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GLOBAL ECONOMY 

Biden says unemployed offered jobs must take them or lose benefits 

U.S. President Joe Biden defended himself against critics who say expanded unemployment 
benefits offered in the COVID-19 relief bill passed in March are keeping Americans from taking 
new jobs. Biden said the administration will remind U.S. states this week that any unemployed 
American offered a comparable job must take it or risk losing unemployment benefits. He is 
also directing the U.S. Labor Department to work with states to reinstate requirements that 
those receiving unemployment benefits must demonstrate they are actively looking for work. 
Separately, U.S. consumers expect housing prices and other costs to rise in the near term as the 
economy recovers from the crisis caused by the coronavirus pandemic, but they don't expect 
the inflation bump to last, according to a survey by the New York Fed. 

Source: Reuters 

U.S. consumer prices post largest gain since 2009 as inflation ramps up 

U.S. consumer prices increased by the most in nearly 12 years in April as booming demand 
amid a reopening economy pushed against supply constraints. The CPI jumped 0.8% last 
month, the largest gain since June 2009. A 10.0% surge in prices of used cars and trucks, the 
most since 1953, accounted for over a third of the rise. The report from the Labor Department 
also showed a strong buildup of underlying price pressures, extending a stocks selloff on Wall 
Street. In the 12 months through April, the CPI shot up 4.2%, the largest gain since September 
2008. The core CPI in the same period jumped 3.0%. its biggest increase since January 1996. 
Separately, the U.S. government posted a $226 billion budget deficit in April as pandemic-
related outlays fell and revenues rose sharply. 

Source: Reuters 

US – Another inflation gauge comes in hot with producer prices jumping 6.2% in 
April from a year ago 

The Producer Price Index spiked 6.2% for the 12 months ended in April, the largest increase 
since the Bureau of Labor Statistics started tracking the data in 2010. 

It said the PPI rose 0.6% from March, twice the rate expected in a FactSet survey. 
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Companies paid much higher prices to producers in April for everything from steel to meat in 
another sign of inflation in an economy rapidly recovering from the pandemic. The new data 
comes a day after a sharp gain in consumer prices sent the stock market reeling. 

The Producer Price Index rose 0.6% from March, according to the U.S. Bureau of Labor 
Statistics. Year over year, the PPI spiked 6.2%, the largest increase since the agency started 
tracking the data in 2010. 

Economists polled by FactSet were expecting a 0.3% monthly increase in April and 3.8% year 
over year. 

The core PPI, which excludes volatile items like foods, energy and trade services, rose 0.7% in 
April from the previous month and jumped 4.6% year over year. The increase from a year ago 
was the biggest jump since 2014 when the department first calculated the data. 

The Producer Prices Index came into focus after Wednesday's consumer prices report showed 
hotter-than-expected inflation and triggered a big sell-off in the stock market. 

The Labor Department reported that the prices American consumers pay for goods and 
services accelerated at their fastest pace since 2008 last month with the Consumer Price Index 
spiking 4.2% from a year ago. 

Producer prices measure the prices paid to producers as opposed to prices on the consumer 
level. 

A sharp jump in steel mill products contributed to the leap in producer prices in April, the 
Labor Department said. Prices for beef and veal, pork, residential natural gas, plastic resins and 
materials and dairy products also moved higher last month. 

Prices for steel products jumped 18.4% in April from a month earlier, while foods prices edged 
up 2.1%. 

In addition to rising prices, one of the main reasons for the big annual pace was because of base 
effects, meaning inflation was very low at this time in 2020 as the Covid pandemic shut down 
big parts of the economy. Year-over-year comparisons are going to be distorted for the next few 
months, and the Federal Reserve has warned about these headline numbers, saying the spikes 
will be transitory. 

Higher price pressures come as the country tries to recover from the pandemic-induced 
recession. While a pickup in inflation is normal as the economy reopens, investors fear it could 
squeeze companies' margins and erode profits if lofty prices are sustained for a long period. 
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Such a scenario could also force the central bank to start tapering easy monetary policies in 
place. 

