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US : Reopening Boom
• Last week's economic data kicked off with a bang-ISM Services Index jumped to 63.7, signaling the fastest pace of expansion in the index's 24year history. The headline was propped up by lengthened supplier delivery times.
• Predictably, given the disruptions along with surging demand, input prices continue to head higher. Producer Price Index report showed prices for
domestically produced goods and services jumped 1.0% in March, sending the year-over-year rate to 4.2%, the fastest pace in nearly 10 years.
• Imports declined $1.7 billion in February, led by a 10.7% decline in autos & parts. The decline in autos likely reflects supply constraints more than

dwindling demand, as auto sales rose to a three-and-a-half year high in March. The global shortage of semiconductors may have constrained auto
imports, as manufactures struggle to get their hands on the key input.
• Filings for initial jobless claims increased for a second consecutive week, resulting in a modest increase in the four-week average.

• The latest FOMC minutes indicated that most members appear to be placing much more weight on labor market conditions at present, while
placing much less weight on inflation.
• Consumer credit jumped $27.6 billion in February, far exceeding expectations. Revolving credit (mostly credit card balances) increased $8.1
billion and nonrevolving credit (mostly auto and student loans) rose $19.5 billion.

Global Mfg : Upturn gains momentum
• The global manufacturing PMI rose by more than a full point to a ten-year high of 55.0 (February: 53.9) - an upswing that is gathering momentum
• Last December, CPB’s global industrial production index (which lags by a month or two) already had surpassed its pre-corona peak and in January
this index was back at 7.4% annual growth (partly reflecting a base effect from the start of the pandemic in early 2020).
• Manufacturing PMI for emerging markets combined (with China as key driver) peaked in November 2020 at 53.9 and has fallen back by around 2.5
points since.
• The export subindices of the global manufacturing survey suggest that some temporary weakness over the past months – in part related to the

Chinese Lunar New Year – is now behind us. The global exports PMI rose by almost 2.5 points to 53.4 in March (February: 51.0), the highest level
since the start in early 2018 of the tariff wars
• The rise in this index was driven by the advanced economies (55.8 versus 54.1 in February), while the index for emerging economies moved back
to above the neutral 50 mark (51.0, versus 48.0 in January/February).
•

All this bodes well for global trade, that already showed a remarkable rebound since June 2020 following a collapse in January-May 2020 during
the first round of covid-19 related lockdowns. CPB’s global trade volume index was already back at pre-corona levels in November 2020 and
pointed to a 5.8% annual growth pace in January.

US : Debt and Growth
• There is always a lot of controversy around the implications of high and rising government debt. Over the past 70 years, rising
government debt has generally been accompanied by weaker economic activity. The cause and effect can be debated, : High
and rising debt is a burden on growth, but low levels of growth also trigger an increase in government spending, higher budget
deficits and higher debt.
• In other words, one argument holds that a high and rising burden of debt crimps economic growth due to the “crowding-out”

effect. A competing argument is that debt is counter cyclical : economic growth generally has been slowing over the past several
decades—which has led to increased government spending to try to boost growth, thereby increasing the deficit and, in turn,
debt levels.

Virus and Vaccine
• With safe and effective vaccines to fight the COVID-19 virus, the
question of “if” the pandemic will end has shifted to “when.”
• Widespread vaccination is the only way to slow the transmission of the

virus and prevent new variants.
• However ,Suppression of the virus through vaccination will probably
happen at different speeds in different parts of the world, with the

emerging world likely to be slowest.
• There could be twice as many COVID-19 related deaths if rich countries
monopolize the first 2 billion doses of vaccines instead of making sure
they are distributed globally. Vaccine hoarding could cost the global
economy up to US$9.2 trillion, with rich countries bearing half of those
costs.

Europe :Divergences
• Eurozone are still struggling with extended lockdowns, delayed vaccinations and (too) little fiscal stimulus .
• German industry took another hit in February, with industrial production dropping by 1.6% month-on-month, from -2.0% MoM in January. On
the year, industrial production was down by 6.4%. At the same time, exports held up surprisingly well and increased by 0.9% MoM, from 1.6%

MoM in January.
• Economic and cash flow divergences are likely to bring wider USD-EUR rates differentials, with the risk of a spike this quarter.
• While the US economy is experiencing its fourth and fifth fiscal support packages, Eurozone is yet to ratify and and implement the Next
Generation (NGEU) EU fund agreed in July 2020.
• Higher US yields look set to force EUR/USD back down to 1.1800 again.
• The only bullish argument for EUR/USD this week is a case for strong 2Q US data being already fully priced and markets wanting to jump in
early on the EUR recovery story – more signs of which should emerge through the quarter as, for example, vaccination programmes gain pace

in the likes of France and Germany.
• But with the EU Recovery Fund stuck in a German courtroom, the EUR re-rating story may have to wait.
• The global chip shortage won’t be helping the European auto industry either

Divergences : Rates
• Fed purchases of US$80bn per month do not change the fact that the US Treasury market sees a record net supply this year. US$960bn
of Fed buying faces an estimated US Treasury net supply of US$2.25tn in 2021. This means private investors would still have to absorb
more than US$1.3tn of US Treasuries, although numbers could still change depending on the degree the Treasury will rely on T-Bill
funding and still high cash reserves in its accounts at the Fed.

• In the Eurozone, the less forceful fiscal response has kept government bond issuance from rising to the same degree after a spike in
2020. And in part, also to make up for that lack of fiscal generosity, ECB has stepped up its bonds purchase to the degree that will see
this year’s net government bond issuance more than entirely absorbed by the central bank. For German bunds specifically, ECB buying
could surpass the German net bond supply by more than €100bn in 2021.
• Of course, these different dynamics are well factored and on their own are probably not enough to drive yields differentials wider. The
increased buying by ECB over the current quarter should still provide a supportive backdrop for further divergence.
• The risk of a near-term spike in USD rates as well as USD is significant, as markets are forward-looking and the steady drumbeat of

strong US data should help solidify growth and inflation expectation not only for the coming quarters but for the years to come.

