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GLOBAL ECONOMY 

The U.S. trade deficit jumped to a record high in March amid roaring domestic demand, which 
is drawing in imports, and the gap could widen further as the nation's economic activity 
rebounds faster than its global rivals. The trade deficit increased 5.6% to an all-time high of 
$74.4 billion in March, the Commerce Department said. Imports soared 6.3% to a historic 
$274.5 billion in March. Goods imports shot up 7.0% to $234.4 billion, also an all-time high. 
Imports of consumer goods were the highest on record, as were those for food and capital 
goods. Exports surged 6.6% to $200.0 billion. Exports of goods vaulted 8.9% to $142.9 billion. A 
separate report from the Commerce Department showed factory orders increased 1.1% in 
March after falling 0.5% in February. 

Source: Reuters 

U.S. job growth unexpectedly slowed in April, likely curbed by shortages of workers and raw 
materials as rapidly improving public health and massive government aid fueled an economic 
boom. The Labor Department's closely watched employment report, which showed a plunge in 
temporary help jobs - a harbinger for future hiring - as well as decreases in manufacturing, 
retail and courier services employment, could heat up the debate on generous unemployment 
benefits. Nonfarm payrolls increased by only 266,000 jobs last month. Data for March was 
revised down to show 770,000 jobs added instead of 916,000 as previously reported. President 
Joe Biden said there was a "long way to go" before the U.S. economy recovers from a pandemic-
spurred slump and urged Washington to do more to help the American people after a 
disappointing jobs report. 

Source: Reuters 

German companies are increasingly optimistic about their operations in China and North 
America, a survey issued by the German Chambers of Commerce found, but they took a 
dimmer view of their prospects in eastern Europe and South America. Overall, companies 
based in Europe's largest economy have a greatly improved view of how business is going, the 
survey found, with 45% saying it was going well and only 14% saying it was going badly. Just 
over half expect business conditions to improve over the next 12 months. The main tailwind is 

Robust domestic demand lifts U.S. trade deficit to record high 

U.S. hiring takes big step back as businesses scramble for workers, raw 
materials 

German business optimistic, but supply chain troubles weigh 
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coming from problems in the supply chain: 40% of internationally active companies report 
problems obtaining components, a 9 percentage-point rise from last autumn. Some 71% of 
companies were planning changes to their supply chains in order to tackle this problem, the 
survey found. 

Source: Reuters 

China extended its impressive trade performance in April, with exports unexpectedly 
accelerating and import growth hitting a decade high, in a boost to the world's second-largest 
economy. Exports in dollar terms surged 32.3% from a year earlier to $263.92 billion, China's 
General Administration of Customs said, beating analysts' forecast of 24.1% and the 30.6% 
growth reported in March. Imports were also impressive, rising 43.1% from a year earlier, the 
fastest gain since January 2011 and picking up from the 38.1% growth in March. It was also 
slightly faster than the 42.5% rise tipped by the Reuters poll, bolstered by higher commodity 
prices. 

Source: Reuters 

China posts rapid trade growth in April as recovery races ahead 
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CENTRAL BANKS 

Booming stocks, internet-driven “meme” investments and the black box of hedge fund 
financing pose increasing risks as the U.S. economy emerges from the coronavirus pandemic 
and investor appetite soars, the Federal Reserve warned on Thursday in its latest report on 
financial stability. 

"With investors ebullient on expectations for a strong rebound, it is important to closely 
monitor risks to the system and ensure the financial system is resilient," Fed Governor Lael 
Brainard said in a statement released alongside the U.S. central bank's semi-annual report, 
which reiterated some longstanding concerns and highlighted new ones. 

Commercial real estate remains potentially vulnerable, the Fed said, particularly after a 
pandemic that may dim demand for office space, and businesses and households "remain under 
considerable strain" due to the impact of the virus. 

Of emerging concern: the possibility of a quick reversal in recent stock market gains, the 
proven ability of social media to drive up stock prices and just as quickly drive them down, and 
the worrying implications for risk management when Archegos Capital Management, a family 
office, failed and led to losses at several large banks. 

The Fed also called out the need for "structural fixes" in money market funds that faced a run of 
redemptions at the start of the pandemic and had to be included in central bank emergency 
lending programs. 

