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GLOBAL ECONOMY 

Japan's core consumer prices rise for first time in over a year  

Japan's core consumer prices grew slightly to post their first rise in more than a year in May, 
largely due to a rebound in energy prices, in a welcome sign for an economy struggling with 
weakness in prices. Nationwide core consumer prices, which exclude volatile fresh food costs, 
gained 0.1% in May from a year earlier, government data showed, matching a median market 
forecast. It was the first rise since March 2020 and largely reflected a bounce in electricity and 
gasoline prices from last year's pandemic-driven plunge, a government official said. 
Meanwhile, a Reuters poll showed business confidence among Japan's large manufacturers 
likely improved in the second quarter thanks to a boost to exports and corporate profits from a 
global demand recovery. 

Source: Reuters 
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CENTRAL BANKS 

Fed tiptoes towards the taper stage months before the curtain call  

For the second time in less than a decade, the Fed is getting ready to launch a thorny debate 
over how and when to sunset a massive asset-purchase program that helped cushion an 
economy battered by crisis but left it with a mountain of bonds that may linger on its balance 
sheet for years to come. Officials' opening discussion about how and when to taper the U.S. 
central bank's $120 billion in monthly bond purchases looks set to occur at this week's two-day 
policy meeting and will take place against a dramatically different backdrop than the last time 
around, when they were more skittish about owning such a substantial slice of the bond 
market. The risk of another "taper tantrum" - the market ruckus that erupted eight years ago 
when Fed policymakers first broached the notion of scaling back their bond-buying after the 
2007-2008 financial crisis - appears remote this time. Fed officials have posted plenty of trail 
markers for the path to tapering, and key officials have signaled the discussion is underway in 
the background. 

Source: Reuters 

Fed signals rate hikes for 2023, start of bond -buying taper talks 

The Federal Reserve brought forward its projections for the first post-pandemic interest rate 
hikes into 2023 and opened the debate on when and how it may be appropriate to start tapering 
the U.S. central bank's massive bond-buying program. Fed Chair Jerome Powell said officials 
started "talking about talking about" tapering the central bank's $120 billion in monthly asset 
purchases, which officials said would continue until "substantial further progress" has been 
made toward the central bank's maximum employment and 2% inflation goals. The Fed held its 
benchmark short-term interest rate near zero and said it will continue to buy $80 billion in 
Treasury securities and $40 billion in mortgage-backed securities each month to fuel the 
economic recovery. Policymakers at the median now see the first rate increase coming in 2023 
instead of 2024. The projections showed overall economic growth is likely to hit 7% in 2021. 

Source: Reuters 

Bullard: Fed's 'hawkish' shift a natural response to stronger inflation, growth  

St. Louis Federal Reserve President James Bullard said that the U.S. central bank's shift this 
week towards a faster tightening of monetary policy was a "natural" response to economic 
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growth and particularly inflation moving quicker than expected as the country reopens from 
the coronavirus pandemic. In an interview with CNBC, Bullard said he was among the seven 
Fed policymakers who expect the most aggressive steps, with rate increases beginning next 
year, to contain inflation that he thinks will prove more persistent than his colleagues. But 
with the pandemic "coming to a close," Bullard said, a shift to non-crisis policies is normal. 
Bullard added the coming reduction in the Federal Reserve's bond purchases may bear little 
resemblance to the "automatic pilot" tapering exercise the U.S. central bank conducted seven 
years ago. Separately, Minneapolis Federal Reserve President Neel Kashkari said he wants to 
keep the U.S. central bank's benchmark short-term interest rate near zero at least through the 
end of 2023 to allow the labor market to return to its pre-pandemic strength. 

