
 

1 | 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 

MARKETS WEEKLY 
No. 17         24 May 2021 

Author: Michal Stupavský, CFA – Chief Analyst 

CONTENT 

Global economy .......................................................................................................... 2 

Euro zone recession confirmed at start of 2021 ................................................................. 2 

Euro zone inflation accelerates in April on energy, services .............................................. 2 

Japan's economy slumps back into decline as COVID-19 hits spending ................................ 2 

Central banks ............................................................................................................. 4 

Fed's Kaplan sees risk of inflation gaining a foothold in U.S. economy ................................ 4 

Some Fed officials edged toward policy debate in April, minutes show ............................... 4 

ECB sets stage for crucial June decision on emergency bond buys ...................................... 4 

Property bubbles, corporate debt among Europe's top risks: ECB ....................................... 5 

ECB's Lane pushes back against talk of new era of inflation ............................................... 5 

BOJ's Kuroda signals readiness to extend pandemic-aid scheme ........................................ 5 

Bank of Canada frets over hot housing market, indicates rate hike off cards ........................ 6 

Czech Republic ........................................................................................................... 7 

Finance Ministry survey predicts Czech economy will grow by 3 percent in 2021.................. 7 

Financial markets comment – Both equities and bonds recorded very modest gains ............... 8 

Other financial markets news ..................................................................................... 10 

Daniel Lacalle - Investors Won't Buy the "Transitory" Inflation Line ................................. 10 

Chart of the Week – Average global real inflation-adjusted bond yield to maturity continues its 
deep dive .................................................................................................................. 12 

Quote of the Week ..................................................................................................... 13 

http://www.praguefi.com/


 

2 | 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 

GLOBAL ECONOMY 

Euro zone recession confirmed at start of 2021 

The euro zone economy declined by 0.6% in the first quarter of 2021, data showed to confirm a 
technical recession, as gross domestic product contracted in all larger countries except France. 
The European Union's statistics office Eurostat said GDP in the 19 countries sharing the euro 
fell 0.6% quarter-on-quarter in the Jan-March period, for a 1.8% year-on-year fall. Together 
with the GDP decline in the fourth quarter of 2020, of 0.7% in the quarter and 4.9% from a year 
earlier, the euro zone was in its second technical recession since the COVID-19 pandemic began. 
The economies of Germany, Italy, Spain and the Netherlands all contracted. France's grew by 
0.4% quarter-on-quarter. Meanwhile, the European Central Bank remains committed to 
shielding the euro zone economy as the path of the coronavirus pandemic remains uncertain, 
and authorities should not withdraw support too soon, ECB President Christine Lagarde said. 

Source: Reuters 

Euro zone inflation accelerates in April on energy, services 

Euro zone inflation accelerated as expected in April because of a sharp rise in the costs of 
energy and services, the European Union's statistics office Eurostat said. Eurostat said 
consumer prices in the 19 countries sharing the euro rose 0.6% month-on-month for a 1.6% 
year-on-year increase, up from 1.3% year-on-year in March. Prices of energy, such as oil and 
gas, rose 10.4 year-on-year in April, adding 0.96 percentage point to the final inflation figure. 
On the other hand, costs of unprocessed food, another volatile component, fell 0.3% year-on-
year in April. Without these two sharply changing factors, or what the ECB calls core inflation, 
prices went up 0.5% in the month and 0.8% from a year earlier, slowing from the 1.0% annual 
growth in March. Meanwhile, Germany's DIHK Chambers of Industry and Commerce said it 
slightly raised its growth forecast for Europe's largest economy to 3% this year after its recent 
survey pointed to improved business morale over the past three months. 

Source: Reuters 

Japan's economy slumps back into decline as COVID-19 hits spending 

Japan's economy shrank more than expected in the first quarter as a slow vaccine rollout and 
new COVID-19 infections hit spending on items such as dining out and clothes, raising concerns 
the country will lag others emerging from the pandemic. The economy shrank an annualised 
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5.1% in the first quarter, more than the forecast 4.6% contraction and following an 11.6% jump 
in the previous quarter, government data showed. The decline was mainly due to a 1.4% drop in 
private consumption as state of emergency curbs to combat the pandemic. While exports grew 
2.3% thanks to a rebound in global demand for cars and electronics, the pace of increase slowed 
sharply from the previous quarter's 11.7% gain, a worrying sign for an economy still reeling 
from weak domestic demand. 