"Vulnerabilities associated with liquidity transformation at these funds remain prominent," 
the Fed concluded, referring to the fact that the funds offer investors the ability to cash out 
faster than the underlying assets of the fund can be sold. 

Given the events of the last year, the situation is in many ways better than feared a year ago. 
Mortgage defaults by homeowners, for example, are below pre-pandemic levels because of the 
fiscal support rolled out for families; business debt overall is high but strong earnings, low 
rates, and government support "have increased the ability of businesses to service these 
obligations." 

Banks "remain well capitalized." 

 

Fed says stock market boom, ‘ebullient’ investors warrant caution 
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NEAR-TERM RISKS 

Still, the report laid out a litany of potential near-term risks to the financial system should the 
pandemic take a turn for the worse and derail the U.S. recovery. Asset prices could fall, 
particularly imperiling highly leveraged life insurance companies and hedge funds; money 
market funds could see runs; and financial market stress could interact with potential risks 
from new digital payments systems, the report said. 

If Europe cannot contain the virus and government programs are not supportive enough to 
offset the negative effects, some important European financial institutions could incur 
"notable credit losses," and in turn affect the U.S. economy and financial system, the report 
warned. Strains in emerging markets could also spill over to the United States. U.S. stock 
indexes are at or near record highs, with the benchmark Standard & Poor's 500 index having 
risen more than 11% so far this year. It is about 18% higher than when the Fed released its last 
financial stability report in November and has nearly doubled from its low point just over a 
year ago when the pandemic sparked a market panic and tumbled the United States into 
recession. Corporate profits have recovered broadly this year, but equity price appreciation has 
outpaced the improving earnings outlook. That has pushed price-to-earnings ratios, a key 
valuation metric, to elevated levels and raised concerns among policymakers about "reach-for-
yield" behaviors among investors and traders. Equities are not the only part of the market 
exhibiting froth. Risk premiums in corporate bond markets for low-rated issuers are back to 
levels from before the crisis. In its November report, the Fed warned the United States may 
still face a wave of debt defaults and “significant declines” in asset prices because of the 
pandemic and recession. So far, that has not proven the case. 

Source: Reuters 

The 266,000 jobs that U.S. firms added in April were "nowhere near" what was expected, a 
Federal Reserve official said, and added little to the "substantial further progress" officials want 
to see before considering changes to monetary policy. Barkin said he thought the results were 
largely driven by labor supply issues and "frictional" barriers to employment such as 
mismatches between available workers and job skills, and workers still facing childcare and 
other constraints. U.S. investors who had been betting the Fed would raise rates as early as the 
end of next year abruptly retreated from those positions after a disappointing April 
employment report and now see the earliest the Fed might tighten roughly two years away. 

Source: Reuters 

Fed's super-easy policy likely to stick after weak jobs report 
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CZECH REPUBLIC 

The Czech National Bank (CNB) kept its policy rate unchanged at +0.25%, in line with our and 
consensus expectations. As with its last meeting, the Board voted unanimously for unchanged 
rates. The CNB also updated its macroeconomics forecasts, revising its 2021 GDP forecast lower 
(from +2.2%yoy to 1.2%yoy) and its headline inflation forecast higher for both 2021 (from +2.0% 
to +2.7%) and 2022. The CNB left its interest rate forecast broadly unchanged – the revised rate 
path continues to imply that the CNB will begin to raise rates around the middle of this year 
and raise them three times by year-end.  

Looking ahead, while we expect headline inflation to rise in the months ahead, we expect 
underlying inflationary pressures to weaken as a consequence of significant spare capacity 
both domestically and in the Euro area, as well as fading effects from last year’s FX 
depreciation (with the Koruna now around EUR/CZK = 25.7). Reflecting our relatively sanguine 
view on inflationary dynamics and our expectation of further currency strength, we have 
maintained the view that the CNB would deliver less hikes than the 90-100bp of tightening 
currently priced in over the next 12 months. However, we recognise that the CNB’s hawkish 
rhetoric implies hawkish risks relative to our forecast that the CNB will delay the first hike to 
2022Q1. 