Source: CNBC 

Pandemic surge in European house prices raises fears of new bubble 

In many big European cities, prices have been rising for decades, pushed higher by a cocktail of 
low interest rates, land shortages and construction that cannot keep pace with demand. 
Despite the deep effects of the pandemic on Europe's economies, property price rises have 
picked up speed over the last year. Demand from stay-at-home workers desperate for space for 
an office has contributed to the price surge, while unprecedented fiscal and monetary stimulus 
aimed at keeping economies afloat have poured more fuel on the fire. The ECB has 
acknowledged localised bubbles, but it argues that there is no systemic overvaluation in 
housing. Separately, investor morale in the euro zone rose in May to its highest level since 
March 2018 on all-time high expectations and an upbeat evaluation of the current situation, a 
survey showed. 

Source: Reuters 

UK house price growth hits five-year high in April: Halifax 

British house prices increased last month at the fastest annual rate for five years, helped by 
finance minister Rishi Sunak's extension of tax cut for buyers, mortgage lender Halifax said. 
House prices rose by 8.2% in annual terms in April, it said, the biggest gain since April 2016. In 
April alone, house prices rose by 1.4% - the biggest monthly jump in seven months. Britain's 
housing market has boomed since the lifting of a first coronavirus lockdown in the spring of 
2020 and was given further impetus by Sunak's announcement on March 3 that he was 
extending the cut in stamp duty land tax for buyers. 

Source: Reuters 
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CENTRAL BANKS 

Jobs, inflation data surprises not changing Fed plans, Clarida says 

It will be "some time" before the U.S. economy is healed enough for the Fed to consider pulling 
back its crisis-levels of support, Fed Vice Chair Richard Clarida said, adding that the twin 
surprises of weak jobs growth and stronger inflation in April hadn't dented the U.S. central 
bank's plans. At the recent current pace of job growth, he noted, it would be August of 2022 
before the United States returns to its pre-pandemic level of jobs, even as the level of overall 
output likely gets back to that level this year. Atlanta Fed's Bostic meanwhile said it may not be 
until the fall before it is clear what's happening.  Separately, Boston Fed’s Rosengren said the 
Fed is exploring the technology that would be required to establish a central bank digital 
currency, but more research needs to be done before it would move forward with a currency. 

Source: Reuters 

Fed's Waller wants 'several more months' of data before policy shift debate 

The U.S. Federal Reserve needs "several more months of data" before considering changes to its 
wide-open monetary policy, to ensure that recent weak job growth and high inflation prove 
temporary, Fed Gov. Christopher Waller said. "The U.S. economy is hitting the gas and 
continuing to make a very strong recovery," Waller said. Still, the April inflation and job 
results were a surprise that led to "the jaw of every forecaster hitting the floor," he added, and 
confirmed the need for the Fed to base changes to its policies on outcomes, not forecasts that 
particularly coming out of a pandemic might be off base. The May and June job reports "may 
reveal that April was an outlier, but we need to see that first before we start thinking about 
adjusting our policy stance," Waller said. 

Source: Reuters 

Raising pace of bond buys not off the table for ECB: Lane 

The ECB could still increase bond purchases at its June meeting if such a move is needed to 
keep borrowing conditions favourable, ECB Chief Economist Philip Lane said. He also said 
unemployment is not expected to return to its pre-pandemic level before 2023, a long process 
that will require a "sustained effort" from both the ECB and governments. The ECB will decide 
on the volume of bond buys on June 10. While a few policymakers have called for a cut, there 
has been no visible push for an increase. Lane's comments suggest the decision remains open as 
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the recovery is coming later than policymakers had hoped and the bloc's economy still needs 
another year to grow back to its pre-crisis size. 

Source: Reuters 

ECB to provide copious support even when PEPP ends: Knot 

The ECB will continue to provide copious support to a recession-hit economy even when its 
1.85 trillion euro emergency bond purchase scheme ends, ECB policymaker Klaas Knot said. 
With the recovery now underway, the emergency is also coming to an end but inflation is still 
too low so the ECB will need to provide support via a range of unconventional policy tools, 
Knot added. ECB policymaker Francois Villeroy de Galhau said suggestions that the ECB could 
begin winding down exceptional bond purchases early are "purely speculative". Separately, 
ECB board member Isabel Schnabel said German inflation could exceed 3% this year but the 
ECB considers this a transient rise and will not adjust policy in response. 

