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GLOBAL ECONOMY 

The April Ifo index points to a pause in the German rebound as lockdowns continue. The 
prospects for a strong rebound in the second half of the year, however, remain valid. 

Germany’s leading indicator took a pause in April. The Ifo index increased for the third month 
in a row to 96.8, from 96.6 in March. While the current assessment component improved, 
expectations weakened for the first time since January. Before getting too disappointed about a 
weaker-than-expected improvement in German business confidence, don’t forget that the 
strong results of the March survey were partly due to the fact that the survey had been taken 
before yet another lockdown extension. Today’s Ifo index will therefore probably reflect a 
combination of delayed lockdown impact and reopening hopes. 

Prospects for strong rebound in H2 remain good. The German economy clearly has many, very 
different, faces right now. The major theme is one of a continuing and partly growing 
divergence between the service sector and the manufacturing sector. In fact, strong demand 
from the US and China has filled order books in the manufacturing sector and driven strong 
momentum in industrial production - even if production is still below its pre-crisis level. Also, 
technical factors like the reversal of UK stockpiling at the end of last year, the impact of the 
harsh winter weather on the construction sector, and supply chain disruptions could still 
significantly blur German GDP data in the first and second quarters. 

In any case, looking beyond possible short-term data distortions, the general outlook for the 
German economy has clearly improved. The vaccination programme is finally getting moving 
and with the prospect of at least 50% of the adult population having had a first jab before the 
summer, a more substantial reopening of the economy should not be too far away. New 
variants of the virus, however, as currently witnessed in India, could definitely spoil any 
reopening parties. Add to this potential spillovers from US fiscal stimulus, the implementation 
of the European Recovery Fund in the second half of the year, a rebound in the construction 
sector and the fact that the manufacturing sector still has not reached pre-crisis levels, and 
stronger Ifo readings in the months ahead look highly likely. 

In our view, the prospects for the German economy to stage a strong rebound in the second half 
of the year remain good. Needless to say, this strong rebound will not automatically lead to a 
strong recovery and will definitely be unequal across sectors. 

Source: ING 

Germany IFO: Pause on way to strong rebound 
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India recorded the world's highest daily tally of 314,835 COVID-19 infections on Thursday as a 
second wave of the pandemic raised new fears about the ability of crumbling health services to 
cope. Health officials across northern and western India including the capital, New Delhi, said 
they were in crisis, with most hospitals full and running out of oxygen. Doctors in some places 
were advising patients to stay at home while a crematorium in the eastern city of Muzaffarpur 
said it was being overwhelmed with bodies and grieving families had to wait their turn. 

"Right now there are no beds, no oxygen. Everything else is secondary," Shahid Jameel, a 
virologist and director of the Trivedi School of Biosciences at Ashoka University, told Reuters. 

"The infrastructure is crumbling." 

Krutika Kuppalli, assistant professor at the Division of Infectious Diseases, Medical University 
of South Carolina in the United States, said on Twitter the crisis was leading to a collapse of the 
healthcare system. 

The previous record one-day rise in cases was held by the United States, which had 297,430 new 
cases on one day in January, though its tally has since fallen sharply. 

India's total cases are now at 15.93 million, while deaths rose by 2,104 to reach a total of 184,657, 
according to the latest health ministry data. 

Television showed images of people with empty oxygen cylinders crowding refilling facilities 
as they scrambled to save relatives in hospital. 

In the western city of Ahmedabad, a man strapped to an oxygen cylinder lay in the back of a car 
outside a hospital as he waited for a bed, a Reuters picture showed. 

"We never thought a second wave would hit us so hard," Kiran Mazumdar Shaw, executive 
chairman of the healthcare firm Biocon & Biocon Biologics, wrote in the Economic Times. 

"Complacency led to unanticipated shortages of medicines, medical supplies and hospital 
beds." 

Delhi Health Minister Satyendar Jain said there was a shortage of intensive care unit beds, 
with the city needing about 5,000 more than it could find. Some hospitals had enough oxygen 
to last 10 hours, others just six. 

