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GLOBAL ECONOMY 

Fed officials say "temporary" inflation surge may be longer than thought 

A period of high inflation in the United States may last longer than anticipated but should still 
ease over time as the economy settles back to normal, two U.S. Federal Reserve officials said on 
Wednesday. 

The comments from Fed Governor Michelle Bowman and Atlanta Federal Reserve bank 
president Raphael Bostic are the latest to try to reset public expectations around a price surge 
U.S. central bankers have largely characterized as transitory. 

That remains the case, Bostic said in an interview on National Public Radio’s Morning Edition, 
but “temporary is going to be a little longer than we expected initially...Rather than it being 
two to three months it may be six to nine months.” 

Prices for goods like lumber and used cars have pushed some measures of inflation to multi-
year highs, with the consumer price index showing a 5% annualized increase in May, the fastest 
since 2008. Though some prices have begun to ease already, the higher prices have registered 
among elected officials, and forced the Fed to begin thinking about how to ensure prices don’t 
spiral too high or too fast. 

Bowman in remarks to a Cleveland Federal Reserve bank conference said she agrees prices are 
being driven by clogged supply chains and surging demand as the economy reopens, factors 
that should ease. 

But she put no frame around when that might happen, saying that “it could take some time,” 
and would need to be closely watched as the Fed sets policy. 

Fed Chair Jerome Powell and other policymakers have staked their current outlook on a 
presumption that the surge in prices seen as the economy reopened would ease on its own, 
allowing the Fed to hit its 2% inflation target on average over time. 

Powell told a U.S. congressional committee on Tuesday that recent high inflation readings 
resulted from a “perfect storm” of circumstances related to the reopening, and would abate. 

How quickly that happens, however, may influence the Fed’s upcoming decisions about when 
to begin reducing its $120 billion in monthly bond purchases, and eventually raise interest 
rates. 
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The Fed has struggled before with “transitory” inflation issues lasting longer than hoped. In 
2016 and 2017, weak pricing across a series of goods - oil, cellphones and pharmaceuticals - held 
headline inflation lower than anticipated. 

That was also explained away as a temporary shock driven by specific industries. 

The risk is that over time, those temporary factors are seen as more permanent and start to 
shift public psychology about prices in ways that can leave actual inflation entrenched at either 
too low or too high a level. 

Some Fed officials already are pushing for a faster tightening of monetary policy based on the 
inflation they see coming. Others have begun to cite concern about asset bubbles and financial 
stability as a possible reason to move more quickly on tightening monetary policy. 

Source: Reuters 

G20 to endorse deal on global minimum corporate tax 

The world's financial leaders will endorse on July 9-10 a deal setting a global minimum 
corporate tax and call for technical work to be finished so they can approve the framework for 
implementation in October, their draft communique showed. "After many years of discussions 
and building on the progress made last year, we have achieved an historical agreement on a 
new, fair and stable international tax architecture," the draft said. It made no mention of a 
specific rate for a global minimum corporate tax nor other key details, which remain to be 
agreed by nearly 140 countries known as the Inclusive Framework meeting online next week in 
talks hosted by the Paris-based Organisation for Economic Cooperation and Development. 
Details agreed at that meeting will then be sent to finance ministers and central bank 
governors from the world's 20 biggest economies (G20) for approval at the July 9-10 meeting in 
Venice. 

Source: Reuters 

UK house prices show biggest seasonal rise since 2015 

Asking prices for British homes between mid May and early June rose by 0.8% compared with a 
month before, the biggest rise for the time of year since 2015, as available housing remains in 
short supply, property website Rightmove said. The increase is less than the 1.8% recorded a 
month earlier but still takes asking prices 7.5% above their level in early March 2020, before 
Britain went into its first COVID lockdown. Rightmove, which says it advertises 95% of homes 
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for sale in Britain, collected the data between May 9 and June 12. June is the last month when 
the full stamp duty tax break applies, before it is wholly phased out in October. Separate figures 
from property data company LonRes showed prices were 1.9% lower in expensive parts of the 
capital than a year ago. The number of new listings in central London was 33% higher in May 
than two years before. 

Source: Reuters 

Biden, Congress divided on how to pay for infrastructure 

President Joe Biden will continue discussions on U.S. infrastructure legislation this week, but 
the White House still has not agreed with lawmakers on how to pay for such a bill, officials 
said. A bipartisan infrastructure plan costing a little over $1 trillion, only about a fourth of 
what Biden initially proposed, has been gaining support in the U.S. Senate, but disputes 
continue over how it should be funded. Members of the bipartisan group, for example, have 
discussed indexing the gas tax to inflation to help pay for the bill, a provision that Biden has 
consistently rejected. "We still have some sticking points, particularly around how we pay for 
this," Brian Deese, director of the White House National Economic Council, told CNN. 

