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GLOBAL ECONOMY 

World Bank boosts growth forecasts as U.S. stimulus, vaccines stoke demand 

The World Bank raised its global growth forecast to 5.6% for 2021, marking the strongest 
recovery from a recession since 1940 due to U.S. stimulus spending and faster growth in China 
but held back by "highly unequal" access to COVID-19 vaccines. The latest Global Economic 
Prospects report showed a 1.5-percentage-point increase from forecasts made in January. 
Many emerging market and developing economies were seeing elevated COVID-19 caseloads, 
obstacles to vaccination and withdrawal of support, the bank said. The World Bank's 2021 U.S. 
growth forecast was bumped up by 3.3 percentage points from January to 6.8% in the latest 
report, its fastest pace since 1984, due to economic support that the bank described as 
"unprecedented in peacetime." The euro zone's forecast was raised 0.6 percentage point to 
4.2%, while China's was raised 0.6 percentage point to 8.5%. As a major exporter, China is 
benefiting from a boost in global demand, along with prior stimulus and virus containment 
efforts, the bank said. 

Source: Reuters 

US consumer prices jump 5% in May, fastest pace since the summer of 2008 

Consumer prices for May accelerated at their fastest pace in nearly 13 years as inflation 
pressures continued to build in the U.S. economy, the Labor Department reported Thursday. 

The consumer price index, which represents a basket including food, energy, groceries, 
housing costs and sales across a spectrum of goods, rose 5% from a year ago. Economists 
surveyed by Dow Jones had been expecting a gain of 4.7%. 

The reading represented the biggest CPI gain since the 5.3% increase in August 2008, just before 
the worst of the financial crisis sent the U.S. spiraling into the worst recession it had seen since 
the Great Depression. 

A separate gauge that excludes volatile food and energy prices increased 3.8%, vs the Dow Jones 
estimate of 3.5% for so-called core inflation. 

On a monthly basis, the headline CPI rose 0.8% while the core was up 0.7%. The estimate was 
0.5% for both readings. 
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Though the inflation readings are well above anything seen since the financial crisis, the 
Federal Reserve has been largely dismissive of the numbers. Central bank officials believe the 
current rise is due to temporary factors that will abate as the year goes on. 

Consequently, market participants generally do not expect to see the Fed react to the latest 
numbers when the policymaking Federal Open Market Committee meets next week. 

Source: CNBC 

China’s Factory Inflation at 2008 High Adds to Global Pressures 

Producer prices rose 9% in May, fueled by commodity boom 

So far, Chinese manufacturers are absorbing higher costs 

Surging costs of imported commodities drove China’s factory-gate inflation to its highest level 
since 2008, raising the odds that exporters will begin passing on higher prices and boost 
inflationary pressures in the global economy. 

The producer price index climbed 9% in May from a year earlier, driven by price increases for 
oil, metals and chemicals, the National Bureau of Statistics said Wednesday. The median 
forecast in a Bloomberg survey of economists was for an 8.5% increase. Consumer inflation 
increased only 1.3% from a year ago, missing an estimate of 1.6% and suggesting retailers aren’t 
hiking prices yet due to sluggish domestic demand. 

Intense competition among manufacturers in China, which is the world’s top exporter, has 
had a deflationary impact on global consumer prices since the 1990s. Now, rising costs and 
surging export demand mean some factories could soon start hiking prices due to low margins, 
just as inflation starts to pick up in the U.S. and elsewhere following vaccination roll-outs that 
have allowed economies to re-open. 

“Export prices may pick up in dollar terms due to the currency appreciation” of the yuan, said 
Michelle Lam, Greater China economist at Societe Generale SA. “Supply-side bottlenecks in 
other emerging market countries are also favorable for the bargaining power of Chinese 
exporters.” However, the prices pressures will only be transitory, she said. 

Goods imported from China make up a relatively small component of the basket used to 
calculate inflation in advanced economies, meaning that exporter price hikes would need to be 
large and sustained in order to disturb central banks ultra-loose monetary settings. 

So far, manufacturers are absorbing higher costs, rather than passing them on to customers. 
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“It is impossible to pass on the cost to consumers even in overseas markets. Producers have to 
eat up these costs,” Iris Pang, chief economist for Greater China at ING Bank NV, told 
Bloomberg TV. Upstream producers -- who have seen strong profit growth on the back of 
Beijing’s efforts to rein-in excess capacity in recent years -- have scope to absorb price increases 
and shield downstream producers, she added. 

Global commodity prices have rallied this year on strong property investment in China and 
record stimulus by governments around the world, combined with supply constraints caused 
the coronavirus pandemic. 

