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GLOBAL ECONOMY 

The U.S. trade deficit in goods jumped to a record high in March, suggesting trade was a drag 
on economic growth in the first quarter, but that was likely offset by robust domestic demand 
amid massive government aid and easing pandemic stress. 

Economic activity in the United States has rebounded more quickly compared to its global 
rivals. The pent-up demand is drawing in imports, eclipsing a recovery in exports and keeping 
the overall trade deficit elevated. The report from the Commerce Department on Wednesday 
also showed inventories at retailers fell sharply in March, underscoring the strong domestic 
demand. 

“The widening in the goods deficit suggests that trade will be a drag on first-quarter GDP,” said 
Ryan Sweet, a senior economist at Moody’s Analytics in West Chester, Pennsylvania. “This 
won’t be a big issue, as other parts of the economy are still doing well, such as business 
investment in equipment and consumer spending.” 

The goods trade deficit surged 4.0% to $90.6 billion last month, the highest in the history of the 
series. Exports of goods accelerated 8.7% to $142.0 billion. They were boosted by shipments of 
motor vehicles, industrial supplies, consumer and capital goods, and food. 

The jump in exports was offset by a 6.8% advance in imports to $232.6 billion. Imports rose 
across the board. There were large gains in imports of motor vehicles, industrial supplies, 
consumer goods and food. Capital goods imports also rose solidly. 

“The goods deficit will start to shrink by the end of 2021 and into 2022,” said Bill Adams, senior 
economist at PNC Financial in Pittsburgh, Pennsylvania. “As the pandemic comes under 
control in the United States, American consumers will spend less on imported goods, shrinking 
imports, and foreigners will buy more U.S. exports as their economies recover further.” 

Stocks on Wall Street were mixed. The dollar rose against a basket of currencies. U.S. Treasury 
prices were mixed. 

The report was published ahead of Thursday’s advance first-quarter gross domestic product 
data, which is expected to show the economy grew at a robust 6.1% annualized rate in the first 
three months of the year after expanding at a 4.3% pace in the fourth quarter, according to a 
Reuters survey of economists. 

U.S. goods trade deficit hits record high in March 
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That would be the second-fastest growth pace since the third quarter of 2003. Strong consumer 
spending and business investment as well as the housing market are expected to boost growth. 

The rise in COVID-19 vaccinations and the White House’s $1.9 trillion pandemic rescue package 
have allowed for greater economic re-engagement, boosting consumer spending, hiring and 
business spending on equipment. 

Some of the goods imported in March ended up in warehouses at wholesalers, which could 
blunt the drag on GDP growth from trade. The Commerce Department reported wholesale 
inventories shot up 1.4% last month after rising 0.9% in February. 

But stocks at retailers tumbled 1.4% after gaining 0.1% in February. Retail inventories 
excluding autos, which go into the calculation of GDP, rose 0.6% after advancing 1.4% in 
February. 

Source: Reuters 

German consumer morale deteriorated unexpectedly heading into May as rising COVID-19 
infections led to a re-tightening of restrictions on shopping, travel and public life in many 
areas of Europe's largest economy, a survey showed. The GfK research institute said its 
consumer sentiment index, based on a survey of around 2,000 Germans, fell to -8.8 points from 
a revised -6.1 in April. The consumer climate indicator forecasts the development of real 
private consumption in the following month. According to GfK, a one-point change in the 
indicator corresponds to a year-on-year change of 0.1% in private consumption. 

Source: Reuters 

The chip supply bottlenecks in German industry will likely worsen in the second quarter and 
lead to an overall weaker recovery of Europe's largest economy this year, the Bundesbank's 
chief economist told Reuters on Friday. 

Shortages of semiconductors and other industrial components have led to production cuts in 
manufacturing, forcing executives and policymakers to rethink supply lines and try to reduce 
reliance on a handful of Asian and U.S. suppliers. 

Automakers and electronics producers are being hit hard by delivery delays of chips, caused by 
factory closures during the first COVID-19 wave last year and a spike in demand for 
semiconductors in an increasingly digitised world. 

German consumer morale drops unexpectedly heading into May – GfK 

Bundesbank expects chip bottlenecks in German industry to worsen in Q2 
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"We expect the problem with semiconductor shortages to worsen somewhat in the second 
quarter. It could then normalize from the middle of the year," said Jens Ulbrich, chief 
economist of the German central bank, the Bundesbank. 