Source: Reuters 

Euro zone at a turning point but too early to debate end of ECB help: Lagarde  

The euro zone economy is at a turning point but its recovery must be firm and sustainable 
before the ECB can debate clawing back emergency support, ECB President Christine Lagarde 
told Politico in an interview. "I am not suggesting that the pandemic emergency purchase 
programme (PEPP) is going to stop on 31 March," Lagarde was quoted as saying. "We have 
plenty of flexibility, but in terms of economic outlook we are heading in the right direction. "It 
is far too early to debate these issues," she said about winding down the 1.85 trillion euro PEPP. 
Meanwhile, board member  Isabel Schnabel  said the ECB could tilt its purchases of corporate 
bonds towards companies that pollute less or are cutting their emissions. Schnabel said 
excluding polluters altogether would remove an incentive for them to clean up their acts. 

Source: Reuters 

BOJ to launch new scheme for fighting climate change, keeps policy steady  

The Bank of Japan (BOJ) surprised markets by unveiling a plan to boost funding for fighting 
climate change, joining a growing number of central banks stepping up efforts to address its 
economic and financial fallout. The BOJ also maintained its massive stimulus to support the 
economy and extended a September deadline for its pandemic-relief program, suggesting that 
Japan will lag well behind the United States in ending crisis-mode policies. The central bank 
also kept its target for short-term interest rates at -0.1% and for long-term yields around 0%, as 
widely expected, and extended by six months the September deadline for its asset-buying and 
loan programs. Separately, Japan's government pledged to keep its goal of achieving a primary 
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budget surplus by fiscal 2025, with a caveat that the target will be reassessed this fiscal year due 
to COVID-19 pandemic, leaving room for a possible delay in fiscal reform. 

Source: Reuters 
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CZECH REPUBLIC 

Analysts: year-on-year inflation probably pe aked in May 

Year-on-year inflation likely peaked at 3.2 percent in May due to the low base effect from last 
year, according to a poll of analysts conducted by ČTK. It should remain near the Czech 
National Bank target of 3 percent, they said. 

“The annual rise in consumer inflation in May was due to significantly more expensive fuels, 
which amplifies the effect of a very low base effect from last year. The alcoholic beverages and 
tobacco segment also made a significant contribution to inflation in April,” said Akcenta 
analyst Miroslav Novák, predicting annual inflation will peak in the second quarter and slow 
slightly in the coming months. 

“Consumer prices in April surprised with brisk growth of 3.1 percent year on year, driven 
mainly by higher prices in the transport category and also higher prices of tobacco and alcohol. 
We expect inflation to peak in May and reach 3.3 percent year on year,” said Raiffeisenbank 
analyst Vít Hradil. “The effect of low price base commodities strengthened compared to April.” 

Komerční banka economist Michal Brožka notes there was a further loosening in May, which 
may have a significant impact on the development of the price level. “In that case, year-on-year 
inflation could fall slightly in June, but still remain close to three percent in the second half of 
the year,” he said, adding that the result of inflation in May could provide important guidance 
on whether the Czech National Bank raises interest rates in June. 

According to UniCredit Bank analyst Patrik Rožumberský, the acceleration of year-on-year 
inflation has apparently stopped after the unexpectedly high April jump. The rise in fuel 
prices, supported by a low base, continued to contribute to higher inflation, he said, estimating 
May inflation at 3.1 percent. 

Source: Radio Prague International 

http://www.praguefi.com/
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FINANCIAL MARKETS CO MMENT –  HAWKISH FED SENT 
FINANCIAL MARKETS DOWN 

The US Federal Reserve met last Wednesday. The outcome of the meeting was a bit more 
hawkish than investors expected. While the Fed originally expected the first rate hike in 2024, 
the US monetary authority now expects the first rate hike "already" in 2023. In addition, the 
Fed will soon begin discussing a gradual reduction in monthly bond purchases under the 
quantitative easing program (tapering). At the same time, the Fed now buys $ 120 billion in 
bonds, $ 80 billion in Treasuries and 40 billion in mortgage-backed securities each month. In 
the end, the hawkish tone of the US Federal Reserve sent financial markets down. 

The broadest global stock index MSCI All Country World declined by 1.9%. The Central 
European stock index CECEEUR declined by 2.3%. Overall, however, global stock markets as a 
whole remain overvalued as our global valuation Z-Score reaches 2.3, which is still close to the 
all-time high. The average global equity valuation is thus approximately 2.3 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 average annual equities 
returns, including dividends, over the next five years is unlikely to exceed 5%. 

