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GLOBAL ECONOMY 

Yellen says Biden budget to push U.S. debt higher, not inflation 

U.S. Treasury Secretary Janet Yellen said that President Joe Biden's fiscal 2022 budget plan will 
push U.S. debt above the size of the U.S. economy, but will not contribute to inflationary 
pressures, which she views as temporary. Yellen told a U.S. House of Representatives 
Appropriations subcommittee hearing that the White House and Treasury were closely 
monitoring inflation but there was still slack in the economy that can absorb increased 
spending. She noted that supply bottlenecks and shortages of materials were helping to drive 
inflation data, along with a rebound from very low measures during the COVID-19 pandemic. 
Meanwhile, New York Times reported that President Joe Biden will seek $6 trillion in U.S. 
federal spending for the 2022 fiscal year, rising to $8.2 trillion by 2031, a day before the White 
House is expected to unveil its budget proposal. Separately, U.S. Senate Republicans unveiled a 
new $928 billion offer to revitalize America's roads, bridges and broadband systems, which fell 
well short of President Joe Biden's latest infrastructure proposal but proved substantial 
enough to keep negotiations alive. 

Source: Reuters 

Money is cheap, let's spend it –  White House $6 trillion budget message  

The White House unveiled a $6 trillion budget proposal that would ramp up spending on 
infrastructure, education and combating climate change, arguing it makes good fiscal sense to 
invest now, when the cost of borrowing is cheap, and reduce deficits later. The first 
comprehensive budget offered by Democratic President Joe Biden faces strong opposition from 
Republican lawmakers, who want to tamp down U.S. government spending and reject his 
plans to hike taxes on the rich and big corporations. Biden's plan for fiscal year 2022 calls for 
$6.01 trillion in spending and $4.17 trillion in revenues, a 36.6% increase from 2019 outlays, 
before the coronavirus pandemic bumped up spending. It projects a $1.84 trillion deficit, a 
sharp decrease from the past two years because of the COVID-19 pandemic, but up from 2019's 
$984 billion. White House officials said the Biden's $4 trillion plans to address historic U.S. 
inequality, climate chance and provide four more years of free public education would be 
completely paid for in 15 years, with tax increases starting to chip away at deficits after 2030. 

Source: Reuters 

Strong Ifo adds to rebound hopes in Germany  
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Germany’s leading indicator reflects rising optimism about the economic outlook. The Ifo 
index increased to its highest level in two years and came in at 99.2 in May, from 96.6 in April. 
Both the current assessment and the expectations component increased significantly, with 
expectations surging to the highest level since January 2011. The finally accelerating 
vaccination roll-out, as well as first steps in the reopening of the economy, have clearly boosted 
optimism. We expect private consumption and the construction sector to be the main drivers 
of growth in the second quarter. 

Industrial production should also accelerate, even though the survey-based inventory 
reduction does not really correspond with the significant positive contribution by inventory 
changes to 1Q GDP. Unless inventory changes in the national accounts were this time only what 
they used to be in the past: a statistical residual. Still, we wouldn’t rule out that supply chain 
disruptions could blur German manufacturing and trade data in the second quarter. 

In any case, looking beyond possible short-term data distortions, the general outlook for the 
German economy is improving. The vaccination programme has gained further momentum 
and with the clear prospect of at least 50% of the 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 the 
only way for the economy seems to be up. 

Source: ING 

Japan ruling party executive calls for $239 bln extra budget  

Japan's government is expected to compile an extra budget in October or November, senior 
ruling party lawmaker Kozo Yamamoto said, calling for spending of around $239 billion to 
cushion the economic blow from the COVID-19 pandemic. Yamamoto, a political heavyweight 
close to former Prime Minister Shinzo Abe, also urged the Bank of Japan to ramp up asset 
buying to weaken the yen further and help the export-reliant economy. "The BOJ must do 
more because Japan appears to be sliding back to deflation. Instead, the BOJ is stealth tapering 
asset purchases," Yamamoto told. "The BOJ should seek to weaken the yen more" by boosting 
government bond purchases and looking for new assets to buy such as municipal and foreign 
bonds, he said. Yamamoto called on the government to compile a 26-trillion-yen extra budget 
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as soon as possible to pull the pandemic-hit economy out of the doldrums, a proposal he made 
at a party panel headed by Abe. 