Source: Reuters 
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CENTRAL BANKS 

Fed officials: Faster bond taper could provide leeway on interest rates 

The early debate over how the Federal Reserve could begin to withdraw some of its massive 
support for the economy was on full display when two U.S. central bank officials discussed 
how the playbook used after the 2007-2009 recession may not apply this time. The conversation 
over how fast to end the Fed's $120 billion in monthly bond purchases is just beginning, but 
policymakers said a faster withdrawal from the program could give the central bank more 
leeway in deciding when to raise interest rates. "Creating optionality for the committee will be 
really useful and that will be part of the taper debate as we think about how much signaling we 
are doing about future rate policy," St. Louis Fed President James Bullard said during a virtual 
event organized by the Official Monetary and Financial Institutions Forum and the 
Philadelphia Fed. Kaplan noted that adjusting those purchases soon might give the Fed more 
flexibility over the discussion about interest rates. 

Source: CNBC 

Fed will not raise rates on inflation fears alone, Powell says 

Federal Reserve Chair Jerome Powell reaffirmed the U.S. central bank's intent to encourage a 
"broad and inclusive" recovery of the job market, and not to raise interest rates too quickly 
based only on the fear of coming inflation. Meanwhile, San Francisco Federal Reserve 
President Mary Daly said the U.S. central bank may be in a position to start reducing its 
extraordinary support of the U.S. economy by late this year or early next year. Separately, 
Cleveland Federal Reserve bank president Loretta Mester said Fed's new approach to monetary 
policy needed to more explicitly account for the risks to financial stability from ultra-low 
interest rates, ongoing asset purchases, and promises to keep borrowing conditions easy. 

Source: Reuters 

Euro zone and U.S. economies in "different situation", ECB's Lagarde says 

The euro zone and the United States are "clearly in a different situation" when it comes the 
outlook for inflation, European Central Bank President Christine Lagarde said, playing down 
any impact from across the Atlantic. Lagarde rejected comparisons between both economies, 
saying the U.S. recovery was farther ahead of the euro zone's. She acknowledged that there 
would be some "spillovers" from rising inflation in the United States through higher import 
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prices, stronger exports and potentially even euro zone citizens' expectations about inflation. 
"Overall, however, the effects on euro area HICP inflation are expected to be moderate," she 
added. She added the ECB estimated a cumulative impact of 0.15 percentage point on inflation 
and of 0.3 percentage point on growth between 2021 and 2023 in the euro zone from the U.S. 
stimulus package, reaffirming the bank's March projections. 

Source: CNBC 

ECB policymakers at odds on inflation strategy, hope for Sept deal 

European Central Bank (ECB) policymakers are still some way apart on their new inflation 
strategy but hope to reach an agreement before debating the future of their pandemic-fighting 
program in September, sources told Reuters. One source said there was general consensus at 
the June 18-20 gathering that the ECB could tolerate inflation exceeding its new goal, to be set 
at 2%, as it has been stuck below that level for most of the past decade. But the source said 
policymakers had yet to agree on how to phrase that message and how specific it should be 
about the extent to which inflation would be allowed to overshoot and for how long. The 
matter was going to be debated by rate setters in the coming weeks. "There will be lots of drafts 
going around in the next few days," one of the sources said. 

Source: Reuters 
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CZECH REPUBLIC 

CNB Hikes by 25bp, Indicating Further Tightening in 2021H2 

The Czech National Bank (CNB) raised its policy rate from +0.25% to +0.50%, in line with our 
and consensus expectations. The Board meeting ended in a split decision: with four members 
voting in favour of the 25bp increase, one member voting for a 50bp increase of the policy rate, 
and two members voting for keeping all rates on hold. In its press release, the Board indicated 
that this decision marks the start of a "phase of gradual growth in interest rates" and that 
“interest rates can therefore be expected to continue rising in the second half of this year.” 