Bonds also fell last week. The broadest global bond index, Bloomberg Barclays Global 
Aggregate Bond, lost 1.0%, while the average global bond yield to maturity rose by 0.05 
percentage point to 1.13%. However, in real inflation-adjusted terms, the average global bond 
yield to maturity remains deeply negative, currently at -3.0%. Negative real inflation-adjusted 
bond yields to maturity are referred to as financial repression. The performance of corporate 
bond indices was also slightly negative. 

As for the outlook for bonds, they are just as expensive as equities at the moment, and even 
more expensive than stocks on a relative basis. Therefore, I believe that the bond returns will 
be below average in the next few years compared to the average historical trends. 

Commodities didn't do well last week either. The S&P GSCI global commodity index declined 
by 2.3%. However, oil strengthened slightly as the price of the barrel of the North Sea Brent 
rose 1.1% to $ 74. Gold declined by 5.8% to $ 1,768 per troy ounce. 

Hawkish Fed, on the other hand, was a bonanza for the US dollar, which strengthened 
significantly last week. The DXY dollar index, which measures the dollar's performance 
against a basket of other major currencies, strengthened by 1.8% last week. Against the euro, 
the dollar strengthened by 2.0% to 1.186 USD/EUR. Koruna weakened last week. Against dollar, 

http://www.praguefi.com/
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koruna weakened by 2.6% to CZK/USD 21.45 and against euro, koruna weakened by 0.7% to 
CZK/EUR 25.52. 
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OTHER FINANCIAL MARKETS NEWS 

EU launches landmark new bond program to near record demand  

The European Union raised 20 billion euros with the first bond backing its pandemic recovery 
fund and drew near-record demand, two lead managers said, as investors snapped up debt that 
is expected to offer both safety and liquidity as the EU becomes a leading debt issuer. The 10-
year bond is the first of up to 800 billion euros of issuance by the EU to finance the fund, which 
marks an unprecedented act of European fiscal solidarity. The deal is one of the biggest single-
tranche debt sales on record, according to Refinitiv, well above earlier indications of around 10 
billion euros. The scale of the new program, which the EU is managing similarly to a 
government issuer, has the potential to transform it into the world's biggest supranational 
borrower, selling debt at a pace similar to Germany and Spain, according to JP Morgan. 

Source: Reuters 

Explaining the volatile stock and bond market moves this week following the 
Fed's update 

The Federal Reserve on Wednesday raised its expectations for inflation and moved forward the 
timing of its interest rate hikes to 2023. 

This move set off a huge amount of repositioning in global financial markets that sent the 
dollar higher. 

Analysts expect markets to remain volatile as investors await more signals from the central 
bank on its road toward tightening policy. “It’s the end of peak dovishness,” said one strategist. 

The Federal Reserve unleashed a huge repositioning in global financial markets, as investors 
reacted to a world where the U.S. central bank is no longer guaranteeing its policies will be 
dovish — or easy. 

The dollar surged the most in a year over a two-day period against a basket of currencies. 

Stocks were mixed around the world on Thursday, as were bond markets. Many commodities 
sold off. The Nasdaq Composite was higher, while the S&P 500 and Dow Jones Industrial 
Average slid. Tech gained, and cyclical stocks fell. 

The central bank delivered a strong message Wednesday when Fed Chairman Jerome Powell 
said officials have discussed tapering bond buying and would at some point decide to begin the 

http://www.praguefi.com/


 

10 | 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 

process of slowing the purchases. At the same time, Fed officials added two rate hikes to their 
2023 forecast, where there were none before. 

"It's the end of peak dovishness," Bleakley Global Advisors chief investment officer Peter 
Boockvar said. "It's not going hawkish. It's just we're past peak dovishness. This market 
response is as if they were already tapering." 

Not an immediate shock, but volatility ahead 

Strategists say the Fed's slight step toward tightening policy didn't shock markets Wednesday, 
but it will likely make them volatile going forward. The Fed, in essence, is acknowledging the 
door is now open to future rate hikes. 