Source: Reuters 
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CENTRAL BANKS 

Fed's balance sheet could reach $9 trillion by end of 2022 , NY Fed report projects  

The Federal Reserve's ongoing asset purchases could lead the central bank's portfolio to grow 
to $9.0 trillion by the end of 2022, according to projections released by the New York Fed. 
Reserve balances could peak at $6.2 trillion by the end of 2022 and then steadily decline, 
according to the forecasts, issued as part of an annual report conducted by the markets team at 
the New York Fed. The Fed's portfolio could hold steady through 2025 if proceeds from 
maturing securities are reinvested. "After that point, the path of the portfolio will depend on 
choices made regarding the portfolio as the FOMC normalizes the stance of monetary policy," 
the report says. 

Source: Reuters 

Clarida: Fed can tame inflation if needed without wrecking reco very 

The U.S. Federal Reserve can curb an outbreak of inflation should it occur without throwing 
the recovery off track, Fed vice chair Richard Clarida said, voicing faith in the central bank’s 
ability to engineer a “soft landing” if prices continue to escalate beyond what is expected. The 
Fed feels the current rise in prices will ease on its own as the economy reopens, but “in the risk 
case where these pressures are more persistent and they put our price stability mandate at risk, 
we will recognize that and through our communications and our tools I think we will be able to 
offset that in a way that would be supportive of maintaining economic recovery,” Clarida said. 
Meanwhile, Federal Reserve Bank of Chicago President Charles Evans said, the recent rise in 
U.S. inflation is unlikely to lead to the kind of undesirably high inflation that some notable 
economists have warned about. 

Source: Reuters 

Fed's Quarles signals open to talks on bond program  

A top Federal Reserve official signaled he was ready to open talks on reducing some of the U.S. 
central bank's emergency support for the economy, even if only to clarify the Fed's plans for 
doing so as the economy roars ahead and prices rise. "I don't want to overstate my concern," 
Fed vice chair for supervision Randal Quarles said. He noted he did not expect a round of 1970s-
style breakout inflation, and that he was "fully committed" to a new Fed strategy that aims to 
keep monetary policy running full throttle while jobs recover. He also laid out the case for why 

http://www.praguefi.com/


 

6 | 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 

the "upside" risks of higher inflation mounting, becoming the highest ranking Fed official yet 
to "talk about talking about" a change in pandemic-era monetary policy. 

Source: Reuters 

ECB must keep money taps fully open as crisis not over, Stournaras says  

The European Central Bank must keep its money taps fully open, as the euro zone economy is 
still in the throes of the coronavirus pandemic despite progress in vaccination campaigns, ECB 
policymaker Yannis Stournaras said. ECB rate-setters will review the pace of emergency bond 
purchases at their June 10 meeting against an improved economic backdrop. Growth and 
inoculation rates are rising in the bloc as COVID-19 cases fall. However, in an exclusive with 
Reuters, Stournaras said the recovery remained fragile and, with no evidence to point to an era 
of high inflation in the foreseeable future, it was too early for the ECB to slow down emergency 
bond purchases. 

Source: Reuters 

Too early for ECB to taper emergency bond buys: Panetta  

The European Central Bank should not reduce the pace of asset purchases from next month, 
ECB board member Fabio Panetta said, joining a growing chorus of policymakers calling for 
continued stimulus. With the recovery now well underway, pressure is growing on the ECB to 
start curbing its emergency measures. But several key policymakers have pushed back in 
recent days, suggesting that any reduction in asset buys after the June 10 policy meeting is 
highly unlikely. "The conditions that we see today do not justify reducing the pace of 
purchases, and a discussion about phasing out the Pandemic Emergency Purchase Programme 
is still clearly premature," Panetta told. Greek central bank chief Yannis Stournaras made a 
similar call on Tuesday while ECB President Christine Lagarde said last week that any talk of 
tapering was premature. 