Source: Reuters 

Kuroda says BOJ ready to buy ETFs 'boldly,' drops no hints on when 

BOJ’s Kuroda said the central bank was ready to buy exchange-traded funds "boldly" when 
necessary, but did not offer any hints on whether it would step in to stem the current market 
rout. He said the purchases were not intended to prop up stock prices at a certain level, but 
were operational decisions based on market moves at the time. Data disclosed by the BOJ 
showed it did not buy ETFs today. Kuroda also said a spike in U.S. consumer inflation was 
likely transitory. Additionally, the BOJ was ready to extend a September deadline for a 
pandemic-relief programme aimed at channeling funds to small firms, Executive Director 
Shinichi Uchida said. Separately, Japan's service sector confidence fell at the sharpest pace in a 
year in April, a Cabinet Office survey showed. 

Source: Reuters 
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CZECH REPUBLIC 

Inflation Surprises to the Upside; We Now Forecast a Q3 Hike 

Headline inflation in the Czech Republic surprised expectations significantly to the upside, 
rising from +2.3%yoy in March to +3.1%yoy in April (consensus/GS: +2.7%yoy; CNB forecast: 
+2.9%yoy). The rise was primarily driven by an increase in transport prices, which rose by 
3.9pp from March (on a yoy basis), as well as an increase in alcohol and tobacco, which rose 
3.1pp from March (on a yoy basis). Housing prices also recorded an increase (up 0.3pp on a yoy 
basis) and food inflation rose slightly from -0.3%yoy in March to -0.1%yoy in April. Core 
inflation (excl ex Energy, Food, Alc & Tob) fell marginally, from +2.1%yoy to +2.0%yoy. 

In common with Poland and Hungary, the upside surprise in Czech inflation in April was 
driven entirely by non-core factors, with core inflation remaining well-behaved (core inflation 
also fell in Poland, while it was broadly stable in Hungary). Looking forward, we expect 
headline inflation to remain at its current level in May, before declining slightly over the 
summer months. In our view, the high levels of inflation we are seeing currently are a 
relatively transitory phenomenon driven by non-core factors and base effects and, given spare 
capacity both domestically and in the Euro area, we expect underlying inflationary pressures 
to weaken further in 2021H2. However, the CNB takes a more hawkish view and today’s upside 
surprise is likely to reinforce its view that interest rates should rise in the second half of this 
year. A hike at the June meeting is now a possibility but, given the ongoing COVID situation, 
we think the Board is more likely to wait until the August meeting to revise its forecast. We are 
therefore revising our Czech rate forecast to factor in a rate hike in Q3, most likely in August. 
Given weaker inflation in the second half of the year and the potential of ongoing appreciation 
pressures on the CZK, we expect the second rate hike to be delayed until 2022Q1.  

Source: Goldman Sachs 
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FINANCIAL MARKETS COMMENT – FINANCIAL MARKETS RECORDED 
A MILD CORRECTION 

Global stock and bond indices fell slightly over the past week, probably due to US inflation 
data. It jumped to 4.2% year on year in April, which was much higher than analysts and 
economists expected (3.6%). As a result, the broadest global stock index MSCI All Country 
World declined by 1.6%. 

The broadest global bond index, Bloomberg Barclays Global Aggregate Bond, declined by 0.5%, 
with the average global bond yield to maturity rising by 0.05 percentage point to 1.16%. The 
yield to maturity of the most-watched bond, the 10-year US Treasury Bond, also rose by 0.05 
percentage point to 1.63%. Corporate bond indices also recorded slight losses of up to half a 
percent. 

Commodities did not do well either, as the global S&P GSCI commodity index fell by 1.6%. On 
the other hand, the price of a barrel of the North Sea Brent rose slightly by 0.6% to $ 69. Gold 
strengthened slightly by 0.4% to the level of $ 1,838 per troy ounce. 

DXY dollar index, which measures the performance of the US dollar against a basket of other 
major world currencies, has remained virtually unchanged. Nevertheless, the Czech koruna 
strengthened. Against the euro, it strengthened by 0.7% to 25.49 CZK/EUR and against the 
dollar by 1.3% to 21.02 CZK/USD. 
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OTHER FINANCIAL MARKETS NEWS 

Stanley Druckenmiller says the Fed is endangering the dollar's global reserve 
status 

Fed policies could end up threatening the long-term health of the U.S. dollar, investing 
magnate Stanley Druckenmiller told CNBC. 

"I can't find any period in history where monetary and fiscal policy were this out of step with 
the economic circumstances, not one," the chair and CEO of Duquesne Family Office said. 

Though he agreed with the early steps the Fed took during the pandemic, he said the policies 
have continued for too long. 