Beijing has launched a campaign to curb prices by cracking down on financial market 
speculation on commodities as well as hoarding, which have caused slight declines in prices in 
recent weeks. But ultimately authorities have limited leverage over prices of imported goods 
such as iron ore. The government is intensifying its efforts with officials considering imposing 
price controls on coal, according to people familiar with the plan. Officials have said that while 
the PPI could continue to rise in the coming months, they expect prices for imported 
commodities to moderate in the second half of this year as global supply recovers. 

The bulk of producer price increases in May were in upstream sectors such as the mining and 
processing of metals and chemicals, which tend to rely on imported inputs, while increases in 
industries like furniture and textiles have been minimal. Base effects from last year -- when 
China was still in the process of re-opening its economy following coronavirus shutdowns -- 
accounted for a third of the total PPI growth, said statistics bureau economist Dong Lijuan. 

Within China, consumers are cautious and retail sales growth rates are still around half their 
pre-pandemic levels, which limits opportunities for retailers to raise prices. Due to weak 
demand, which is being further repressed by sporadic small coronavirus outbreaks, such as a 
recent spike the province of Guangdong, consumer inflation might not see sustained rises until 
the fourth quarter of this year, ING’s Pang said. 

Core CPI, which strips out volatile food and energy costs, rose 0.9%, with most of the increase 
in consumer prices coming from non-food items. The almost 24% fall in pork prices undercut 
stronger price rises for most other foods. Even though inflation remains comfortably below the 
CPI target of around 3%, the government pledged to increase the supply of key food products to 
stabilize prices and add to the national pork reserve, according to the report of a meeting held 
Tuesday. The link between PPI and consumer prices has weakened in China over the last five 
years. Intense competition among smaller businesses, spurred by the rise of e-commerce, and 
subdued domestic demand caused by Beijing’s campaign to stabilize total debt in the economy 
means factories have been absorbing rising input costs rather than passing them on to 
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consumers at home. That gives the People’s Bank of China more room and it’s unlikely to raise 
policy interest rates while consumer spending is still recovering. 

“We expect the PBOC to maintain benchmark rates unchanged and still focus on guiding credit 
growth lower gradually in coming months without sharp or abrupt tightening,” said Peiqian 
Liu, an economist at Natwest Group Plc. 

Source: Bloomberg 

Supply bottlenecks throttle German industrial output in April 

A lack of semiconductors, timber and other intermediate goods drove an unexpected fall in 
German industrial output in April, a further sign that massive supply bottlenecks are 
hampering the recovery in Europe's largest economy. The Federal Statistics Office said 
industrial output dropped 1.0% on the month after a downwardly revised increase of 2.2% in 
March. The drop in the headline figure was driven by a decrease in consumer goods production 
of more than 3% and a plunge in construction activity of more than 4%. Investor sentiment in 
Germany fell in June but remained at a high level and expectations for a strong economic 
recovery for the next six months are intact, a survey by the ZEW economic research institute 
showed. The ZEW's survey of investors' economic sentiment fell to 79.8 points from 84.4 in the 
previous month. 

Source: Reuters 

G7 leaders agreed to keep the money taps open 

Leaders of the Group of Seven rich nations were in broad agreement about the need to continue 
supporting their economies with fiscal stimulus after the ravages of the COVID-19 pandemic, a 
source familiar with the discussions said. The backing for more stimulus was shared by all 
leaders including Angela Merkel of Germany which has traditionally opposed heavy borrowing 
to spur growth, a position it has relaxed in the face of the COVID-19 crisis. The International 
Monetary Fund has repeatedly urged Group of Seven countries and others to continue fiscal 
support measures. The source said the G7 leaders believed there should be long-term policies 
for ensuring the health of public finances in the future, echoing the position of their finance 
ministers who met earlier this month in London. 

Source: Reuters 
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CENTRAL BANKS 

ECB buys more bonds than countries sell but yields still rise 

The European Central Bank bought more government bonds in April and May than the euro 
zone's four largest countries sold over the period but still struggled to contain a rise in yields, 
data showed. The ECB ramped up its bond purchases in mid-March to cap borrowing costs and 
help euro zone governments push through massive spending plans aimed at supporting the 
economy through the coronavirus pandemic. It will update its stance on Thursday. The central 
bank bought 135 billion euros worth of sovereign debt from Germany, France, Italy and Spain 
in the last two months, or five times those countries' net supply of paper according to 
UniCredit estimates. Still, government bond yields increased in all four major jurisdictions 
over that period and their rise only stopped when ECB President Christine Lagarde signalled 
late last month that the central bank was not ready to withdraw its support. 