"We can't call this a comfortable situation," he told reporters. 

India records world’s biggest single-day rise in coronavirus cases 
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Similar surges of infections elsewhere around the world, in South America in particular, are 
threatening to overwhelm other health services. read more 

India has launched a vaccination drive but only a tiny fraction of the population has had the 
shots. 

Authorities have announced that vaccines will be available to anyone over the age of 18 from 
May 1 but India won't have enough shots for the 600 million people who will become eligible, 
experts say. 

Health experts said India had let its guard down when the virus seemed to be under control 
during the winter, when new daily cases were about 10,000, and it lifted restrictions to allow 
big gatherings. 

Some experts say new, more infectious virus variants, in particular a "double mutant" variant 
that originated in India, are largely responsible for the spike in cases but many also blame the 
politicians. 

"The second wave is a consequence of complacency and mixing and mass gatherings. You don't 
need a variant to explain the second wave," said Ramanan Laxminarayan of the Center for 
Disease Dynamics, Economics and Policy in New Delhi. 

Prime Minister Narendra Modi's government ordered an extensive lockdown last year, in the 
early stages of the pandemic, but has been wary of the economic costs of more tough 
restrictions. 

In recent weeks, the government has come in for criticism for holding packed political rallies 
for local elections and allowing a Hindu festival at which millions gathered. 

This week, Modi urged state governments to use lockdowns as a last resort. He asked people to 
stay indoors and said the government was working to increase the supply of oxygen and 
vaccines. 

Angela Rasmussen, a virologist at the Center for Global Health and Science Security at 
Georgetown University, said the situation in India was "heartbreaking and awful". 

"It's the result of a complex mix of bad policy decisions, bad advice to justify those decisions, 
global and domestic politics, and a host of other complex variables," she said on Twitter. 

Source: Reuters 
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CENTRAL BANKS 

The U.S. economy is going to temporarily see "a little higher" inflation this year as the recovery 
strengthens and supply constraints push up prices in some sectors, but the Federal Reserve is 
committed to limiting any overshoot, Fed Chair Jerome Powell said in an April 8 letter to 
Senator Rick Scott. "We do not seek inflation that substantially exceeds 2 percent, nor do we 
seek inflation above 2 percent for a prolonged period," Powell told Senator Rick Scott in a five-
page letter responding to a March 24 letter from the Florida Republican raising concerns about 
rising inflation and the Fed's bond buying program. 

Source: Reuters 

The European Central Bank left policy unchanged as expected, keeping copious stimulus 
flowing even as it predicted a firm rebound in the euro zone economy in the coming months as 
pandemic restrictions are lifted. "The Governing Council expects purchases under the PEPP 
over the current quarter to continue to be conducted at a significantly higher pace than during 
the first months of the year," the ECB said, repeating guidance from March. But the battle is 
only delayed to the June 10 meeting, when policymakers will have to decide whether to slow 
bond buying, even if that means allowing borrowing costs to drift higher. 

Source: Reuters 

The Bank of Japan is set to predict for the first time that inflation will remain well short of its 
2% target beyond Governor Haruhiko Kuroda's term through early 2023, say sources familiar 
with its thinking. While the BOJ may paint a rosier view on the economy due to robust exports, 
it will warn of the strains on consumption from a recent resurgence in COVID-19 infections, 
they said. The BOJ is seen trimming its core consumer inflation forecast for the year that began 
in April from the current 0.5%. 

Source: Reuters 

Fed will limit any overshoot of inflation target, Powell says 

ECB sees scope for economic rebound as vaccines are rolled out 

BOJ inflation prediction to show limits of Gov Kuroda's ultra-easy policy 
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CZECH REPUBLIC 

Confidence improved in April amid increased vaccinations, an improving pandemic situation 
and the prospect of a gradual reopening of the economy. Household confidence is the best since 
last summer and business confidence reached pre-pandemic levels 

Households become more optimistic in April 

Household confidence was relatively weak in previous months and only slightly better than in 
April 2020 when it hit a low at the height of the Covid crisis. However, households have become 
more optimistic due to the improving pandemic situation, and confidence has reached levels 
seen during the summer, when worries about Covid were more muted. 