Federal Reserve policies aimed at keeping markets and the economy afloat during the 
pandemic could end up threatening the long-term health of the U.S. dollar, investing magnate 
Stanley Druckenmiller told CNBC on Tuesday. 

The chairman and CEO of Duquesne Family Office said the Fed's insistence on holding interest 
rates down and buying trillions in bonds even though markets are thriving and the economy is 
booming is a long-term risk. 

"I can't find any period in history where monetary and fiscal policy were this out of step with 
the economic circumstances, not one," Druckenmiller said during a"Squawk Box" interview. 

Though he does not take issue with the Fed's initial actions to combat the pandemic-related 
threats, Druckenmiller said the central bank has kept its foot on the accelerator too long. 

He asserted that the Fed has continued its policies to help underwrite the spending binge in 
Congress, which has allocated more than $5 trillion in stimulus and is contemplating trillions 
more in infrastructure-related spending. 

Over the long haul, he said, the policies and the heavy debts and deficits they support will 
threaten the dollar's standing as the world's reserve currency. That status means the dollar is 
accepted for transactions and as a store of wealth anywhere and is widely held by central banks 
around the world. 

"If they want to do all this and risk our reserve currency status, risk an asset bubble blowing up, 
so be it. But I think we ought to at least have a conversation about it," Druckenmiller said. 
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"If we're going to monetize our debt and we're going to enable more and more of this spending, 
that's why I'm worried now for the first time that within 15 years we lose reserve currency 
status and of course all the unbelievable benefits that have accrued with it," he added. 

To be sure, others have warned in the past that Fed excesses could threaten the dollar, but the 
greenback has retained its position in the world. 

One reason for that is there have been no other viable alternatives introduced. 

Druckemiller has entertained the thought that a challenge could come from the crypto world. 
He said in the CNBC interview that the ultimate solution could be "some kind of ledger system 
invented by some kids from MIT or Stanford" though he conceded that "I don't know what it 
will be." 

However, he noted that in the early days of the pandemic, other foreign governments already 
voiced their concerns about the dollar by selling Treasurys, the opposite of what normally 
would happen in a crisis when ultra-safe U.S. debt is generally seen as a haven. 

Indeed, foreign holdings of government bills, notes and bonds actually have decreased, falling 
by $127 billion or nearly 2% over the past year, according to Treasury Department data. 
Foreigners hold nearly one-third of the public portion of the $28.2 trillion U.S. debt. 

Druckenmiller said central banks have been the root of a lack of confidence in dollar stability. 

"The problem has been clearly identified. It's [Fed Chair[ Jerome Powell and the rest of the 
world's central bankers," he said. "There's a lack of trust." 

Druckenmiller's comments came a day after he and Duquesne partner Christian Broda said in 
an opinion piece for The Wall Street Journal that Powell "needs to recognize the likelihood of 
future political pressures on the Fed and stop enabling financial and market excesses." 

Similarly, former New York Fed President William Dudley wrote in Bloomberg News that 
markets are underestimating how much the central bank will have to raise interest rates in the 
years ahead to keep up with the inflation it is trying to foster. 

The Fed itself, in its semiannual Financial Stability Report last week, said it worried about risks 
coming from soaring asset prices. 

Druckenmiller told CNBC he has "no doubt whatsoever that we are in a raging mania in all 
assets." 

Source: CNBC 
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Analysis: Rising bond yields, calm ECB - this time is different 

Euro zone governments' borrowing costs are at multi-month highs and German 10-year bond 
yields are rising towards 0%, yet ECB policymakers and investors appear unruffled, a sign that 
they view the bloc's ongoing economic recovery as the real thing. 

It's a contrast with February when yields on German bonds, the euro area benchmark rate, rose 
35 basis points within a month to -0.20%. 

That led European Central Bank officials to line up and talk the markets down with veiled 
threats to tamp down borrowing costs. They then followed up in March by accelerating the 
pace of emergency bond buys. 

This time, Germany's Bund yield is near its highest level in almost two years and looks set to 
breach the 0% milestone for the first time since 2019 . 

Ten-year borrowing costs everywhere else in the euro zone have already turned positive. So 
why are ECB officials silent? 

For starters, the bloc's economic outlook has brightened. Recent lockdowns did not derail 
business activity, exports are solid and vaccination campaigns have overcome initial stumbles; 
the European Union is expected to have delivered first vaccine doses to 70% of adults by the end 
of the summer. 

