthodox view that high rates cause inflation. 

Erdogan has repeatedly called for monetary stimulus to help the economic rebound. He has 
fired three bank chiefs in two years, eroding monetary credibility. 

The lira plunged 15% immediately after Agbal’s dismissal before a rebound, and foreign 
investors dumped the most bonds and stocks in 15 years over the following week. 

Depreciation boosts inflation via imports, delaying any rate cut plans, analysts say. 

Inflation is expected to reach as much as 19% before mid-year. Yet few analysts see another rate 
hike given Erdogan’s repeated calls for stimulus - including one this month for single-digit 
rates. 

The change in tone under Kavcioglu reflects “preparation being made to cut the policy rate,” 
said Haluk Burumcekci of Istanbul-based Burumcekci Consulting. 

Ratings agencies say premature easing could again hammer the lira and raise risks of a balance-
of-payments crisis given Turkey’s depleted FX reserves and its $160 billion in short-term 
foreign debt. 

Citing sources, Reuters reported Erdogan ousted Agbal in part because he was uncomfortable 
with the bank’s investigation into some $128 billion in FX sales undertaken during his son-in-
law Berat Albayrak’s stint as finance minister. 

Source: Reuters 
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CZECH REPUBLIC 

Headline inflation in the Czech Republic picked up again, increasing from +2.1%yoy in 
February to +2.3%yoy in March, slightly below consensus (+2.4%yoy; GS expectations 
+2.2%yoy) but above the CNB's February 4 forecast (+2.0%yoy). Inflation dynamics were 
primarily driven by an increase in transport prices, which rose by 3.7pp from February (on a 
yoy basis). The increase was large enough to more than offset the 0.9pp decline in food 
inflation. Core inflation (excl ex Energy, Food, Alc & Tob) rose as well, increasing from 
+1.9%yoy in February to +2.1% in March. 

Looking ahead, we expect headline inflation dynamics in the Czech Republic (and the rest of 
the CEE-3) to be relatively strong in the coming months, owing to the sharp increase in oil 
prices and strong base effects from last year's energy price fall. However, taking into account 
the ongoing appreciation of the Koruna, which now stands at around EUR/CZK = 26.0, we see 
spare capacity in the Czech economy and expect inflation dynamics to stay benign through 
2021. Following today’s inflation numbers, our 2021 headline inflation forecast is unchanged at 
+2.3%yoy, above the CNB's (+2.0%yoy) and consensus forecast (+2.2%yoy). Hence, we think the 
CNB will refrain from tightening policy while the economy remains on track for recovery, and 
we expect the first rate hike to be delayed until 2022Q1 in the Czech Republic. Our views on 
Czech rates are more dovish than market pricing. 

Source: Goldman Sachs 

Inflation Rises by 0.2pp to +2.3%yoy in March, Driven by Sharp Increase in 
Transport Prices 
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FINANCIAL MARKETS COMMENT – FINANCIAL MARKETS CONTINUE 
TO GROW TO NEW ALL-TIME HIGHS 

Financial markets continued to grow over the past week. Major stock indices have reached new 
all-time highs. The broadest global stock index MSCI All Country World recorded a gain of 
1.5%. The most watched stock index, the US stock index S&P 500, recorded a gain of 1.4% and 
closed the week on a new record at 4185 points. According to the CECEEUR index, Central 
European stocks recorded a below-average gain of 0.5%. At the same time, we have not 
witnessed any major new fundamental news. 

Bond markets also continued to grow. The broadest global bond index, Bloomberg Barclays 
Global Aggregate Bond, recorded a gain of 0.6%, while the average global bond yield to 
maturity fell by 0.02 percentage point to 1.11%. The yield to maturity of the most watched bond, 
10-year US Treasury Bond, fell sharply by 0.08 percentage point to 1.58%. 

Commodities also grew very strongly. Global commodity index S&P GSCI rose by 3.7%. The 
price of the barrel of the North Sea Brent rose by 6.1% to $ 67. Gold rose 2.0% to $ 1,780 an 
ounce. 
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OTHER FINANCIAL MARKETS NEWS 

Fund managers increased their cash allocations as expectations of higher inflation, taxation 
changes and a “taper tantrum” leave equities vulnerable to pullbacks, BofA’s April fund 
manager survey released on Tuesday found. 