Business confidence reached pre-pandemic levels 

Confidence among entrepreneurs also recorded significant month-on-month growth in April, 
in all watched segments except construction. Although most companies slightly improved 
their assessment of the current situation, the significant increase in confidence was driven 
mainly by better prospects over the next three months. This is related to expectations for a 
loosening of restrictions. Confidence in retail trade is thus the highest since October last year. 
In services, it is the highest since September last year, and in industry, it's the highest in the 
last three years. However, a large number of companies in industry complain that, in addition 
to insufficient demand, a lack of materials is a major barrier to growth. This is related to supply 
chain disruptions and missing semiconductors, which have forced domestic producers to 
reduce production in recent months. 

Better confidence driven mainly by expectations  

Confidence in the economy has been fluctuating in recent months in line with developments in 
the pandemic and subsequent restrictive measures. Given the gradual vaccination of the 
population, the improvement of the pandemic situation and expectations for a gradual 
loosening of restrictive measures (shops reopening planned on 3 May), the improvement in 
April confidence is understandable. In this respect, today's numbers from the domestic 
economy have a positive effect, but the growth in confidence is driven mainly by expectations, 
which may not be met in the coming months to the extent that companies and households now 
hope. 

Source: ING 

Czech confidence improved significantly in April 
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FINANCIAL MARKETS COMMENT – STOCK MARKETS TOOK A BREAK 

After reaching new all-time highs during the week before the last week, stock markets took a 
break last week. The broadest global equity index MSCI All Country World weakened slightly 
by 0.2%. The most watched stock index, the US stock index S&P 500, declined by 0.1% and 
ended the week at the level of 4180 points. NYSE FANG+ index of the giant technology stocks 
declined by 2.0%. Central European stock index CECEEUR declined by 1.4%. 

On the other hand, bonds did quite well. The broadest global bond index, Bloomberg Barclays 
Global Aggregate Bond, recorded a gain of 0.4%. The average global bond yield to maturity fell 
by 0.01 percentage point to 1.10%. The performance of corporate bond indices was around zero. 
Czech government bond index recorded a gain of 0.3%. 

S&P GSCI global commodity index recorded a modest gain of 1.1%. On the other hand, the price 
of a barrel of the North Sea Brent weakened by 1.0% to $ 66. Gold weakened slightly by 0.1% to $ 
1,778 per troy ounce. 

If we look at the performance since the beginning of the year, the stock markets are doing very 
well, as the broadest global stock index MSCI All Country World attributes a highly above 
average gain of 8.9%. However, the question is to what extent this steep growth will be able to 
continue for the rest of the year, as stock valuations are currently the highest in history, even 
higher than during the technology bubble in 2000. The global valuation Z-Score is currently at 
2.8, which means that global stock valuations are around 2.8 standard deviations above their 
long-term historical averages, which is truly unprecedented. 
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OTHER FINANCIAL MARKETS NEWS 

New U.S. bank credit benchmarks are expected to gain traction in the coming months as the 
deadline to phase out exposure to the discredited Libor approaches, even as regulators 
continue to push an alternative called the Secured Overnight Financing Rate (SOFR). 

Investors are facing a year-end deadline to stop basing new loans and trades on Libor, an 
acronym for the London Interbank Offered Rate. Some Libor rates will stop being published at 
the after Dec. 31, while others are scheduled to end in mid-2023. 

Libor is being phased out as a reference rate due to concerns about the amount of derivatives 
using the rate, which in many cases is based on assumptions about their borrowing costs and 
not actual trades, and after it was manipulated before and during the financial crisis. 

The shift will require more than $200 trillion in trades and loans to move to new benchmarks. 
The move will also likely result in several new indexes gaining prominence, reducing the 
historical reliance on just one key rate. 

Most derivatives contracts based on Libor are expected to migrate to SOFR, the benchmark 
endorsed by regulators to replace Libor. This index is based on around $1 trillion in daily loans 
in the U.S. overnight repurchase agreement market. 

