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US Equity Markets : Impetuous
• A fairly quiet week where focus was on vaccine and US fiscal stimulus and the corporate earnings season.
• US stock markets lost a bit of steam after hitting a new high.
• For the first time ever the total value of the U.S. equity market is worth twice as much as the real economy.
• The earnings season is running full speed these days and although we still need to see many companies, reporting we
can conclude this will be one of the best earning seasons on record.
• US is further ahead in reporting and the earnings surprise factor of 17.5% and revenues surprise factor of 3.2%.
• Earnings estimates for 2021 have also been lifted substantially with almost twice as many positive revisions compared to
negative revisions.
• EUR/USD corrected a bit higher again following the recent set back.

US Data : Softer trends
• There is renewed concern among market participants that inflation is about to take off once the economy re-opens and
demand accelerates. Inflation expectations have recently firmed, as higher input costs have pushed business inflation
expectations to multiyear highs.
• Similarly, consumer inflation expectations have begun to trend higher. But, price acceleration has not yet meaningfully
presented itself in consumer prices.
• US CPI rose 0.3% in January, but the gain was largely due to rising energy prices during the month. Excluding food and
energy, core prices were unchanged from December, and over the past year, the core CPI is up just 1.4%, which is still
significantly shy of the Fed’s 2% target
• The labour market recovery continues to stumble. An additional 793K workers filed an initial claim for unemployment
insurance last week. Although that marks an improvement from a week earlier, the staggeringly high amount of claimants
speaks to a labor market recovery struggling to regain traction.

Europe : Soft Start to CY 2021
• European economy showed mixed - overall subdued- trends at the end of last year. Over the past several days, national
level data have highlighted some easing in momentum in the EZ manufacturing sector.
• Eurozone-wide industrial output is expected to fall 0.5% for December. UK Q4 GDP surprised with a 1.0% q/q gain.
• The mixed trends were not just in Europe, with Brazil reporting a large decline in December retail sales but an increase in
December overall economic activity. While 2020 finished on a mixed note, it is likely that Europe's economy will show
further weakness in early 2021. February PMI surveys are due from both the Eurozone and the U.K. this week
• While the services PMI is expected to rise modestly for both economies, they are also expected to remain below 50
• That suggests a further (Eurozone) or renewed (U.K.) contraction in economic activity, and hence Q1 GDP declines for
both economies.

Fiscal Stance
• Central banks have accepted that monetary policy’s direct contribution
to boosting growth and inflation has become less effective, with fiscal
policy now the only game in the mix.

•

Fiscal policy in this environment is seen as a powerful and – potentially
– targeted tool to improve economic prospects. As such, the optimal

contribution central banks can make to the economic outlook is to allow
governments to act - Public sector purchases facilitate issuance and keep
debt service costs low and hence create the fiscal space
• Covid crisis has triggered – or perhaps brought forward – a major
paradigm shift in macro policy : Fiscal stance means reflation in US and

Recovery in Eurozone.
• Naturally , US could sustain its strong growth pickup whereas Europe

would continue to struggle

Dollar Positive Narrative
• USD narrative has decisively moved towards US outperformance as US overtakes China as a driver of the global recovery.
• Although the current US jobs recovery has stalled, the potential for a V-shaped jobs recovery is alive as those unemployed
are driven by low-paid services in hospitality .For example, Australia is almost back to full employment and the US could
be the next
• EUR/USD’s focus has now turned to weakness in EU, strong US recovery, China peak.
• European outlook has remained a tad to the weak side but the US recovery has gained strength and the EURpositive tailwind from China is fading as they re-focus their efforts on deleveraging.
• China's tightening is increasingly visible in data such as German industrial orders, fading momentum in USD/CNH and
weaker Asian cyclicals
• EUR/USD has moved lower since the peak in early January and has briefly been below 1.20.

As the money supply grows with declining money
velocity…

Alternate Asset classes perform well

Silver : Bull of 2021
• The increased focus on rising inflation and the green transformation
theme has strengthened the belief in the outlook for key green
transformation metals such as copper and platinum
• Silver is also benefitting from increased investment as well as
industrial demand, especially towards the photovoltaic (PV) market
which is expected to be strong as many countries embark on

renewable energy projects and Electric Vehicle industry
• A real silver supply crunch is on the cards in 2021, and it frustrates
the full throttle political support for solar energy investments under

a Biden presidency, the European Green Deal, and China’s 2060
carbon neutral goal, among other initiatives.