"What makes a difference for the ECB is the vaccine programme," said Salman Ahmed, global 
head of macro at Fidelity International. "In February-March they were making noises because 
they had no vaccines and they were being affected by the U.S. mini tantrum." 

"The vaccine drive gives it some power to tolerate extra yield pressure." 

The other change is in inflation expectations. 

Jim Leaviss, public fixed income CIO at M&G Investments, notes that five-year German 
inflation breakevens, a market-based inflation measure, are at around 1.4% compared with less 
than 1% in February and "pretty much at zero" a year ago. 

"The euro zone hasn't delivered 1.4% inflation for a very long time, so this is telling you that 
people expect a change in the outlook for growth, inflation in the euro zone," he said. 

Euro area five-year forward inflation swaps, another gauge of long-term price expectations, are 
above 1.6% -- the highest since late 2018 . The indicator didn't budge much in February, a sign 
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that bond yields then were rising in response to reflation expectations in the United States 
rather than Europe. 

Finally, Leaviss points out, bond yields may be rising but "real" yields - after adjusting for 
inflation - have barely budged. That's a real source of comfort for the ECB. 

In February, when German 10-year yields rose 26 bps, real yields jumped 30 bps. 

"If real yields started rising and inflation expectations move sideways, which is what happened 
earlier, this is more of a worry because that feeds through to rising borrowing costs for 
individuals, corporates and governments," said Leaviss. 

BACK TO 0% 

German Bund yields would be the last 10-year euro benchmark to rise above the 0% line. They 
fell as low as -0.91% last year and at one point almost every euro zone nation was getting paid to 
borrow 10-year cash. 

Now, Natwest analysts reckon German 10-year yields could reach 0.25% by year-end, arguing 
investors still price in too much of a "pessimism premium." ING has nudged up its year-end 
Bund yield forecast to 0.2% from 0%. 

Moves in German debt inevitably spill into the rest of Europe. But while higher yields won't be 
welcomed by indebted governments, they are sheltered for now, having used years of low rates 
to lengthen the maturity profile of their bonds. 

Some investors are selling bonds ahead of the ECB's June meeting, fretting that the bank will 
cave into the policy hawks in its midst and slow the pace of bond buys. 

But others such as Mike Riddell, head of fixed income macro unconstrained at AllianzGI, are 
not too concerned about German yields rising to 0% or higher. 

A sustained inflation pick up above the ECB's rough 2% target is unlikely, and very 
accommodative policies will stay in place for years to come, Riddell argues. 

"Would a positive yield on a 10-year German government bond mean that euro zone 
government bonds yields are now going to revert to levels seen decades ago?" he asked. "I 
struggle to see why they would." 

Source: Reuters 
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CHART OF THE WEEK – 2021 IS A YEAR OF COMMODITIES SO FAR 

2021 is a year of commodities so far. S&P GSCI global commodity index has risen by a staggering 
27% since the beginning of the year. It is therefore not surprising that inflation expectations on 
both sides of the Atlantic are at multi-year highs. At the same time, the price of North Sea Brent 
crude oil has been up by 32% since the beginning of the year, the current price is $ 69 per barrel. 
On the other hand, gold, whose price is 3% weaker, has not been successful at all, probably due 
to a significant increase in required bond yields to maturity. 

As regards equities, the broadest global equity index, MSCI All Country World, has attributed a 
highly above-average gain of 8% since the beginning of the year. We are especially pleased that 
value stocks have been outperforming as MSCI All Country World Value index attributes a gain 
of 13%. Growth stocks according to the MSCI All Country World Growth index attribute a 
profit of "only" 3%. 

On the other hand, bonds are not doing well at all. The broadest global bond index Bloomberg 
Barclays Global Aggregate Bond is currently down by 3%, while the average global bond yield to 
maturity has risen by 0.31 percentage point to 1.14% since the beginning of the year. Market 
prices of bonds fell sharply, respectively the required bond yields to maturity rose sharply, 
mainly due to the currently enormously strong global economic growth and a sharp rise in 
inflation expectations. However, corporate bonds are slightly better off, as their indices are 
hovering around zero. 
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QUOTE OF THE WEEK 

“The first rule of investment is: Don’t 
Lose.  And the second rule of 
investment is: Don’t forget 

the first rule.” 
- WARREN BUFFETT - 
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