Source: Goldman Sachs 

In March industrial production arrived at 3.2% m/m and 14.9% y/y. The value of new orders 
arrived at 23% y/y. The figures confirm a positive development in Czech industrial sectors at 
the end of 1Q21. In fact, except for production of food, which was negative in the y/y terms due 
to high demand for food during the first pandemic wave, all other key sectors came in at 
double-digit positive growth in the y/y terms. 

In our view, there are three important factors behind these figures. Most importantly, we see 
higher domestic as well as foreign demand, mainly as a result of expected economic recovery in 
Europe, which in turn implies firms to be increasing their production ahead to meet future 
demand. Secondly, also the current demand has increased recently in line with improved 
pandemic situation and the end of winter. And thirdly, a significant base effect will imply y/y 
growths between March and May. 

CNB on Hold; Inflation Forecast Revised Higher, While Implied Rate Path 
Remains Hawkish 

March industrial production data confirmed economic recovery   
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We expect industrial production to arrive at 6.1% and 6.4% in 2021 and 2022, respectively. The 
positive development of industry will stem from the growth of both domestic and foreign 
demand. In this respect, the March figures are slightly above expectations, and thus could 
imply a slightly higher growth for this year. 

Source: Erste 
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OTHER FINANCIAL MARKETS NEWS 

Warren Buffett on Saturday (1 May) likened the millions of inexperienced day traders who 
entered the stock market in the past year to gamblers, and said commission-free brokerages 
such as Robinhood Financial for promoted a casino-like atmosphere. Speaking at Berkshire 
Hathaway Inc's annual meeting, Buffett said Robinhood has attracted, "maybe set out to 
attract," a large number of people who are just gambling on short-term price movements in 
stocks such as Apple Inc. 

"There is nothing illegal to it, there's nothing immoral, but I don't think you build a society 
around people doing it," he said. 

Buffett's long-time business partner, Charlie Munger, was more harsh. 

"It's just god-awful that something like that would draw investment from civilized man and 
decent citizens," he said. "It's deeply wrong. We don't want to make our money selling things 
that are bad for people." 

Buffett said that while the odds of profiting from day trading stocks and derivatives are better 
than playing the state lottery, many new investors would have better results buying and 
holding shares of good companies. 

"The gambling impulse is very strong in people worldwide and occasionally it gets an 
enormous shove," Buffett said. "It creates its own reality for a while, and nobody tells you when 
the clock is going to strike 12 and it all turns to pumpkins and mice," he said. 

Some critics have said free trading platforms can encourage millennials to view trading as a 
game or amusement. 

Brokers like Robinhood Financial have attracted controversy this year as traders drove huge 
rallies in shares of video game retailer GameStop Corp, movie theater chain AMC 
Entertainment Holdings Inc and other companies despite no fundamental reason for the 
frenzy. Some of the buying was fueled by chats on forums like Reddit's WallStreetBets to 
ostensibly to punish hedge funds that had bet against so-called meme stocks. Robinhood faces 
many lawsuits over its decision in January to curb trading in GameStop and other stocks, and 
Massachusetts is seeking to revoke its broker-dealer license. 

Source: Reuters 

Buffett and Munger heap criticism on Robinhood for casino-like atmosphere 
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In announcing a $50-billion share buyback on Tuesday (27 April), Google-owner Alphabet Inc 
(GOOGL.O) confirmed a paradoxical dynamic: its core advertising business is so profitable, and 
so dominant, that it has few options for usefully deploying its cash. 

Alphabet reported record earnings on Tuesday, leaving its cash pile at about $135 billion, up $18 
billion over the last year. 

A surge in internet usage during the pandemic helped propel the Google search and YouTube 
advertising businesses that account for most of it revenue and profit. 

But antitrust investigators in the United States and elsewhere allege that Google gained 
dominance in online ads using anti-competitive practices, and lawsuits are piling up. That 
could leave Google wary of spending its money on big acquisitions that are related to its 
existing businesses, as they would likely be blocked on antitrust grounds. 

"Fears of an increased regulatory clampdown on the company might have seen Alphabet tread 
more carefully when deciding what to do with their cash pile," said Samuel Indyk, analyst at 
uk.Investing.com. 