Divergences : Unemployment
• Eurostat reported that Eurozone unemployment rate came in at 8.3% in February. As the January number was
revised higher to 8.3% from 8.1% the series stabilised in February.
• Compared to its pre-pandemic low of March 2020, the unemployment rate has risen by 1.2 percentage points, which

is equal to a rise in the number of unemployment persons by around 2 million.
• Compared to the drop in economic activity since the start of the pandemic, the rise in unemployment has been
extremely limited, which of course is partly thanks to the wide use of government subsidised short-time work
schemes (STW).

• France and Germany have published data for of the use of STW in February. People in STW are considered to be
employed. STW is designed to allow companies to temporarily reduce the number of working hours of employees
(often to zero) while keeping them on the payroll

• In France 2.1 million people were in STW in February, which is equal to around 11% of all employees. In Germany the
number of people in STW rose to 2.8 million in February.
• Real level of slack in the labour market is worse than suggested by the unemployment rate.

China : Pause in Upswing
• With the release of Q1 GDP figures this week, China will become the
most systemically important economy to report overall growth figures so
far in 2021.
• Despite experiencing some increase in COVID cases and mild economic
softness during the middle of the quarter, by March, China's economy
appeared to again be gathering some momentum.
• Nonetheless, the brief pause in the upswing during Q1 should be enough
to prompt a perceptible deceleration in growth.
•

The consensus forecast for a Q1 GDP gain of 1.4% quarter-over-quarter
would be smaller than the gains seen in either Q3 of Q4 of last year.

• Due to base effects (that is, a sharp COVID-induced drop in GDP in Q12020), growth is, however, expected to surge on a year-over-year basis to
18.3%.

India : Mixed news flow
• Inflation forecasts released in the policy should put to rest any hopes of the MPC resuming its rate cut cycle in the coming months. As
per RBI 's revised forecasts, the current financial year will end with CPI inflation averaging above 5.0% in the last quarter. Inflation is
expected to average 5.2% in the first half of 2021-22 (Apr-Mar), before easing to 4.4% in Oct-Dec. This is marginally higher than the
previous forecast.
•

As per the March round of the Consumer Confidence Survey, the current situation index declined to 53.1 from 55.5 in January due to
deteriorating sentiments on the general economic situation, income, and prices.

• The Government has cleaned up the balance sheet of Food Corp of India in one swoop by repaying the entire outstanding loans the
food procurement agency owed to the National Small Savings Fund. The government paid 3.39 trln rupees last month to FCI, a
whopping 1.19 trln rupees more than it had budgeted for, to clear the outstanding dues. As a result of this clean-up, the revised

estimate for food subsidy in 2020-21 was projected to rise nearly four-fold to 4.23 trln rupees.
•

Over 80% of the new infections are in six prominent states, which cumulatively account for roughly 45% of total banking sector loans,
Therefore, any further disruption in economic activity in these states would further dampen the fragile business sentiment.

RBI Policy : Impact
• G-SAP is nothing more than a glorified OMO calendar. However it is the first time that the central bank has

given an explicit commitment about the quantum of bond purchases it will do for an entire quarter.
• The first version of the gilt acquisition programme, or 'G-SAP 1.0’ has drawn comparisons with the
quantitative easing programmes launched by major central banks in the aftermath of the global financial
crisis.
• At 4 trln rupees, the asset purchase programme would constitute just under a third of the government's
borrowing for the full year–or under 7.5% of the RBI's balance sheet as it was on Jun 30. In contrast, the
Fed's balance sheet has expanded by 76% in the 12 months leading up to Mar 8.
• However Weakening fiscal as well as RBI balance sheets biggest concern beyond 2021 and in keeping with
that , the rupee has to depreciate significantly correcting the overvaluation fo recent times

Nifty : Weaker bias
• Major indices have gone nowhere as it was a week of

boredom and consolidation for them.
• There were one or two odd days when there were breakout
attempts on either side but were turned unsuccessful.
• In the upward direction, 14875 is seen as a crucial hurdle on
a closing basis and after nearly twelve trading sessions, bulls
attempted to break this barrier on an intraday basis; but
failed to maintain at the close -till the time NIFTY does not

surpass it, major heavyweights are not going to give any
sustainable up move.
• Yes, at the same time, it’s not falling either; in fact the
undertone remained bullish for the major part of the week.

On the lower side, 14275 is seen as strong support.

Bond Market : Tricked again
• When RBI announced G-sec secondary market acquisition programme, under which the central bank would purchase gilts
worth 1 trln rupees in this quarter, market was a bit ecastic and expected the demand-supply mismatch to ease.
• But the reality struck by week end when Centre borrowed Rs378.53 bln as against Rs. 320 bln notified.
• RBI devolved Rs 109.26 bln of the new 2026 bond on primary dealers as against the Rs.110 bln rupees notified for the paper.

• It is very disappointing for large sections of the market who were euphoric after G-SAP. The market fret at the consequences of
Govt & RBI having chosen to do what they did in the very first auction of the year . The green-shoe option appears to send out
a signal that the yields would have bottomed out closer to 6 % zone and hence the markets would overhwlemingly iuse the
opportunity of Apr 15 OMO
• The Centre is scheduled to borrow 12.06 trln rupees in this financial year, of which it will borrow 7.24 trln rupees in Apr-Sep.
Concerns over the large supply of dated securities continue to weigh on bond prices.

