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US Economy : Raises bar further
•

April began with the blowout March employment report, which showed the economy adding 916,000 jobs and the unemployment rate
falling to 6.0%. That was followed by a blowout 9.8% rise in retail sales and a 19.4% rebound in housing starts.

•

Last week continued to show the robust pace of recovery with stellar data .

•

1.3% increase in the Leading Economic Index (LEI) was supported by broadly-based gains, as all ten indicators showed improvement in
March.

• Sales of existing homes fell 3.7% in March, but realtors are selling homes faster than ever and often well above the asking price.
Inventories of homes remain near a record low, and the median price of an existing home surged 17.2% over the past year.
• New home sales surged 20.7% in March, and sales for February were revised significantly higher. Builders report exceptionally strong
demand and are selling homes faster than they can build them.
• Initial unemployment claims fell more than expected during the latest week, dropping to 547,000 claims—the lowest level since the
pandemic began. The four-week moving average for the April survey week was 651,000, down from 751,750 from the March survey

week, setting the stage for another strong employment report.

US Equities :Achrophobia
• After a late-day rally that appeared that could erase weekly losses , bulls fell short in their attempt to keep the winning streak alive .

• Week’s earnings reports provided more evidence that the economy is gradually transitioning to a post-pandemic environment.
• 121 S&P 500 companies have reported so far - 75% have topped revenue expectations, while about 76% have exceeded earnings
estimates. Although still early, sales growth is on track to be up 5.6% y/y and profit expansion is on pace to be approximately 51%

above year ago levels.
•

Biden plans to propose nearly doubling the long-term capital gains tax rate for taxpayers who earn more than USD 1 million a year.

• The tax hike would be used to fund some of the measures in Biden’s American Families Plan, which could be formally proposed next

week and may involve free community college tuition, child-care subsidies, and other health- or education-related spending.
• The negative impact eased as the investors seemed to realize that negotiations in Congress would likely make any final tax increase
lower than what Biden initially proposes.

Central banks : Present Template
• Central banks have an unlimited power to create money by using the classic printing press or its modern equivalents.
•

If this power is used to finance public spending, this is called monetary financing. This power has also a dangerous side, as an unlimited
use of the printing press for the financing of public spending may lead to a too high inflation or, in extreme cases, hyperinflation. To be
sure, hyperinflations are very rare phenomena, but some of them have resulted in serious economic and social disruptions. And most, if
not all of them, began with monetary financing of public spending that ultimately ran out of hand.

• The major difference between QE and straightforward monetary financing of government spending is that under QE the central bank
buys existing government debt in the secondary market, while under monetary financing usually new government spending is financed
by directly selling public bonds to, or taking loans from, the central bank.
• Simply stated ,QE is ex-post monetary financing.
• An important difference is that during monetary financing, fiscal and monetary policies usually are aligned, meaning that they both are
expansive at the same time. It is an extremely effective, albeit potentially dangerous way of stimulating the economy. Under QE it can
happen that, while monetary policy is expansive, at the same time fiscal policy is tight. This is less effective in stimulating total demand,
as Europe’s relatively slow recovery in the last decade illustrates.

Canada : Setting the trend ?
• In a widely expected move, Bank of Canada adjusted its monetary policy stance at last week's meeting, saying that from late April it would
reduce its weekly pace of net Canadian government bond purchases to C$3 billion per week, from the current pace of C$4 billion per week.
The central bank also held its policy interest rate steady at 0.25%.
• Canada's vaccine rollout has lagged behind the United States', and it has had to deal with a new wave of COVID infections. The BoC
acknowledged this new wave but still said it expects the economic recovery to be stronger than it forecast in January. In particular, Q1-2021
GDP growth looks to be much stronger than expected. For full-year 2021, the BoC forecasts GDP growth of 6.5% (compared to a forecast of
4.0% in January) before GDP growth moderates to 3.7% in 2022 and 3.2% in 2023.
• Given the stronger growth profile, the Bank of Canada now sees spare capacity within the economy being absorbed sometime during the
second half of 2022, earlier than its January forecast of 2023.
•

That earlier return to the economy's productive potential is significant, as the BoC has said it will not raise interest rates until economic
slack is absorbed. With underlying inflation measures close to or above the central bank's 2% target, inflation is another reason to expect a

further move toward Bank of Canada monetary tightening over time.