Source: Reuters 
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CENTRAL BANKS 

Fed's Kaplan sees risk of inflation gaining a foothold in U.S. economy 

Dallas Fed's Kaplan raised the prospect of a worrisome rise in U.S. inflation expectations, as 
imbalances between supply and demand for labor and goods put upward pressure on prices. 
Kaplan said on Friday: it's unclear how long bottlenecks could last in many industries. 

Source: Reuters 

Some Fed officials edged toward policy debate in April, minutes show 

A "number" of Fed officials appeared ready to begin considering changes to monetary policy 
based on continued rapid progress in the economic recovery, according to minutes of the U.S. 
central bank's April meeting, but data since then may have already changed the landscape. "A 
number of participants suggested that if the economy continued to make rapid progress 
toward the (policy-setting) Committee’s goals, it might be appropriate at some point in 
upcoming meetings to begin discussing a plan for adjusting the pace of asset purchases," the 
minutes said.  Though inflation ticked higher, the addition of just 266,000 jobs last month 
provided little further progress towards the Fed's efforts to nurse the economy back to full 
employment. Fed officials have pledged to keep their ultra-loose, crisis-fighting policies in 
place, betting that the unexpected surge in consumer prices last month stems from temporary 
forces that will ease on their own, and that the U.S. jobs market needs far more time to get 
people back to work. 

Source: Reuters 

ECB sets stage for crucial June decision on emergency bond buys 

ECB policymakers set the stage for a June 10 showdown over the future of their emergency 
bond purchases when they met in April but stopped short of discussing their next move, the 
account of their meeting showed. Arguments are stacking up fairly evenly on both sides, 
suggesting a difficult decision next month. Policymakers however, seemed especially 
concerned about the firming of the euro against the dollar. The key decision facing 
policymakers in June will be whether to signal this "rotation" from PEPP to APP is starting or 
conclude that emergency conditions remain. 

Source: Reuters 
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Property bubbles, corporate debt among Europe's top risks: ECB 

High debt levels and a property bubble are among Europe's biggest economic vulnerabilities, 
weighing on its recovery from a pandemic-induced recession, the European Central Bank said 
in a biannual stability review. Copious government subsidy kept much of the euro zone afloat 
during the pandemic but weaning the bloc off support will be tricky since that could boost 
bankruptcies and unemployment: a drag on growth and a risk to banks. However, the 
continued need for policy support to the private sector could raise medium-term sovereign 
debt sustainability concerns in the bloc's vulnerable countries given that public debt has 
soared in the past year, the ECB added. Separately, ECB Vice President Luis de Guindos said 
that euro zone borrowers can still finance themselves cheaply despite a recent rise in bond 
yields, but the ECB should be cautious in removing support for the debt market. 

Source: Reuters 

ECB's Lane pushes back against talk of new era of inflation 

The European Central Bank has a "lot of work to do" to raise inflation back to its 2% goal and 
market talk of rapidly rising prices is misplaced, the Philip Lane, the bank's chief economist, 
said. Euro zone inflation is approaching 2%, its fastest rate in years, on the back of fiscal 
support and the unwinding of last year's oil price crash, prompting some commentators to 
predict a new era of inflation. But Lane pushed back on this narrative, arguing that the labour 
market will take years to get back to its pre-crisis level, corporate balance sheets are depleted 
and the economic rebound is still predicated on copious central bank and government support. 
Separately, German producer prices rose by 5.2% year-on-year in April, the biggest increase in 
nearly a decade, data showed, in a further sign that supply bottlenecks are leading to increased 
inflation pressure in Europe's largest economy. 