Alphabet Chief Financial Officer Ruth Porat on Tuesday did not rule out making deals, though. 

"Our primary use of capital continues to be to support organic growth in our businesses 
followed by retaining flexibility for acquisitions and investments," she told analysts. 

Betting on unrelated businesses, while easier from a regulatory standpoint, would be unlikely 
to yield anything close to the returns enjoyed by Google. And spending on internal projects has 
limits too: Alphabet has sunk tens of billions into the its "other bets," including autonomous 
vehicle company Waymo and blue-sky projects such as failed internet service Loon, but few are 
close to being viable businesses. 

Like many fast-growing tech companies, Alphabet has never paid a dividend, preferring 
instead to return cash to shareholders through buybacks. Alphabet bought back $31 billion in 
shares in 2020, 69% more than the year before, according to Jefferies analyst Brent Thill. 

The 2020 buyback amounted to 73% of its free cash flow, up from 59% in 2019, he said. 

Unlike dividends, which can lock a company into long-term fixed payouts to shareholders that 
are difficult to reduce, buybacks also give Alphabet the flexibility to adjust the flow of cash 
returned to investors at any time if it needs the money for other purposes. 

Analysis: For Google, plenty of cash with nowhere to go 
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Some analysts say Alphabet shares are priced low relative to peers. Alphabet shares trade at 
about eight times sales over the last year, while shares of Facebook Inc are at 10 times and 
Microsoft Corp at 12 times. 

Taking some shares off the market and stoking prices through the buyback, one of the largest 
ever on Wall Street and almost twice the company's previous highest authorization, could help 
close the gap with rivals. 

"This (buyback) is a sign their stock is undervalued and a tougher regulatory environment for 
M&A," Thill said. Alphabet shares rose as much as 6.1% to touch a record high of $2,431.38 on 
Wednesday. 

Company leadership would benefit from higher shares under their new compensation plans. 
Five senior executives including Porat over the last year received stock awards that will vest, if 
at all, based on how Alphabet shares perform relative to the S&P 100 in the coming years. 

Alphabet is far from the only company with plenty of cash and antitrust and other challenges 
hampering its potential use. Apple Inc, Amazon.com Inc, Microsoft Corp and Facebook Inc 
have more than $300 billion combined. 

Share buybacks have been rising, both in the amount of repurchases and the number of 
companies doing them, though activity remains below pre-pandemic levels. 

About one-third of S&P 500 companies have issued quarterly results as of Tuesday, reporting 
$52 billion in buybacks in the first quarter, according to Howard Silverblatt, senior index 
analyst with S&P Dow Jones Indices. Those companies reported $42.8 billion in buybacks in 
the fourth quarter. 

The calculation on buybacks versus dividends could change with U.S. President Joe Biden’s 
new tax proposals, which aim to boost the levy on capital gains from stock investments but 
leave taxes on dividends and interest unchanged. 

Source: Reuters 

What’s a fair price when you are selling something to yourself? On Wall Street, that’s not a 
trick question. 

Analysis: DIY deals: How private equity firms buy assets from themselves 
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A growing number of private equity firms are establishing new funds to buy portfolio 
companies from funds they already control. With the buyer and seller each an entity 
controlled by the same private equity firm, scrutiny is growing over how they price such deals. 

"Transactions must be done at fair value and this must be sufficiently mitigated to make sure 
everybody feels good about the deal being done," said Brian Rodde, managing partner at 
Makena Capital, a private equity investor. 

In a traditional private equity transaction, investors will give a private equity fund money to 
invest in a portfolio of companies with the expectation that they will get their money back, 
plus profit, once those companies have been sold to outside buyers, usually in a 5-7 year 
timeframe. 

The coronavirus pandemic initially disrupted private equity funds' ability to exit companies 
and return funds to investors because would-be buyers were wary of deals. Raising new funds 
to buy the firms allowed private equity funds to hang on to good companies, keep charging 
investors lucrative management fees and give cash back to those investors who didn't want to 
wait for their return. 

The value of transactions involving buyout firms acquiring companies from themselves 
reached a record $21.8 billion in 2020, accounting for 87% of all deals in the secondary market 
initiated by private equity firms, according to fund placement agent Campbell Lutyens. That is 
up from $17 billion in 2019, when they accounted for 68% of all deals in the secondary market 
for private equity fund stakes. 