Source: Reuters 

ECB projects brighter outlook but keeps "steady hand" on stimulus 

The European Central Bank raised its growth and inflation projections but pledged a steady 
flow of stimulus over the summer, fearing that a retreat now would accelerate a concerning 
rise in borrowing costs and choke off the recovery. Already buying up most of the new debt 
issued by euro zone governments, the ECB said it would buy bonds at a "significantly higher" 
pace than during the early months of the year, reaffirming its pledge from March as most ECB 
watchers had expected. "We believe that the steady hand is actually the right response," ECB 
President Christine Lagarde told a news conference, stressing that tapering, exiting or 
transitioning away from the 1.85 trillion euro Pandemic Emergency Purchase Programme had 
not even been discussed. Yet sources told Reuters three of the 25 members of the Governing 
Council wanted to reduce the pace of PEPP at the meeting, citing a better outlook for growth 
and inflation. 

Source: Reuters 

China c.bank chief says inflation under control, vows 'normal' monetary policy 

China's central bank governor said inflation is "basically under control", and monetary policy 
would be kept steady, in comments a day after concerns over inflationary pressures were 
fanned by data showing the fastest rise in factory-gate prices in 12 years. "We must adhere to 
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policy stability as a priority, and stick to implementing normal monetary policy," Yi Gang told. 
"Keeping interest rates at a proper level is conducive to the stable and healthy development of 
the markets," the People's Bank of China governor said. Yi said that China's interest rates, 
though higher than major economies, are still relatively low among developing and emerging 
economies. He also reiterated that the central bank will keep the yuan exchange rate basically 
stable, while vowing to further improve China's exchange rate mechanism. 

Source: Reuters 
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CZECH REPUBLIC 

Downside Surprise to Inflation in May, Due to Lower Food and Alcohol Prices 

Headline inflation in the Czech Republic surprised consensus expectations to the downside, 
falling from +3.1%yoy in April to +2.9%yoy in May (consensus: +3.1%yoy/GS: +3.3%yoy), but 
was in line with the CNB's May staff forecast. The decline was primarily driven by lower food 
inflation, which fell from -0.1%yoy to -1.3%yoy, and a decrease in prices for alcohol and tobacco 
(down from +13.0%yoy to +9.8%yoy). Together, this was more than enough to offset the 
increase in housing prices, which rose by 0.4pp from April (on a yoy basis), as well as transport 
and recreation prices, which respectively increased by 0.5pp and 0.8pp (on a yoy basis). Core 
inflation (excl ex Energy, Food, Alc & Tob) rose from +2.0%yoy to +2.2%yoy. 

Looking ahead, we expect headline inflation dynamics in the Czech Republic (and the rest of 
the CEE) to ease gradually in the coming months. Given the amount of spare capacity both 
domestically and in the Euro area, as well as fading effects from last year’s FX depreciation 
(with the Koruna now at EUR/CZK = 25.4, +1.5% stronger than the CNB’s forecast of 25.8), we 
expect underlying inflationary pressures to weaken somewhat in 2021H2, but remain in the 
upper half of the inflation target band (2% ± 1pp). Following today’s inflation numbers, our 
2021 headline inflation forecast mechanically decreases to +2.5%yoy (previously +2.7%yoy). 
Given the CNB’s hawkish communication, we expect it to raise rates at its August meeting. A 
hike at the June 23 meeting is also possible (with a 40% probability, in our view) but today’s 
inflation data reduce the perceived urgency for the first hike and, on balance, we expect the 
Board to wait until it next updates its economic forecasts in August. Reflecting our relatively 
dovish inflation forecasts for next year, we expect the CNB to tighten by less than the market is 
currently pricing in (we expect +50bp of tightening over the next 12 months, vs market pricing 
of +116bp). 

Source: Goldman Sachs 
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FINANCIAL MARKETS COMMENT – FINANCIAL MARKETS CONTINUED 
TO GROW MODESTLY AGAIN 

Over the past week, financial markets have continued to grow modestly again, both stocks and 
bonds and commodities. The broadest global stock index MSCI All Country World recorded a 
gain of 0.4%. US stock index S&P 500 recorded a gain of 0.4% and closed the week on a new all-
time at 4247 points. On the other hand, the Central European stock index CECEEUR weakened 
by 0.6% last week after very strong previous growth. 

Overall, global stock markets as a whole remain overvalued as our global valuation Z-Score 
reaches the level of 2.4, which is still close to the all-time high. The average global equity 
valuation is thus approximately 2.4 standard deviations above the historical average, which is 
truly unprecedented. Therefore, I believe that equity returns will be rather below average in 
the next few years. 