Though the majority of investors in the survey said equities were not in a bubble, BofA said 
positioning was peaking with a near-record 62% of investors “overweight” on stocks. 

Unprecedented stimulus measures to tackle the COVID-19- induced recession have now 
sparked worries about inflation, prompting investors to raise their rate hike expectations. 

Worries that the U.S. Federal Reserve would scale back - or “taper” - its quantitative easing 
programme was seen as the biggest risk among investors. 

Discussions about a minimum global corporate tax rate and a rise in the corporate tax rate in 
the United States in the past few weeks have soured the outlook for equities. 

Investors’ cash allocation rose to 4.1% last week versus 3.8% in February, the survey showed. 

After soaring 82% from March 2020 lows and scaling $90 trillion in market capitalisation, 
world stocks are holding up near record highs. 

Still, two-thirds of the 200 panellists with $553 billion in assets under management said U.S. 
equities were in a late-stage bull market. Only 7% think U.S. stocks were in a bubble. 

Six out of ten investors surveyed by BofA now expect a rise short-term rates in the next 12 
months, the highest since January 2019. But they expect a more than 10% pullback in stocks if 
U.S. 10-year Treasury yields hit above 2.1%. 

Source: Reuters 

BlackRock Inc, the world’s largest asset manager, reported first-quarter profit ahead of Wall 
Street estimates as strong capital markets helped attract more money to its diverse funds. 

The firm reported $172 billion net inflows to its various funds such as exchange-traded and 
active funds that aim to beat the market. 

Investors add to cash as "taper tantrum" and taxation risks grow: BofA survey 

BlackRock quarterly profit beats estimates as assets rise over $9 trln 
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Net income rose to $1.2 billion, or $7.77 per share, in the three months ended March 31, from 
$1.03 billion, or $6.60 per share, a year earlier. The reading was above the Refinitiv IBES 
estimate of $7.64 per share. 

BlackRock’s assets under management rose to a record $9 trillion in the quarter, compared 
with $6.47 trillion a year earlier. 

Fixed income accounted for a bulk of the inflows, as expectations of policy tightening by the 
Federal Reserve triggered large moves in debt markets and pushed up U.S. Treasury yields. 

The company also collected higher investment and advisory fees through the quarter, as the 
recent retail trading frenzy centered around “meme” stocks such as GameStop Corp sparked 
wild swings in financial markets. 

Revenue from investment advisory and administration fees, which makes up most of 
BlackRock’s earnings, rose to $3.47 billion in the quarter, from $2.9 billion a year earlier. 

BlackRock’s shares, which have gained about 11% this year, hit a record high on Wednesday 
ahead of the results. 

Source: Reuters 
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CHART OF THE WEEK – PRIVATE EQUITY VALUATION MULTIPLES 
AT NEW ALL-TIME HIGHS 

As today's chart shows, not only public stock markets but also recent private equity valuations 
indicate record valuation multiples. From a global perspective, while in 2010 the key valuation 
multiple EV/EBITDA above 16 was only in about 10% of transactions, in 2020 this share was 
already about 35%. At the same time, it is usually stated that the neutral value of EV/EBITDA 
valuation indicator is around 8, and values significantly at 10 may indicate a significantly 
stretched valuation of the acquisition target. 
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The private equity transaction market thus largely replicates public global stock markets, as 
EV/EBITDA indicator of the broadest global equity index MSCI All Country World is currently 
17, which is also a new all-time high, with a long-term historical average of 10 since 1995. 

I therefore dare to say that both the public stock markets and the private equity market are 
currently largely overpriced and the expected stock returns, respectively returns of private 
equity transactions will be rather below average over the next five years. Because it is precisely 
the valuations that are key to the expected returns in the medium term. 



 

15 | 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 

QUOTE OF THE WEEK 

“Investing should be more like 
watching paint dry or watching grass 

grow. If you want excitement, take 
$800 and go to Las Vegas.” 

- PAUL SAMUELSON - 
 

 

 

 

 

 

Made with support from 

 