A new record may be hit this year, as deal volume in the first quarter reached $15 billion, up 
from $7 billion from a year ago, according to a Citigroup Inc (C.N) estimate. 

Industry executives say these deals are becoming more popular because as market fears around 
the pandemic recede and record levels of mergers and acquisitions ensue, some fund investors 
want to cash out to avail of new opportunities. 

The risk for investors looking to exit is that they may be forfeiting the opportunity for extra 
profit by selling too early or at too low a price, while those buying may be overpaying for assets 
that may not deliver on promised returns. 

Existing investors can, however, stick with the asset if they believe there is more value to be 
had in the future. 
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"Investors generally have the option to roll their exposure if they believe there is more upside 
on a go-forward basis," Orcun Unlu, Citigroup's global head of private funds, said. 

Private equity funds have an incentive to hold on to good companies because increased 
competition for new acquisitions has driven up valuations, meaning it is expensive for them to 
go hunting anew. It is also risky; there is no guarantee that the next company they buy will be 
as successful as the one they own now. 

"There was an expected duration for an exit for some of these (fund managers) on certain 
transactions and that got pushed out," said Chris Perriello, co-head of secondary fund 
investments at AlpInvest Partners, a division of buyout firm Carlyle Group Inc (CG.O). 

"For the most part, they have been companies that have done very well and there's some sort of 
value creation story." 

FINDING A FAIR PRICE 

To acquire a company already owned by investors in one of its funds, a private equity firm 
raises a so-called continuation fund, which may include some of the original investors from the 
old fund as well as new investors. 

The investors are the ultimate owners of the portfolio companies, paying private equity firms 
fees for managing the assets and their performance. 

Buyout firms Ares Management Corp (ARES.N), Hellman & Friedman LLC and Clearlake 
Capital are among recent users of so-called continuation funds that are raised to buy portfolio 
companies from funds they manage, sources told Reuters. 

Ares, Hellman & Friedman and Clearlake Capital declined to comment. 

The continuation fund can invest in a number of portfolio companies but funds focused on 
single assets have seen the biggest growth in recent years, accounting for $14 billion in assets at 
the end of last year, compared to zero in 2017, according to data from Credit Suisse. 

With such deals growing in popularity, investors are seeking greater detail on how valuations 
are reached. 

They do this by setting up independent committees to vet whether private equity firms have 
any entrenched conflicts of interest and the profitability of any proposed deal. 
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To further reassure investors that the price agreed reflects fair market value, private equity 
funds often run auctions, inviting secondary fund firms, which specialize in investing in 
second-hand private equity assets, to submit bids. 

For example, when buyout firm Energy Capital Partners raised a $1.2 billion continuation fund 
this year to buy a 50% stake in U.S. renewable power and storage developer Terra-Gen from 
one of its older funds, it agreed on a price following a bid for the stake from Blackstone Group 
Inc's (BX.N) secondary funds division. 

The price matched the amount Energy Capital Partners raised when it sold 50% of the company 
months earlier to investment firm First Sentier Investors. 

Blackstone ended up as a major investor in the continuation fund, which attracted 20% of the 
investors in the original buyout fund holding the Terra-Gen stake, Energy Capital Partners 
founder Doug Kimmelman said in an interview. 

But the auction process does not assuage all investor concerns. Participants could end up 
investing alongside the private equity fund or in their continuation funds. Potential acquirers 
of the entire company, who have more of a reason to compete on price, are not always invited. 

This can make some investors wary of the process, said David Layton, chief executive officer of 
Partners Group Holding AG (PGHN.S), a private equity firm with a big secondary fund division 
that invests in continuation fund deals. 

“There can be misalignment of interest between parties and I think this has to be navigated 
very carefully,” Layton said. 

Source: Reuters 

A rotation out of growth and technology stocks and a recent slide in shares of Tesla Inc are 
weighing on the performance of ARK Innovation, the flagship exchange-traded fund managed 
by star stock picker Cathie Wood that bested all other U.S. equity funds in 2020. 