It is expected to make a fuller declaration about the bond program later this year, and then 
within several months start the slow process of bringing $120 billion a month in purchases 
down to zero. 

The yields of shorter-duration Treasurys, like the 2-year note, rose. Longer duration yields, 
such as the benchmark 10-year, fell. That so-called "flattening" is a go-to trade when interest 
rates rise. The logic is that longer yields fall since the economy may not do as well in the future 
with higher interest rates, and short-end yields rise to reflect expectations of the Fed raising 
rates. 

U.S. longer-dated Treasurys, like the 10-year, have been lower than many strategists had 
expected lately. That's in part because they are highly attractive to foreign buyers due to 
negative rates in other parts of the world and liquidity in the U.S. markets. The 10-year yield 
shot to 1.59% after the Fed news, but was back down at 1.5% Thursday afternoon. Yields move 
opposite price. 

Commodities-related stocks, like energy names and materials shares, were down sharply 
Thursday afternoon. Energy was the worst-performing S&P 500 sector, falling 3.5%. Materials 
lost 2.2%. 

"It's a massive flattening of the yield curve. It's an interest rate trade, and it's the belief the Fed 
is going to slow growth," Boockvar said. "So sell commodities, sell cyclicals... and in a slow 
growing economy people want to buy growth. It's all happening in two days. It's just a lot of 
rewinds." 

http://www.praguefi.com/
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Boockvar said the curve flattening has been happening swiftly, too. For instance, the spread 
between the 5-year yield and 30-year bond yield quickly compressed, moving from 140 basis 
points to 118 basis points within two days. 

"You're watching an incredible unwind of positioning in the bond market. I don't think people 
thought the Fed would do it," BlackRock CIO of global fixed income Rick Rieder said. 

"We thought the flattening trade was the right move when we saw some of the news out of the 
Fed. That was something we jumped on pretty quickly. I have to say we're letting some 
Treasurys go into this rally," Rieder told CNBC. 

For stock investors, the shift in cyclical stocks goes against a trade that has been popular as the 
economy reopened. Financial stocks fell on the flatter yield curve, but REITs were slightly 
higher. Technology stocks rose 1.2%, and health care gained 0.8%. 

"The implication is higher stock market volatility, which I think we're going to have and going 
to continue to have," BTIG head of equity and derivatives strategy Julian Emanuel said. 
"Yesterday changed things. This whole idea of data dependency — the market is going to trade 
it like crazy, particularly given the fact that the public participation remains very elevated and 
the stocks the public is most interested in are high multiple growth stocks that have been 
leading the last several weeks as the bond market remained range bound." 

Even as Powell acknowledged inflation was higher than the Fed expected, the central bank also 
pressed its message that inflationary pressures could be temporary. The Fed's boosted its 
forecast for core inflation to 3% for this year but was at just 2.1% for next year, in its latest 
projections. Powell used the example of the rise and fall of lumber prices to illustrate his view 
that inflation will not be long lasting. 

But Emanuel said it will be difficult to tell whether inflation is fleeting , and the economy's 
emergence from the pandemic has been difficult to predict. "Whether it's the Fed or paid 
economists on the sell side, or paid economists on the buy side, the ability to measure what's 
going on in the economy is really nothing more than ... educated guess work at this point 
because the statistics are just all over the place," Emanuel said, adding inflation readings have 
all been hotter than expected. 

He expects the market will trade in a range for now, with the bottom at 4,050 on the S&P 500 
and the top at 4,250. The S&P 500 closed at 4,221 on Thursday, down just 1 point. The Dow was 
of by 0.6% at 33,823, and the Nasdaq rose by 0.9% at 14,161. 

http://www.praguefi.com/
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The late-July Fed meeting now looms large. That could add even more volatility as investors 
wait to see if the Fed will provide more details on tapering after that meeting. Many 
economists expect the Fed to use its annual Jackson Hole symposium in late August as a forum 
to lay out its plan for the bond program. 