Source: Reuters 

BOJ's Kuroda signals readiness to extend pandemic-aid scheme 

The Bank of Japan will consider extending its pandemic-relief programme beyond the current 
September deadline if necessary, Governor Haruhiko Kuroda said as the country struggles with 
a spike in COVID-19 infections that is crippling the economy. He said the world's third-largest 
economy remains on a path toward recovery as robust exports and corporate profits offset 
some of the pandemic's damage to consumption. But he warned that there was high 
uncertainty about the pace of vaccine rollouts, which could inflict longer-than-expected pain 
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on the economy. The BOJ last year ramped up asset purchases and put in place a loan 
programme aimed at channeling money to cash-strapped small firms to cushion the blow from 
the health crisis. 

Source: Reuters 

Bank of Canada frets over hot housing market, indicates rate hike off cards 

The Bank of Canada said that Canada's hot housing market and high household debt levels had 
left the economy more vulnerable to economic shocks, but made clear it would not raise 
interest rates to cool the frenzy. A housing market boom and linked rise in mortgage lending 
has helped buoy economic growth in the short-term, but they increase the risk over the 
medium-term, the central bank said in its annual review of financial systems. Macklem made 
his remarks when asked if guidance on rate hikes could change to deal with rising home prices. 
The Bank has signaled it will hold its key benchmark interest rate at a record low 0.25% until 
the second half of 2022. Canadian home sales and prices have surged in recent months, as 
demand has outpaced the available supply. The average price nationwide jumped 41.9% in 
April from the previous year, when prices inched down amid a pandemic plunge in sales. 

Source: Reuters 
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CZECH REPUBLIC 

Finance Ministry survey predicts Czech economy will grow by 3 percent in 2021 

The Czech economy will grow by 3 percent this year, followed by a 3.9 percent growth in 2022, 
according to the results of a regular economic survey conducted by the Ministry of Finance. 

In 2023 and 2024, the ministry predicts the economy to grow by 3 percent. Inflation is expected 
to gradually fall coupled with a strengthening of the crown. Meanwhile, unemployment is 
expected to hover around the 3 percent mark. 

The survey explored the prognoses of 16 economic projections made in the Czech Republic, by a 
mix of public and private institutions. 

Last year saw the economy contract by 5.6 percent as a result of the coronavirus pandemic. 

Source: Radio Prague International 
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FINANCIAL MARKETS COMMENT – BOTH EQUITIES AND BONDS 
RECORDED VERY MODEST GAINS 

Over the past week, the broadest global equity index MSCI All Country World recorded a very 
modest gain of 0.3%. US stocks fell (S&P 500 -0.4%), while Central European stocks performed 
very well (CECEEUR index + 3.7%). Overall, however, global stock markets as a whole remain 
overvalued as my global valuation Z-Score is at the level of 2.3, which is still close to the all-
time high. 

The broadest global bond index, Bloomberg Barclays Global Aggregate Bond, recorded a very 
modest gain of 0.3%, with the average global bond yield to maturity falling slightly by 0.01 
percentage point to 1.15%. In real inflation-adjusted terms, the average global bond yield to 
maturity remains deeply negative at -2.5%. The performance of corporate bond indices over 
the past week has also been around zero. 

Commodities, on the other hand, lost slightly last week. S&P GSCI global commodity index 
declined by 1.7%. The price of a barrel of the North Sea Brent fell by 3.3% to $ 66. On the other 
hand, gold strengthened by 2.1% to the level of $ 1,877 per troy ounce. 

Dollar depreciated slightly last week. DXY dollar index, which measures the dollar's 
performance against a basket of other major currencies, declined by 0.3%. Dollar also 
depreciated against euro by 0.3% to 1.218 USD/EUR. Koruna strengthened against dollar by 
0.7% to the level of 20.88 CZK/USD and strengthened against euro by 0.2% to the level of 25.45 
CZK/EUR. 
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OTHER FINANCIAL MARKETS NEWS 

Daniel Lacalle - Investors Won't Buy the "Transitory" Inflation Line 

The Federal Reserve and European Central Bank repeat that the recent inflationary spike is 
“transitory.” The problem is that investors do not buy it. 