The $23.1 billion fund posted a gain of less than 1% last month, a showing nearly 3 percentage 
points behind the average fund in its category, according to Morningstar data. For the year to 
date, the fund is down 9%, a performance that puts it in the bottom 100th percentile in 
Morningstar's category of 543 mid-cap growth funds. The S&P 500 is up 10.9% over the same 
time. 

ARK Innovation's performance under pressure as tech stocks swoon 
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Investors pulled $645.5 million out of the fund during the week that ended April 21, a 2.6% 
decline that was its largest weekly outflow in percentage terms since 2018 and only the fifth 
weekly loss overall since 2019, according to Refinitiv Lipper. The fund brought in $37 million 
the following week, the smallest weekly inflow in percentage terms since January 2020. 

Among the factors denting the fund is a rally in shares of financials, energy firms and other 
companies that stand to benefit from a powerful U.S. economic rebound that has made the 
growth and tech stocks that dominated last year less alluring to some investors. The Russell 
1000 Value index, for example, is up nearly 15.8% for the year to date, while the Russell 1000 
Growth index is up 5.5% over the same time. 

Shares of Tesla, which make up 10.5% of the fund and are its biggest holding, are down 4.5% 
since the start of the year, contributing to the fund's slide. Virtual healthcare company Teladoc 
Health Inc, the fund's second-largest holding, has seen its shares fall nearly 21% over the same 
time. 

"The market has rotated away from the fund's favored growth stocks toward more 
economically sensitive segments of the market," said Todd Rosenbluth, head of ETF and 
mutual fund research at CFRA. "We think if underperformance continues longer, some 
investors will become frustrated and seek an alternative." 

More recently, growth and technology stocks have sold off over the last few days, a move 
investors have pinned on everything from profit-taking to worries that the U.S. economic 
rebound will peak in coming months. 

Managing investor expectations after last year's eye-popping performance will be a test for 
fund manager Wood, who is widely seen as one of the most bullish investors on Wall Street in 
companies such as Tesla and the cryptocurrency bitcoin. She became a favorite of retail 
investors as technology and growth stocks surged during the pandemic last year. 

ARK did not respond to a request to comment for this story. 

The fund gained 152.8% in 2020, the best performance among any actively managed U.S. equity 
fund tracked by Morningstar. 

Of the fund's 10-largest holdings, only one - payment company Square Inc - is up for the year to 
date. 

"We are in a scenario now that is quite different than it was the year before, and as we see the 
reopening increase and the pandemic eases, the performance of growth names is going to be 
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more dictated by the Fed" and its interest rate policies than by the economic recovery, said 
Quincy Krosby, chief market strategist at Prudential Financial. 

The slowing performance of the fund could also focus more investor attention on its strategy of 
taking large bets on a handful of companies, a style that may make it "ill-prepared to grapple 
with a major plot twist," noted Robby Greengold, a strategist on Morningstar's U.S. equities 
team. 

Overall, funds such as ARK Innovation that outperformed in one year do not tend to 
outperform in the following year, according to a 2020 study led by James Choi, a professor at 
the Yale School of Management. 

"The disappearance of significant performance persistence is due to lower returns to favorable 
styles, as well as less favorable style tilts and increased style-adjusted underperformance by 
past winning funds," the study noted. 

Source: Reuters 
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CHART OF THE WEEK – AVERAGE GLOBAL INFLATION RATE 
HAS BEEN RISING SHARPLY 

The average global inflation rate has been rising sharply, currently standing at 3.2% year on 
year. At the beginning of the year, it was only 2.0%. Given the recent sharp rise in commodity 
prices, still unprecedented monetary and fiscal stimulus in key major economies, and 
significant problems in global supply chains, I believe that average global inflation will 
continue to rise in the coming months. If this inflation scenario materializes, it is very likely to 
have a negative impact on equities, as historically, equities have always performed rather 
badly in times of elevated inflation. 
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QUOTE OF THE WEEK 

“Investors should remember that 
excitement and expenses are their 

enemies.  And if they insist on trying to 
time their participation in equities, 
they should try to be fearful when 
others are greedy and greedy only 

when others are fearful.” 
- WARREN BUFFETT - 
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