The broadest global bond index, Bloomberg Barclays Global Aggregate Bond, recorded a gain of 
0.3%, while the average global bond yield to maturity fell by 0.04 percentage point to 1.08%. 
However, in real inflation-adjusted terms, the average global bond yield to maturity remains 
deeply negative, currently at -2.8%. The performance of corporate bond indices was also 
slightly positive over the last week. 

As for the outlook for bonds, they are, like equities, currently very expensive, on a relative 
basis certainly even more expensive than equities. Therefore, I believe that bond returns will 
be strongly below average in the next few years compared to average historical trends. 

Commodities also performed well last week. S&P GSCI global commodity index recorded a gain 
of 0.7%. The price of a barrel of the North Sea Brent rose 1.1% to $ 73. Gold weakened by 0.7% to 
$ 1,877 per troy ounce. 

Dollar has strengthened over the past week. DXY dollar index, which measures the dollar's 
performance against a basket of other major currencies, strengthened by 0.5% last week. 
Against euro, dollar also strengthened by 0.5% to 1.211 USD/EUR. Koruna strengthened last 
week. Against dollar, koruna strengthened by 0.5% to the level of 20.90 CZK/USD and against 
euro, koruna strengthened by 0.4% to the level of 25.34 CZK/EUR. 
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OTHER FINANCIAL MARKETS NEWS 

Deutsche Bank warns of global 'time bomb' coming due to rising inflation 

In an out-of-consensus forecast, Deutsche Bank is warning of a potential crisis coming from 
inflation. 

"The effects could be devastating, particularly for the most vulnerable in society," the firm's 
economists said. 

Most on Wall Street and at the Fed see inflation is a temporary problem that will ebb as special 
factors fade away. 

Inflation may look like a problem that will go away, but is more likely to persist and lead to a 
crisis in the years ahead, according to a warning from Deutsche Bank economists. 

In a forecast that is well outside the consensus from policymakers and Wall Street, Deutsche 
issued a dire warning that focusing on stimulus while dismissing inflation fears will prove to be 
a mistake if not in the near term then in 2023 and beyond. 

The analysis especially points the finger at the Federal Reserve and its new framework in 
which it will tolerate higher inflation for the sake of a full and inclusive recovery. The firm 
contends that the Fed's intention not to tighten policy until inflation shows a sustained rise 
will have dire impacts. 

"The consequence of delay will be greater disruption of economic and financial activity than 
would be otherwise be the case when the Fed does finally act," Deutsche's chief economist, 
David Folkerts-Landau, and others wrote. "In turn, this could create a significant recession and 
set off a chain of financial distress around the world, particularly in emerging markets." 

As part of its approach to inflation, the Fed won't raise interest rates or curtail its asset 
purchase program until it sees "substantial further progress" toward its inclusive goals. 
Multiple central bank officials have said they are not near those objectives. 

In the meantime, indicators such as the consumer price and personal consumption 
expenditures price indices are well above the Fed's 2% inflation goal. Policymakers say the 
current rise in inflation is temporary and will abate once supply disruptions and base effects 
from the early months of the coronavirus pandemic crisis wear off. 
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The Deutsche team disagrees, saying that aggressive stimulus and fundamental economic 
changes will present inflation ahead that the Fed will be ill-prepared to address. 

"It may take a year longer until 2023 but inflation will re-emerge. And while it is admirable that 
this 

patience is due to the fact that the Fed's priorities are shifting towards social goals, neglecting 
inflation leaves global economies sitting on a time bomb," Folkerts-Landau said. "The effects 
could be devastating, particularly for the most vulnerable in society." 

Source: CNBC 

The Fed is in early stages of a campaign to prepare markets for tapering its asset 
purchases 

Comments by Fed officials in the past several weeks suggest the issue of tapering looks likely to 
be discussed as soon as next week's FOMC meeting. 

While the discussion may take place, an announcement of a decision to actually taper would be 
several months later, perhaps in late summer or early fall. 

The Fed may be on track to then begin asset purchase reductions later this year or early next 
year. 

Behind the glacial pace of reducing asset purchases is a deliberate attempt to avoid another 
"taper tantrum," the sharp spike in bond yields seen in 2013. 

The Federal Reserve is in the early stages of a campaign to ready markets for reducing its $120 
billion in monthly asset purchases to stimulate the economy. 

Comments by Fed officials in the past several weeks suggest the issue of tapering looks likely to 
be discussed as soon as the Federal Open Markets Committee meeting next week, and the Fed 
may be on track to begin asset reductions later this year or early next year. 