Looking ahead, we expect headline inflation dynamics to ease gradually in the coming months, 
due to the combination of (i) the easing of base effects in commodity prices, (ii) fading effects 
from last year’s FX depreciation, and (iii) the impact of spare capacity, both domestically and in 
the Euro area. We see headline inflation averaging +2.6%yoy this year, somewhat below the 
CNB's staff forecast, and expect core inflation to decline further in the short to medium term. 
Following the hike, our forecast implies that the CNB will delay the next rate rise to Q4. 
However, the hawkish guidance following today’s decision clearly skews the risks towards 
further near-term tightening. 

Source: Goldman Sachs 
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FINANCIAL MARKETS COMMENT – US EQUITIES AT NEW ALL-TIME 
HIGHS 

The key news from the last week was the statement of several representatives of the US Federal 
Reserve, who said that the elevated inflation is very likely to plague the world's largest 
economy for longer than previously thought. Recall that in May, the year-on-year rise of the 
US consumer price index (CPI) was 5%, which was the highest value since 2008. However, US 
government bonds reacted only to a negligible extent to these statements by US central 
bankers. 

The broadest global stock index MSCI All Country World recorded a gain of 2.3% last week. The 
main US stock index S&P 500 recorded a gain of 2.7% and closed the week at a new all-time high 
of 4281 points. The Central European stock index CECEEUR recorded a gain of 2.4%. Overall, 
global equity markets as a whole remain highly overvalued as our global valuation Z-Score 
reaches 2.4, which is still close to the all-time high. The average global equity valuation is thus 
currently around 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 average annual equity returns, including dividends, over the next five 
years is unlikely to exceed 5%. 

Bonds traded without major movements last week. The broadest global bond index, Bloomberg 
Barclays Global Aggregate Bond, did not change its value, while the average global bond yield 
to maturity rose by 0.02 percentage point to 1.15%. 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 the financial 
repression. The performance of corporate bond indices was also around zero. 

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

Commodities, on the other hand, did well last week. The global S&P GSCI commodity index 
strengthened by 1.9%. The price of the barrel of the North Sea Brent rose 3.6% to $ 76. Gold rose 
0.5% to $ 1,777 an ounce. 

US dollar weakened last week. DXY dollar index, which measures the dollar's performance 
against a basket of other major currencies, weakened by 0.4% last week. Against euro, dollar 
weakened by 0.6% to 1.194 USD/EUR. Koruna strengthened slightly last week. Against dollar, 
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koruna strengthened 0.6% to 21.33 CZK/USD and against euro koruna strengthened slightly by 
0.1% 25.49 CZK/EUR. 
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OTHER FINANCIAL MARKETS NEWS 

Ray Dalio says Fed can’t tighten ‘without having big, negative effect’ on markets 

Ray Dalio, billionaire investor and founder of Bridgewater Associates, the world’s largest 
hedge fund, took note Monday at the topsy-turvy reaction across financial markets last week to 
the Federal Reserve’s signal that it could begin to lift rates sooner than investors had expected 
and that policy makers had started to discuss the eventual slowdown of its monthly asset 
purchases. 

The yield curve flattened violently, with short- and medium-dated yields rising sharply last 
week as long-term yields fell; the dollar soared and equities ultimately slid, though growth-
oriented shares outperformed. 

Dalio, speaking in a conversation with economist and former Treasury Secretary Lawrence 
Summers at the Qatar Economic Forum, warned that it will be difficult to avoid an overheating 
of “monetary inflation” due to a flood of bond issuance. 

With U.S. deficits set to rise, the country will “have to sell a lot of bonds” to investors who hold 
bond inventories, despite carrying very low interest rates and negative real, or inflation-
adjusted, inflation rates, Dalio said. This comes at the same time that Chinese capital markets 
and other capital markets are becoming more attractive to global investors. 

“That creates a supply/demand situation that can bring monetary inflation because there will 
not be enough demand to buy those bonds,” Dalio said. As a result, the Fed won’t be able to 
taper or cut back on its own purchases of bonds and may have to actually step up those 
purchases to prevent interest rates from rising, he said. 

Source: MarketWatch 

Bitcoin is worth zero and there is no evidence that blockchain is a useful 
technology, Black Swan author Nassim Taleb says 

"Black Swan" author Nassim Taleb said bitcoin is worth zero. 

He also said there is no evidence that blockchain is a useful technology. 

In a new paper, Taleb laid out four key arguments against the cryptocurrency. 
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"Black Swan" author Nassim Taleb doubled down on his criticism against bitcoin — this time, 
saying the cryptocurrency is worth exactly zero, and that there is no evidence that blockchain 
is a useful technology. 