Source: Reuters 

Europe has passed turning point but still needs ECB support: Schnabel  

The euro zone economy has reached a turning point and the recent rise in borrowing costs 
reflects improved fundamentals, European Central Bank board member Isabel Schnabel told 
Reuters, playing down concerns that rising yields risk choking off growth. Facing a persistent 
uptick in borrowing costs, the ECB must decide on the future pace of its emergency bond buys 

http://www.praguefi.com/
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at a June 10 meeting and a growing chorus of policymakers is calling for a steady flow of 
stimulus, fearing that the recovery might otherwise falter. Schnabel, the head of the ECB's 
market operations, took a benign view of the rise in nominal yields, however, arguing that it 
was expected and that financing conditions remain favourable, in line with the bank's 
December commitment. 

Source: Reuters 

BOJ's Kuroda warns of uneven global recovery from pandemic  

Bank of Japan Governor Haruhiko Kuroda said the unevenness of the world's recovery from a 
coronavirus-triggered recession could lead to an increase in savings, economic inequality and 
indebtedness. "The trio of increased savings, inequality and debt is considered to be 
intertwined in practice and may theoretically reduce the natural interest rate," Kuroda said. As 
the global economy emerges from the pandemic's initial hit, the role of central banks will shift 
from providing liquidity support to helping companies stay solvent, he added. Some central 
banks are seeking to withdraw crisis-mode policies as global growth rebounds from last year's 
slump and inflation ticks up. Others, including the BOJ, have pledged to keep monetary policy 
ultra-loose as their countries struggle with resurgent infection rates. 

Source: Reuters 
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CZECH REPUBLIC 

Confidence in Czech economy at 18 -month high 

Confidence in Czech economy is at its highest level in a year and a half, having risen from to 
99.7 points in May up from 94.7 points the previous month, the Czech Statistical Office (ČSÚ) 
said on Monday, 24 May. Growing confidence stems from the loosening of anti-coronavirus 
measures as the new infection rate continues to drop. 

Consumer confidence rose by 8.9 points to 102.8 points, the highest level since last February. 
Confidence among entrepreneurs rose by 4.3 points to 99.1 points, mainly due to trade and 
services. 

“During May, the announced and partially implemented dismantling of measures against the 
spread of coronavirus significantly contributed to the growth of the business confidence 
indicator, especially in the trade sectors and selected service segments,” ČSÚ statistician Jiří 
Obst said. “Respondents from these sectors rated their current economic situation much better 
than in previous months, and their expectations for the coming months are also relatively 
optimistic.” 

The value of 100 points in the index expresses the long-term average from 2003 to 2020. The 
aggregate indicator was last over 100 in September 2019. In May 2020, it stood at 75.7 points. 

“The mood has improved in all sectors of the Czech economy. In industry alone, sentiment is 
the best in almost the past 3.5 years,” ČSOB analyst Petr Dufek said. “The companies evaluate 
their current situation significantly better than a month ago and are optimistic about the 
future in terms of demand or recruitment.” 

Among consumers, confidence has risen sharply for the second time in a row. It was 84 points 
in March, 93.9 points in April and rose to 102.8 points in May. 

“People are significantly less concerned than in previous months about the deterioration of the 
overall economic situation and job losses. However, expectations of consumer price inflation 
did not change month-on-month, so in May they remain well above their long-term average,” 
ČSÚ statistician Silvie Vyplašilová said. 

Compared to April, business confidence increased by 4.4 points to 99.3, which is 13.8 points 
higher year-on-year. Compared to April, the share of entrepreneurs who assessed the overall 
economic situation as good increased significantly. The share of entrepreneurs expecting an 

http://www.praguefi.com/
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improvement in their economic situation in the next three months also increased. The stock of 
goods in warehouses did not change month-on-month. 

For the second month in a row, business confidence in services also increased significantly. It 
reached 92.7 points in May, 85.4 points in April and was 76.8 points in March. In May, for the 
first time since last October, the share of entrepreneurs who positively assess current demand 
prevailed. However, the share of entrepreneurs who expect an improvement in demand within 
three months did not change month-on-month. 