At least five Fed officials have publicly commented on the likelihood of those discussions in 
recent weeks, including Patrick Harker, president of the of the Federal Reserve Bank of 
Philadelphia, Robert Kaplan of Dallas, Fed Vice Chair for bank supervision Randal Quarles and 
Cleveland Fed President Loretta Mester, whose comments to CNBC came after Friday's 
monthly jobs report. 
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"As the economy continues to improve, and we see it in the data, and we get closer to our goals 
… we're going to have discussions about our stance of policy overall, including our asset 
purchase programs and including our interest rates," Mester said Friday. 

While the discussion may take place, an announcement of a decision to actually taper would be 
several months later, perhaps in late summer or early fall. That announcement would then put 
the beginning of the asset reduction further out, perhaps by year-end or early next year. Since 
the Fed will taper its purchases, that is, reduce the amount it buys by some amount each 
month, that timeline would still see the Fed purchasing billions of dollars of assets well into 
2022, though at an increasingly slower pace. 

All of that is contingent on how the economy rebounds from the pandemic. The recent pace of 
new job growth, averaging 541,000 payrolls over the past three months, and the recent decline 
in the unemployment rate look to be more or less in line with Fed expectations. Most Fed 
officials continue to believe that the recent spurt of inflation will prove temporary, so even big 
monthly gains are unlikely to speed up the plan, at least for a time. 

Avoiding a tantrum 

While the decision to taper is based on economic data, it eventually will be converted by Fed 
officials to calendar dates, though, as the Fed has done in the past, still linked to the data. 

Behind the glacial pace of reducing asset purchases is a deliberate attempt to avoid another so-
called taper tantrum, the sharp spike in bond yields in 2013 that came after Fed Chairman Ben 
Bernanke hinted asset purchases could wind down. 

One view inside the Fed is that the taper tantrum occurred because it failed to adequately 
separate in the market's mind the timelines for hiking interest rates and for reducing asset 
purchases. This time, the Fed is creating a long runway for tapering, making clear that rate 
increases only come after this process. It also has set a higher standard of economic 
improvement required for rate increases than it has for asset purchase reductions. 

Quarles late last month made that separation clear, saying: "It will become important for the 
FOMC to begin discussing our plans to adjust the pace of asset purchases at upcoming 
meetings." But, he added,  "in contrast, the time for discussing a change in the federal funds 
rate remains far in the future." 

At the moment, fixed income markets appear to be giving the Fed leeway to follow a gradual 
timeline. The 10-year note yield has been anchored around 1.60 percent for nearly four months, 
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and the 2-year note rate has hovered around 15 basis points (0.15%). Fed Funds futures do not 
fully price in a 25-basis point rate hike from the Fed until early 2023. 

Fed officials expected volatility around any announcement that it will reduce asset purchases. 
And it's clear yields could rise as a result. It's possible markets may become more aggressive in 
pricing in rate hikes. The measure of success for the Fed's current efforts will come if 
policymakers can move toward reducing asset purchases but see only modest changes in 
expectations for rate increases. 

The key risk now is that the Fed, in trying to avoid a taper tantrum, maintains easy monetary 
policy too long, allowing inflation to become a permanent, rather than temporary, problem. 

Source: CNBC 
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CHART OF THE WEEK – EUPHORIA ON THE PRIVATE EQUITY MARKET 

According to data from the consulting company McKinsey, the private equity (PE) sector is 
currently literally reminiscent of an euphoria. The worldwide volume of transactions 
(purchases/sales of companies) has reached half a trillion dollars since the beginning of this 
year. If this pace continues for the rest of the year, we will get over the level of one trillion 
dollars for the whole of 2021, which would be a new and clear historical record. 

At the same time, private equity funds currently use the most debt capital in history to finance 
transactions on a relative basis. The average debt ratio – debt / EBITDA – is close to seven times, 
which is also a new historical record. Private equity funds are thus riding merrily on a wave of 
unprecedented monetary stimulus from key central banks and zero nominal interest rates. 

This development urges me to be careful. From a historical point of view, it has always been 
the case that the peak of the stock market cycle corresponded to the peak of the activity of 
private equity funds. I even dare say that the public and private equity and debt markets are 
"on the steroids" of the unprecedented quantitative easing of key central banks and zero 
nominal interest rates. This is therefore one of the reasons why my investment outlook on 
risky assets is rather cautious at the moment. 
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QUOTE OF THE WEEK 

“The best way to measure your 
investing success is not by whether 

you’re beating the market but by 
whether you’ve put in place a financial 

plan and a behavioral discipline that 
are likely to get you where 

you want to go.” 
- BENJAMIN GRAHAM - 
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