In a recent six-page draft paper titled "Bitcoin, Currencies, and Bubbles," Taleb laid out four 
key arguments against the cryptocurrency, which he promoted to his 743,000 Twitter 
followers. 

First, the author said that in spite of the hype, bitcoin failed to satisfy the notion of "currency 
without government." In fact, he said, bitcoin proved to not even be a currency at all. 

"The total failure of bitcoin in becoming a currency has been masked by the inflation of the 
currency value, generating (paper) profits for large enough a number of people to enter the 
discourse well ahead of its utility," he said. 

Taleb's second criticism said bitcoin can neither be a short nor long-term store of value. He 
used the famous juxtaposition of gold versus bitcoin — which he said was poor comparison — 
to illustrate his point. 

"Gold and other precious metals are largely maintenance-free, do not degrade over a historical 
horizon, and do not require maintenance to refresh their physical properties over time," he 
said. "Cryptocurrencies require a sustained amount of interest in them." 

His final two points argued that bitcoin is not a reliable inflation hedge, contrary to some 
analysts' views, and is not a safe haven for investments — whether meant to protect against 
government tyranny or other catastrophes. 

"Not even remotely," he said, citing the March 2020 market panic when bitcoin sank lower than 
the stock market, as well as the recent ransom payments following the Colonial Pipeline 
cyberattack, which authorities were able to track. 

"Government structures and computational power will remain stronger than those of 
distributed operators who, while distrusting one another, can fall prey to simple hoaxes," he 
added. 

Taleb has been a vocal critic of bitcoin, but the paper also slammed the underlying technology 
bitcoin relies on. The author pointed to what he sees as a lack of utility of blockchain 
technology. 

"There is no evidence that we are getting a great technology —unless 'great technology' doesn't 
mean 'useful.'" 
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He continued: "And we have done —at the time of writing —in spite of all the fanfare, still close 
to nothing with the blockchain." 

In April, Taleb told CNBC that bitcoin is an open Ponzi scheme and a failed currency. 

He hasn't always been a bitcoin bear, though. In 2017, Taleb wrote the foreword to "The Bitcoin 
Standard," a book by economist Saifedean Ammous. 

Back then, Taleb wrote that bitcoin is "an excellent idea" as it "fulfills the needs of the complex 
system … because it has no owner, no authority that can decide on its fate." 

Bitcoin on Tuesday continued to tumble, falling as much as 10% to $29,333. It has now slid more 
than 50% from its all-time high of nearly $65,000 in April. 

Analysts have said if the world's largest cryptocurrency prints consecutive daily closes 
decisively below the support level, it could see further downside to $20,000 — back to its level 
in December 2020. 

Source: Business Insider 
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CHART OF THE WEEK – VERY HIGH VALUATIONS INDICATE BELOW 
AVERAGE EXPECTED ANNUAL EQUITY RETURNS IN THE MID-TERM 

HORIZON 

Equity valuation indicators are currently at all-time highs. My proprietary valuation Z-Score is 
currently at the level of 2.4, which means that global stock market valuations are currently 
around 2.4 standard deviations above the long-term historical averages, which is truly 
unprecedented. Z-Score value is now even higher than during the technological bubble in 2000, 
when its value reached the level of 2.1. 

Given that equity valuations have a strong historical tendency to return to long-term average 
neutral levels (mean-reversion) in the medium term, equity valuations are very likely to 
decline gradually from the current all-time highs in the coming years. If this baseline scenario 
of mine is actually fulfilled, the change in equity valuations – as the key component of total 
equity returns over the medium term – will contribute negatively to total equity returns in the 
coming years. For this reason, I believe that the average expected annual equity returns, 
including dividends, will be only around 5% in the next few years. 

I admit that this equity outlook is not entirely favorable, however, it is unfortunately the 
reality of the current time, when share prices are at all-time highs, as well as equity valuations. 
Therefore, it is essential to focus on active investment management and try to look for 
undervalued assets while avoiding overvalued assets. Therefore, we are currently applying two 
key bets as part of our global equity allocation. First, we prefer emerging markets over 
developed markets, and second, we prefer value stocks over growth stocks. Both bets result 
from equity valuations, as both emerging markets and value stocks are significantly cheaper 
than their counterparts. Finally, in terms of the specific regional equity allocation, we prefer 
Central Europe and emerging Asia and, conversely, avoid US stocks, again due to significant 
differences in equity valuations. 
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QUOTE OF THE WEEK 

“Buy not on optimism, 
but on arithmetic.” 

- BENJAMIN GRAHAM - 
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