In industry for the first time since January 2018, the number of industrialists evaluating 
demand as more than satisfactory prevailed. The stock of finished products remained almost 
unchanged month on month. The share of entrepreneurs expecting a growth rate of 
production within three months decreased compared to April’s significant growth. 

Confidence among builders rose by 4.3 points to 115.2 points compared to April. The share of 
builders assessing demand as insufficient decreased, while the share of those who expect an 
increase in the number of employees within three months increased slightly. 

Source: Radio Prague International 

http://www.praguefi.com/
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FINANCIAL MARKETS CO MMENT –  FINANCIAL MARKETS 
CONTINUED TO RISE 

Over the past week, financial markets continued to rise, both stocks and bonds and 
commodities. The broadest global stock index MSCI All Country World recorded a gain of 1.4%. 
Overall, however, global stock markets as a whole remain overvalued as our global valuation Z-
Score reaches 2.3, which is still close to an all-time high. The average global equity valuation is 
thus approximately 2.3 standard deviations above the historical average. 

The broadest global bond index, Bloomberg Barclays Global Aggregate Bond, again recorded a 
very modest gain of 0.3%, while the average global bond yield to maturity fell by 0.03 
percentage point to 1.12%. However, in real inflation-adjusted terms, the average global bond 
yield to maturity remains deeply negative, currently at -2.5%. The performance of corporate 
bond indices was also very slightly positive. 

Commodities also thrived. Global commodity index S&P GSCI recorded a gain of 2.5%. The 
price of a barrel of the North Sea Brent rose 4.8% to $ 70. Gold rose 1.4% to $ 1903 an ounce. 

Dollar was stable last week. DXY dollar index, which measures the dollar's performance 
against a basket of other major currencies, did not change its value over the past week. Against 
the euro, the dollar weakened slightly by 0.1% to 1.219 USD/EUR. On the other hand, dollar 
strengthened slightly against koruna by 0.4% to CZK/USD 20.97. Koruna did not change its 
value against euro and remained at the level of 25.45 CZK/EUR. 

http://www.praguefi.com/
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OTHER FINANCIAL MARKETS NEWS 

Daniel Lacalle –  Inflation, Money, and Supply Bottlenecks  

One of the arguments most used by central banks regarding the increase in inflation is that it’s 
because of bottlenecks and that the recovery in demand has created tensions in the supply 
chain. However, the evidence shows us that most commodities have risen in tandem in an 
environment of a wide level of spare capacity and even overcapacity. 

If we analyze the utilization ratio of industrial and manufacturing productive capacity, we see 
that countries such as Russia (61 percent) or India (66 percent) are at a clear level of structural 
overcapacity and a utilization of productive capacity that remains still several points lower 
than that of February 2020. In China it’s 77 percent, still far from the 78 percent pre-pandemic 
level. In fact, if we analyze the main G20 countries and the largest industrial and commodity 
suppliers in the world, we see that none of them have levels of utilization of productive 
capacity higher than 85 percent. There’s ample available capacity all over the world. 

Inflation is not a transport chain problem either. The excess capacity in the shipping and 
transport sector is more than documented, and in 2020 new capacity was added in both freight 
and air transport. Ships delivered in 2020 were expected to add 1.2 million 20-foot equivalent 
units (TEUs) of capacity, with 569,000 TEUs of capacity on ultra-large container vessels, 
according to Drewry, a shipping consulting firm. International Air Transport Association chief 
economist Brian Pearce also warned that the problem of capacity was likely to increase in 2020. 

One of the important side effects of the chain of monetary stimuli, low interest rates, and fiscal 
stimulus programs is the increase in the number of zombie companies. The Bank for 
International Settlements (BIS) has shown this phenomenon in several empirical studies. Ryan 
Banerjee, senior economist at the BIS, identified the constant policy of lowering rates as a key 
factor in understanding the exponential increase in zombie companies, those that can’t cover 
their debt interest bills with operating profits. 