Asked how much growth the bottlenecks would cost the German economy as a whole, Ulbrich 
said the negative impact was hard to quantify. 

"We do see clear signs of slowing down in vehicle production in the first quarter. However, it is 
not possible to isolate the semiconductor effect, as various other factors also overlap with it," 
Ulbrich said. 

He pointed to special factors related to Britain's exit from the European Union which led to 
pull-forward effects and increased production in the fourth quarter, which then resulted in a 
certain weakness at the beginning of the year. 

"The sales tax increase also played a similar role. Ultimately, only the manufacturers can 
quantify the effect," Ulbrich said. 

But there is no doubt that the chip bottlenecks and related production cuts will lead to weaker 
growth this year. 

"The recovery will probably be a little less strong than without this specific semiconductor 
problem," Ulbrich said. 

The Bundesbank expects nonetheless a relatively strong upswing from the middle of the year 
which will then also be supported by private consumption, he added. 

The German government earlier this week lifted its economic growth forecast for this year to 
3.5% from 3% previously, counting on a rebound of household spending once COVID-19 
restrictions are lifted in the course of the summer. 

Source: Reuters 

The German economy contracted by a greater than expected 1.7% in the first quarter as a 
lockdown in place since November to contain the coronavirus stifled private consumption in 
Europe's largest economy, data showed on Friday. 

"The coronavirus crisis caused another decline in economic performance at the beginning of 
2021," the Federal Statistics Office said. "This affected household consumption in particular, 

German output shrinks in Q1 as lockdown dampens consumption 
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while exports of goods supported the economy." A Reuters poll had pointed to a first-quarter 
contraction of 1.5%. 

The economy had expanded by an upwardly revised 0.5% in the last three months of last year as 
strong demand for German goods from China and the United States help the manufacturing 
sector offset headwinds created by subdued consumption. 

Economists said that equation failed to materialise in the first three months of the year as the 
manufacturing sector is facing its own challenges in the form of production capacity problems 
and chip shortages affecting the automotive sector. 

"Until now industry had compensated for losses in the services sector," Thomas Gitzel, chief 
economist at VP Bank Group wrote in a note. "This is no longer the case. Industry suffered and 
is suffering from a shortage of material." 

Source: Reuters 
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CENTRAL BANKS 

The Federal Reserve held interest rates and its monthly bond-buying program steady, nodding 
to the U.S. economy's growing strength but giving no sign it was ready to reduce its support for 
the recovery. "Amid progress on vaccinations and strong policy support, indicators of 
economic activity and employment have strengthened," the U.S. central bank said in a 
unanimous policy statement at the end of a two-day meeting. "It is not time yet," to begin 
discussing any change in policy, Fed Chair Jerome Powell said in a news briefing after the 
release of the statement, repeating his assessment that the economy was still a long way from a 
return to full employment. 

Source: Reuters 

The euro zone economy is set for rapid growth in the second half of the year as the deployment 
of coronavirus vaccines surges and life starts to return to normal, European Central Bank 
President Christine Lagarde said. Lagarde added that while the third wave of the pandemic 
poses downside risks to growth in the near term, vaccines provide the "light at the end of the 
tunnel," so there is no reason to give up the ECB's projections for 4% growth over the full year. 
The European Central Bank's monetary policy is expected to remain "very accommodative" to 
prod inflation to life and help the economy recover from the COVID-19 pandemic, ECB 
Governing Council member Mario Centeno said. 

Source: Reuters 

Fed stays the course, nods to 'strengthened' U.S. recovery 

ECB's Lagarde sees rapid rebound as vaccinations take off 



 

7 | 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 

CZECH REPUBLIC 

According to the flash estimate, GDP arrived at -0.3% q/q and -2.1% y/y in 1Q 2021. The figures 
are above expectations. I see the figures as a surprise, because the economy went through tight 
restrictive measures affecting domestic demand, there was a lack of chips in the automotive 
sector and also foreign demand was not so favorable as in 4Q20. Within the flash estimate, the 
Czech Statistical Office does not publish time series of GDP or estimates for GDP components, 
so we cannot analyze reasons behind such positive figures. In our view, these could be a result 
of lower than expected volume of imports or revisions of historical data. 