But many banks and investors want a rate that includes a bank credit component for loans and 
will instead turn to alternatives. 

Richard Sandor, chairman and CEO of the American Financial Exchange, which offers the 
Ameribor index, said that the shift away from Libor is an opportunity that “occurs once in 100 
years,” adding that he has “never been more bullish.” 

Ameribor and Bloomberg’s Short-Term Bank Yield Index (BSBY) are gaining interest as 
benchmarks for loans, though the move is in its early stages. ICE Benchmark Administration, 
part of the Intercontinental Exchange (ICE.N), also plans to offer the U.S. Dollar ICE Bank 
Yield Index as a Libor replacement. 

Zions Bancorporation (ZION.O) said this month that it will use Ameribor as a replacement for 
Libor in most of its non-syndicated commercial loans. 

Banks want loans to include a measure of their borrowing rates in case these costs increase. 

Analysis: New U.S. credit benchmarks gain traction as Libor deadline 
approaches 
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Bank of America (BAC.N) also said last week that it has issued a $1 billion, six-month floating 
rate note referencing Bloomberg’s index. Standard & Poor’s and Fitch Ratings have both 
indicated that BSBY meets their requirements as a money market reference rate, opening the 
door to money fund investments in notes based on the index. 

“BSBY could become an increasingly common benchmark rate. It has several desirable features 
relative to SOFR,” said Daniel Krieter and Daniel Belton, analysts at BMO Capital Markets. 

Market participants were frustrated after the Alternative Reference Rate Committee (ARRC), a 
group of market participants that selected SOFR to replace Libor, said in March that it will not 
be able to recommend a forward looking SOFR rate by mid-year, its former target date. 

The CME Group (CME.O) has since said that it will offer SOFR term rates based on its SOFR 
futures trading. 

The New York Federal Reserve began publishing SOFR in April 2018, but the shift away from 
Libor has been slow. 

Around $223 trillion worth of contracts now reference U.S. dollar Libor, compared with $199 
trillion at the end of 2016, the ARRC said last month. 

Most derivatives are expected to shift to SOFR, though a portion of the market used to hedge 
loans is expected to reference the credit alternatives. 

Trading in the CME Group’s SOFR futures rose to a record 112,000 average daily contract 
volume in the first quarter, though this remains well below the 2.72 million in average daily 
contract volumes for Eurodollar futures based on Libor. 

The CME has said that it will shift any remaining eurodollar contracts based on Libor to SOFR 
futures when the Libor rate stops being published in mid-2023. 

For many, the solution going forward may also be a hybrid that includes SOFR as a base and 
adds a credit component when desired. 

“I’m pretty much convinced SOFR will be the dominant rate going forward and you will have 
participants who will choose to add a systemic spread onto that to take you to something like a 
synthetic Libor,” said Padhraic Garvey, regional head of research, Americas, at ING. 

Source: Reuters 
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CHART OF THE WEEK – GLOBAL EQUITY VALUATION Z-SCORE 
AT A NEW ALL-TIME HIGH 

Z-Score is defined as the value of the variable minus the average, and this difference is then 
divided by the standard deviation. Z-Score therefore indicates how many standard deviations 
the current value of the monitored variable is far from the average. 

The chart below shows the global equity Z-Score of the broadest global stock index MSCI All 
Country World as the average Z-Score for the four most watched valuation indicators – P/E, 
P/B, P/S and EV/EBITDA. The current Z-Score value is 2.8. The four monitored valuation 
indicators are thus on average 2.8 standard deviations above the long-term historical average, 
which is a new all-time high, which also exceeds the previous record from the period of the 
technological bubble in 2000. 

Therefore, global equity valuations are currently at record highs and the average annual 
expected returns of the passive global equity investment strategy over the next five years is 
therefore well below average. That is why it is crucial to apply an active investment strategy, 
which means buying mainly undervalued assets and avoiding or selling overvalued assets. 
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QUOTE OF THE WEEK 

“The four most dangerous words in 
investing are, it’s different this time.” 

- SIR JOHN TEMPLETON - 
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