The constant refinancing of debt from zombie companies also leads to the perpetuation of 
overcapacity, because a key process for economic progress, such as creative destruction, is 
eliminated or limited. Low interest rates and high liquidity have perpetuated or increased 
global installed excess capacity in aluminum, iron ore, oil, natural gas, soybeans, and many 
other commodities. 

Why does inflation rise if overcapacity is perpetuated and there’s enough transport capacity?  

http://www.praguefi.com/
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We’ve forgotten the most important factor, the monetary one—or at least some central banks 
want to make us forget it. “Inflation is always and everywhere a monetary phenomenon,” 
explained Milton Friedman many decades ago. More supply of money is directed toward scarce 
assets, be it real estate or raw materials, and the purchasing power of money goes down. 

Why did they tell us that there was “no inflation” before COVID-19 if money supply also 
increased massively? 

The big difference between 2020 and the past years is that, previously, the Federal Reserve or 
the European Central Bank increased money supply at or below the levels of demand for money 
(measured as demand for credit and use of currency). 

For example, the increase in the money supply of the United States was close to 6 percent with 
a global demand for dollars that grew between 7 and 9 percent. In fact, the world maintains a 
dollar shortage of about $17 trillion, according to Luke Gromen of Forest for the Trees. This 
keeps the dollar or euro relatively stable and a perception that inflation is low. However, there 
were red flags before COVID-19. There were protests all over the world, including Europe, 
against the rising cost of living. The world’s reserve currencies export inflation to other 
countries. 

What Happened in 2020? 

For the first time in decades, the Federal Reserve and the main central banks increased money 
supply well above demand. The response to the forced shutdown of activity with massive 
money printing generated an unprecedented inflationary wave. The economy didn’t collapse 
due to lack of liquidity or a credit crunch, but due to the lockdowns. 

The 2020 monetary tsunami launched a global boomerang effect with three consequences: 
Emerging market currencies plummeted against the dollar because their central banks 
“copied” the U.S. policy without the global demand that the U.S. dollar enjoys. The second 
effect was a disproportionate amount of money flowing to risky assets joined by more flows to 
take overweight positions in scarce assets. That excess money made investors move from being 
underweight in commodities to overweight, generating a synchronized and abrupt rally. The 
third key factor is that extraordinary measures typical of a financial or demand crisis were 
taken to mitigate a supply shock, generating an unprecedented rise in money with no added 
credit demand. More money in scarce assets is not a price increase but a decrease in the 
purchasing power of money. 

What Is the Risk? 

http://www.praguefi.com/


 

14 | 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 

The history of money since the Roman Empire always tells us the same thing. First, money is 
aggressively printed with the excuse that “there is no inflation.” When inflation rises, central 
banks and governments tell us that it’s “transitory” or due to “multi-casual” effects. And when 
it shoots up, governments present themselves as the “solution,” imposing price controls and 
restrictive measures on exports. It’s not a theory. All of us who have lived in the seventies 
know it. 

That’s why it’s dangerous to pursue conglomerate stocks as an inflationary bet. Because when 
price controls and government intervention increases, margins collapse. 

The risk of stagflation is not small, and the so-called value stocks are not a good bet in this 
environment. In stagflation, commodities with tight supply dynamics, gold and silver, high 
margin sectors, and bonds of stable currencies support a portfolio. However, most sectors 
underperform as we saw in the ’70s, where the S&P 500 generated very weak returns, 
significantly below inflation. 

What can be different from other episodes? 

Only a drastic reaction from central banks can change it. However, the question is, will central 
banks tighten policy when government deficits are soaring and even a small increase in 
sovereign yields can generate a debt crisis? 

Will they react to what is clearly—as always—a monetary inflationary process? 

Source: The Epoch Times 

Markets are so fixated on inflation they might miss the next big blowup, says 
BlackRock 

BlackRock's proprietary Geopolitical Risk Indicator fell to a four-year low as markets focus 
more on inflation and the economic recovery than geopolitics, BlackRock Investment Institute 
said in a report Monday. 

"Geopolitical shocks could catch investors more off guard than usual," the analysts said. 

"We see a high likelihood that decoupling of the U.S. and Chinese tech sectors accelerates in 
scale and scope, despite the relatively low attention to the Global technology decoupling risk," 
the report said. 