The Czech economy has started recovering since the second half of April. Improved sentiment 
of households and firms, an increase in new industrial orders and rise in foreign demand are 
the most important factors. In the coming months, both domestic and foreign demand will be 
strengthening. Besides a gradual releasing of restrictive measures, also the improved economic 
development in the Euro Area will affect exports and investments and will also spill over into 
the labor market. In this respect, we expect the unemployment rate to start decreasing in 2H21 
(probably in 4Q). Favorable development will also continue in the two next years, when GDP 
growth will also be supported by EU funds. We expect GDP growth to come in at 3.3% and 4.3% 
in 2021 and 2022, respectively. However, today’s figures indicate the growth for this year could 
be higher. 

We expect the CNB to start policy tightening in the second half of this year. As the most likely 
scenario, the CNB could increase rates in August and November, in our view, mainly as a result 
of pro-inflationary nature of economic recovery and tight labor market. In this respect, today’s 
data confirms a need for a hike during this Summer. However, the CNB also communicates it 
will want to see significant improvements of the pandemic situation before the first hike. In 
other words, if the CNB assesses risks stemming from the pandemic as high, it can postpone 
the start of the tightening cycle. We see this scenario as an alternative. 

Today’s data could move koruna towards slightly stronger levels, as better than expected 
development of the economy increases a probability of the hike in 3Q21. However, we do not 
see any significant risks to our FX forecast (EUR/CZK approx. at 25.30-25.40 by the end of this 
year). Besides the gradual appreciation of koruna, monetary policy tightening and improved 
market sentiment will play important roles. Moreover, we expect the Czech economy to return 
to a convergence path towards the most developed countries, implying a positive inflation 
differential and appreciation of the koruna. Source: Erste 

Better than expected GDP figures in 1Q 
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FINANCIAL MARKETS COMMENT – BOTH EQUITIES AND BOND 
SLIGHTLY DECLINED 

The broadest global stock index MSCI All Country World fell slightly by 0.3% last week. 
Therefore, stock markets seem to be running out of steam to some extent. As the second half of 
the year approaches, investors are increasingly looking at the forecasts for world economic 
growth for 2022, which indicate slightly weaker macroeconomic dynamics than this year. 
According to the consensus estimate of FocusEconomics, the world economy should grow by 
5.5% this year, while next year it should be "only" 4.2%. 

Bond markets also fell last week, as the broadest global bond index, Bloomberg Barclays Global 
Aggregate Bond, lost 0.4%, while the average global bond yield to maturity rose by 0.03 
percentage point to 1.13%. The yield to maturity of the 10-year US government bond increased 
by 0.07 percentage point to 1.63%. The performance of corporate bond indices was also around 
zero. 

On the other hand, commodities continued to perform relatively well. S&P GSCI global 
commodity index added 2.4%. The price of a barrel of the North Sea Brent rose 1.7% to $ 67. By 
contrast, gold weakened slightly by 0.6% to $ 1,768 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 8.6%. 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 
2.6, which means that global stock valuations are around 2.6 standard deviations above their 
long-term historical averages, which is truly unprecedented. 
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CHART OF THE WEEK – GLOBAL COMBINED EQUITY AND BOND 
VALUATION AT A NEW ALL-TIME HIGH 

My global combined equity and bond valuation is currently at a new all-time high because 
combined valuation yield is at the level of only 2.3%. I calculate this combined valuation on the 
combined portfolio, which contains 60% of equities and 40% of bonds. As regards equities, I 
calculate the trailing earnings yield, i.e. the inverse value of the valuation indicator trailing 
P/E, of the broadest global stock index MSCI All Country World. As regards bonds, I use the 
average global bond yield to maturity based on the Bloomberg Barclays Global Aggregate Bond 
Average Yield to Worst index. My combined valuation therefore indicates that equities and 
bonds are clearly the most expensive in history. The average historical level is 4.4% and the 
level of the historical average minus one standard deviation is 3.5%. The expected annual 
average combined returns of equities and bonds in the coming years are therefore rather below 
average. 
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QUOTE OF THE WEEK 

“The investor’s chief problem — and 
even his worst enemy — is likely to be 

himself.” 
- BENJAMIN GRAHAM - 
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