Oil : Strong up trend
• In recent weeks, oil prices have continued to rise, reaching their

highest level in 13 months. As a result, the multiyear downward
trend was broken.
• In line with this, stock markets have risen and the perception is that
demand for oil should also increase again. Based on the technical
outlook, oil prices could rally to USD 70-72/barrel, which is the peak

of September 2019
• OPEC+ energy ministers have already agreed on oil production levels
for February and March. But on 3 and 4 March they will meet again
to agree upon production levels for April and beyond.
•

It would not come as a surprise if the first ‘verbal interventions’ and
hints towards future production levels are already slowly being
leaked to the market

Why Inflation should stay high ?
• Annual inflation is set to jump in the spring and early summer as prices in April, May and June of last year collapsed during the
height of the pandemic and lockdowns. For example, gasoline prices dropped 34% and airfare declined 28% in May 2020
• At 13.4% of disposable income, the personal savings rate remains elevated compared with history, and it represents potential
pent-up consumer demand, which could push prices higher if deployed towards spending.
• Additional fiscal-liquidity boost that is expected later in the year will stem any further decline in consumer prices. Excessive
government debt and deficits could always exert upward pressure on prices. However, it should be noted that the pandemic bills
largely provide relief, rather than stimulus and that the income replacement happening currently is less inflationary
• The recent data from the survey of purchasing managers at manufacturing firms confirm that prices paid in the production process
are rising. This is a leading inflation indicator because producers will most likely pass along the price increases to consum ers.
• In a hypothetical example, inflation would need to run at 2.3% over the next three years to make up for the undershoot of the last
three years. Therefore, the Fed's stance will promote higher inflation by design.

Inflation and Equities
• While it is too soon to call which side will win the tug-of-war between the cyclical inflationary forces and structural deflationary
forces, it is prudent to plan for the potential of faster price increases than what was experienced in the last decade.
• The risk of runaway inflation appears small, but we expect inflation to move modestly higher as the economic recovery gains
traction.
• When economic growth and earnings speed up, Inflation and stocks tend to rise at the same time. Since 2003, in the months
when inflation was accelerating, the S&P 500 gained 1.6% on average, while in the months when inflation was decelerating the
S&P 500 declined 0.8%.
• Cyclical sectors have historically performed the best when inflation is firming, while defensive sectors have lagged. Specifi cally,
the industrials sector has had the highest percentage of positive monthly returns, with materials and energy closely following.
• Periods of rising inflation and robust economic growth are associated with rising Treasury bond yields and lackluster fixedincome returns.

Nifty : Consolidation
• Post the Budget and MPC week, markets operated with the
residual firepower but slowed down and consolidated for
most of the week. Despite this, Nifty attained highs of
15,257 for the first time in history.
• In the past it has been observed that Nifty had taken
around 18 years to reach its 7K mark while the next 8K
points have been attained only in 7 years.
• There are no signs of reversal of the trend and hence, this
just seems to be a time-wise correction It appears that
neither the bulls nor the bears are inclined to take the lead
in the market implying a lackadaisical nature.
• The market is now constrained within the immediate
support and resistance of 14950 and 15250 and a break on

either side will dictate the trend for the upcoming week.

Bond Markets : Hand of God
•

The pandemic has turned life topsy-turvy in a myriad of ways and the bond market's experience is no exception.

•

Last week, the government sold bonds worth a mind-boggling half a trillion rupees. To put it in context, till less than two years ago, the
government used to raise around that much in the entire month. The stand-out feature of the week, however, is not the record-high
borrowing, but the fact that government bond yields fell despite it. In fact, the yield on the 10-year benchmark bond registered its steepest
weekly decline in almost four months.

•

This, however, is not in any way a reflection of strong appetite for government debt. Rather, the overwhelming view in the ma rket is that
the Centre received more than a helping hand, from its debt manager– RBI .

• The Central Bank is said to have brought out some rather unconventional tools from its arsenal to ensure that the government's gigantic
borrowing programme went through while at the same time engineering a fall in sovereign borrowing costs.

• How long can the RBI can afford to maintain the sort of grip it has on the 10-year benchmark bond yield. Because, consensus expects that
at any moment when the central bank's hand lifts, bond yields may break free.