While investors have been preoccupied with rising prices, a flare-up in U.S.-China tensions 
could catch investors by surprise, BlackRock warns. 

http://www.praguefi.com/
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BlackRock Investment Institute said in a report Monday that its proprietary Geopolitical Risk 
Indicator has fallen to its lowest in four years, as investors focus more on inflation and the 
economic recovery than geopolitics. 

That marks a shift in attention from U.S.-China trade tensions or a North Korea nuclear 
attack, both of which have rattled markets in the last few years. 

"The gauge has been hovering in negative territory this year ... meaning investor attention to 
geopolitical risks is below the average of the past four years," the report said. "As a result, 
geopolitical shocks could catch investors more off guard than usual." 

One of the major risks markets might be overlooking is the separation, or "decoupling," of the 
world's two largest economies in technology. The analysts noted U.S. President Joe Biden has 
continued his predecessor's tough stance on China "with a focus on critical technologies," while 
Beijing is prioritizing self-reliance in tech. 

"We see a high likelihood that decoupling of the U.S. and Chinese tech sectors accelerates in 
scale and scope, despite the relatively low attention to" the risks posed by Chinese and 
American technology splitting apart, the report said. 

BlackRock's geopolitical risk indicator is calculated using two metrics. One is a computer-based 
scoring system for positive and negative mentions of geopolitical risks in brokerage reports 
and financial news stories. The second metric is a model for potential one-month impact from 
geopolitical events on global assets. 

The two measures are then combined to create an index. A positive reading, close to one, 
indicates the market performance matches the model's prediction for reaction to geopolitical 
risks. A negative reading reflects markets are moving in a direction opposite to what the model 
predicts. 

While BlackRock did not disclose the exact level of the index, the investment institute said 
Monday the indicator turned negative this year for the first time since 2017 — which means 
investors' focus on geopolitical risks have fallen below the average of the last four years. 

BlackRock is the world's largest money manager, with about $8.7 trillion in assets under 
management. The Wall Street giant's investment institute conducts proprietary research for 
clients and portfolio managers. 

According to BlackRock, the indicator's three most-likely geopolitical risks are: 

Separation of the U.S. and Chinese technology industries. 

http://www.praguefi.com/
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A major cyberattack. 

Political crisis in emerging markets as a result of the countries' inability to control the 
coronavirus pandemic. 

Ranking fourth is rising U.S.-China tensions over Taiwan, a self-ruled island which Beijing 
considers part of its territory. The institute does not expect a "military showdown" over 
Taiwan this year, but said the tensions pose a "significant medium- and long-term risk." 

Market predictions 

Growing tech rivalry between the U.S. and China means both governments will be investing 
more in the industry, making it "key to invest in both these poles of global growth," the 
BlackRock analysts said. 

In a separate report, they laid out their expectations for market reactions to other geopolitical 
risks. 

For example, BlackRock Investment Institute expects the Chinese yuan to weaken if the 
separation of U.S. and Chinese tech companies accelerates. The analysts anticipate the U.S. 
dollar will strengthen and U.S. utilities stocks will decline if there's a major cyberattack, and 
Latin American consumer staples stocks will rise if there is a political crisis in the emerging 
markets. 

Global stock indexes have climbed this year as major economies strive to increase vaccination 
rates and resume business. The CBOE Volatility Index, or the VIX, a gauge of fear in the U.S. 
market, has fallen about 19% so far this year. 

In the near term, BlackRock said it's justifiable for markets to focus more on the economic 
recovery from the coronavirus pandemic and the outlook for inflation. 

But they cautioned that "geopolitical risk flareups could have an outsize impact when markets 
least expect it." 

Source: CNBC 
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CHART OF THE WEEK –  BOND MARKET ON ECB'S STEROIDS => GREECE-
GERMANY 10-YEAR YIELD SPREAD AT AROUND 100 BPS! 

 

Source: Bloomberg 
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QUOTE OF THE WEEK 

“Remember that the stock market is a 
manic depressive.” 

- WARREN BUFFET - 
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