The bond purchases, or quantitative easing, were launched last year as a way to provide 
liquidity to markets during the economic downturn that started last year. The Fed purchases 
$80 billion in Treasurys and $40 billion in mortgage securities each month. Rieder expects the 
Fed could slow purchases by $20 billion a month once it starts the tapering. Once the Fed gets to 
zero, it could then consider when to raise interest rates. 

The market expectations for rate hikes have moved forward, and the euro-dollar futures 
market now sees four rate hikes by the end of 2023, according to Marc Chandler of 
Bannockburn Global Forex. Prior to the Fed's announcement Wednesday, futures showed 
expectations for about 2.5 rate hikes. 

Strategist expect some of the Fed reaction is just temporary, and reflects investors who were 
too far offsides in some positions. "I'm still a commodities bull," Boockvar said. Commodities 
had already begun falling ahead of the Fed announcement, after China announced plans to 
release metals reserves. 

"The Fed needed to reign in the inflation story. They did it only very very slightly, but at least 
they accomplished it, and they've squeezed out inflation expectations and they've seen a 
pullback," he said. "The question is can they through. To raise rates in two years or baby step 
tapering is not going to do it, but at least for two days they've succeeded in calming things 
down." 

The dollar index jumped 0.8% on Thursday afternoon, about the same as Wednesday's move. 

Chandler said the dollar move could also be a temporary adjustment and not part of a much 
bigger move. The dollar index's gain largely reflect the dollar's move against the euro, weaker 
as the European Central Bank continues to sound dovish. 

"Norway signaled [Thursday] that they are going to hike rates in September and yet the dollar 
rallied against Norway. I think what happened yesterday set off a new wave of positioning in 
the currencies. ... If it's not done it's nearly done," he said. 

The biggest component of the dollar index basket is the euro. "The correction is long in the 
tooth. It began in late May. That's when the euro put in its last high," said Chandler. 

http://www.praguefi.com/
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Source: CNBC 
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CHART OF THE WEEK –  LONG BONDS BULL MARKET IS OVER 

According to the analysis by the British investment company Schroders, bonds as the global 
asset class have never been as expensive as they are today. Today's chart shows that currently 
about 20% of all bonds are trading at a negative yield to maturity. This means that if an 
investor buys such a bond on the market at the current market price and holds it until its 
maturity, he will realize a loss with certainty. This is probably the key absurdity of today's 
financial world, which is, of course, due to the unprecedented quantitative easing or printing 
of fiat money by key central banks. 

The situation even went so far that in recent days, for the first time, the yield to maturity of the 
Greek government bond with a five-year maturity also fell into the negative territory. At the 
same time, Greece's indebtedness, according to the government debt-to-GDP ratio, is already 
exceeding an unprecedented 200%. Furthermore, approximately 60% of all bonds bear a yield 
to maturity of up to 1% and only approximately 5% of bonds bear a yield to maturity of more 
than 4%. In 1997, however, the situation was diametrically different, as the vast majority of 
bonds bore a yield to maturity of over 4%. 

In analyzing the global bond market from a long historical perspective, we can say that the 
global bond bull market began around the early 1980s. Since then, bond yields to maturity have 
gradually declined, leading to much higher bond market prices. Bond investors have thus 
made phenomenal returns over the past 40 years. However, this large bull market is now over, 
as the average global bond yield to maturity, according to Bloomberg, currently stands at only 
about 1% in nominal terms. Therefore bond yields to maturity have nowhere to fall 
significantly, or respectively bond market prices no longer have much room to further rise. 

At the same time, if we adjust the average global nominal bond yield to maturity by the average 
global inflation rate, which is currently 4.1%, we get a negative average global real inflation-
adjusted bond yield to maturity of -3%. We refer to this situation as financial repression. 
Therefore, I dare say that the total bond returns will be below average compared to average 
historical trends in the coming years, and investors will be forced to diversify their portfolios 
much more. 
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QUOTE OF THE WEEK 

“The secret to investing is to figure out 
the value of something – and then pay 

a lot less.” 
- JOEL GREENBLATT - 
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