Inflation is always a monetary phenomenon, and this time is not different. What central banks 
call transitory effects, and the impact of supply chains are not the real drivers of inflationary 
pressures. No one can deny certain supply shock impacts, but the correlation and extent of the 
increase in prices of agricultural and industrial commodities to five-year highs as well as the 
abrupt rise of nonreplicable goods and services to decade highs have monetary policy to blame. 
Injecting trillions of liquidity makes more funds chase fewer goods and the rise in the real 
inflation perceived by citizens is much larger than the official CPI. 

Take food prices. The United Nations Food Price Index is up 30 percent in the past five years 
and up 10 percent year to date (April 2021). The rise in food prices already caused protests all 
over the world in 2018 and it continues to reach new highs. The correlation in the price 
increase of most agricultural goods also shows that it is a monetary effect. 

The same can be said about the Bloomberg Commodity Index, which is also at five-year highs 
and up 15 percent year-to-date. 

Yes, there have been some supply disruptions in a few commodities, but it is not widespread, 
let alone the norm. If anything can be said, it's that the rise in agricultural and industrial 
commodities is happening despite the persistent overcapacity that many of these industries 
had already before the pandemic. We should also remember that one of the unintended 
consequences of massive monetary expansion is perpetuation of overcapacity. Excess capacity 
is refinanced and maintained even in crisis times. Therefore, we can argue that the rising cost 
of goods is not coming predominantly from supply shortages but in an environment of 
extended overcapacity, making it even more evidently a monetary phenomenon. 

We can discuss the numerous ways in which governments disguise rising cost of goods and 
services in the official CPI (consumer price index), using debatable averages, excluding taxes, 
and underestimating the weight of some goods in a basket. In fact, the idea of CPI itself as 
created by the great economist Irving fisher was to disguise the abrupt rise in some goods by 
averaging the price change with others. Consumers were angry to see bread rise, say, 20 
percent? What better idea than to include bread in a basket of goods? However, that is not 
necessary. The reality is that the correlation in price moves and the aggressiveness of such 
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changes show that most developed nations' central banks simply will not change the course of 
monetary policy. 

We know that central banks do not change course even if inflation is high and persistent, 
because we have seen it in numerous countries, and almost every southern European nation 
before the euro. 

Governments always justify printing more money with the excuse that there is no inflation. 
When inflation rises, they say it is transitory. And when inflation soars, governments blame 
businesses and shop owners, presenting themselves as the solution with “price controls.” 

Central banks are unable to normalize policy even with the evidence of a strong recovery 
because they are hostage to governments that simply refuse to reduce deficit spending while 
they cannot tolerate even a small rise in bond yields. 

Investors know this and are looking for ways to protect their clients’ savings from inflation 
and an even more likely concern: stagflation. A rising number of funds are looking at a highly 
likely risk of stagnation after the chain of stimuli but with rising prices. Official CPI may not 
reflect the rise in healthcare, education, fresh food prices, and rent, but citizens feel it. 

There is a reason why in 2018 and 2019 we saw protests against the intolerable rise in cost of 
living all over Europe and emerging markets at the same time as central banks warned of the 
risk of deflation. The real cost of living is rising faster than what the official calculations 
suggest. It was a problem in 2018 and it is an even larger problem after 2020. 

Source: Mises.org 

http://www.praguefi.com/


 

12 | 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 

CHART OF THE WEEK – AVERAGE GLOBAL REAL INFLATION-ADJUSTED 
BOND YIELD TO MATURITY CONTINUES ITS DEEP DIVE 

Average global real inflation-adjusted bond yield to maturity continues its deep dive. While at 
the beginning of the year it was at the level of -1.3%, now it is already a whole percentage point 
lower at the level of -2.3%. This is the lowest level in the last year. 

The reason for the sharp decline of the average global real inflation-adjusted bond yield to 
maturity is, of course, the sharp rise in the global inflation rate. While at the beginning of the 
year it was 2.1% year-on-year, currently the average global inflation rate is 3.5%. Thus, the 
period of so-called financial repression continues, when real bond yields to maturity are 
generally negative and investing in bonds is generally very unprofitable. 
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QUOTE OF THE WEEK 

“A bull market is like sex.  It feels best 
just before it ends.” 

- ARTON BIGGS - 
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