US Yields : Pause or Reversal ?
• Yields on US Treasuries have been on a sustained decline in the recent days despite the data strength which raises the question
whether the recovery is now priced into the US Treasury market.
• To judge this, it is important to assess the level of inflation expectations and whether it matches the likely outcomes over coming
years as well as the rate hike cycle priced into financial markets.
• Inflation expectations (as measured for instance by the Fed’s 5y5y measure) are above the levels seen in 2018, when the US
economy was already at full employment.
• Meanwhile, markets seem to have priced in a rate hike cycle with an eventual peak in the coming years at 2.3%, which is also
close to the previous peak. However, the rate hike cycle is expected to start earlier than Fed is signalling.
• On this basis, markets seem to have been advanced and arguably had run too far in pricing in the recovery story.
• Hence, US 10y Treasury yields will trade in ranges for a longer period of time However , two year yields are likely to move up as
the first rate hike comes into view

• Summing up , US treasury curve to bear flatten

Inflation : Transient or Structural ?
• Fed has adopted a more outcome-based approach to policy, where it needs to see rather than merely forecast progress on its mandates.
• To that end, the FOMC has stated that before raising the fed funds rate, the labour market will need to reach maximum employment and
inflation will need to rise to 2%. Yet, there is still one forward-looking condition in the Fed's current guidance: Inflation needs to be “on
track” to moderately exceed 2% for some time.
• There is broad agreement that inflation will reach 2% this year due to the confluence of a much-improved health situation, cash-rich
households and supply-side constraints. But less certain is whether this wholly unique environment will generate higher inflation beyond
2021, and if so, whether to a modest degree or one that threatens price stability on a longer-term basis.
• The path of inflation expectations will be a key factor for Fed in assessing whether an overshoot on 2% in 2021 becomes the norm rather
than a temporary deviation. The minimal to outright absence of lead time reflects that expectations are heavily informed by the current
inflation environment.
• Inflation expectations therefore will not offer the Fed much warning as to whether the rise in inflation currently under way will indeed be
temporary — as FOMC members seem to generally expect — or if inflation will run higher for longer beyond the COVID-related surge.
• Ultimately, the lack of foresight leaves the possibility that the Fed may eventually have to raise rates quickly to contend with persistently

higher inflation in coming years.

FOMC : Preview
• FOMC meeting is not expected to bring any policy changes or even hint that changes may occur soon. Data since the March 16-17 meeting show
that the recovery has shifted into a higher gear, which should result in an upgrade to the committee's assessment of the economy.
• Currently, Fed is buying $80 billion worth of Treasury securities and $40 billion worth of mortgage-backed securities every month. It has said it
will continue to do so until it sees “substantial further progress” on its employment and price stability goals. With tapering to occur before
changes in the fed funds rate and activity picking up speed, what may constitute “substantial” improvement?

• The lead-up to the last episode of tapering offers some guideposts. Whether looking at job losses or the inclusiveness of progress, the labour
market's recovery still has some ground to make up before it is in a similar position to when the FOMC first floated and eventually announced
tapering in 2013. For example, payrolls are 5.5% below their pre-COVID peak compared to 1.7% below their 2008 peak when Bernanke first
publicly contemplated scaling back purchases in May 2013.

• On the inflation front, the Fed remains further from its goal as well. Core PCE inflation has averaged only 1.4% since February 2020, compared to
1.6% between the start of the Great Recession and when the FOMC announced tapering in December 2013.
• Fed will need to see at least the same degree of progress as it did in 2013 when it first floated and then eventually announced tapering.
• FOMC has taken a more outcome-based approach to policy - desire to feel more assured the pandemic really will be coming to a close later this
year

ECB Meeting : Key Message
• ECB meeting was not a "significant meeting" with no new signals leaving many decisions for the June meeting .
• Lagarde made it clear that the Governing Council had not discussed the phasing out of net purchases under the PEPP at the meeting as it

was ‘premature’.
• ECB expected ‘purchases under the PEPP over the current quarter to continue to be conducted at a significantly higher pace than during
the first months of the year.
• ECB’s assessment of the economic outlook and risk spectrum remained unchanged.
• ECB underlined ‘the key role of the Next Generation EU package and the urgency of it becoming operational withot delay.
• The economy of the eurozone was not on the same ‘page’ as that of the US and therefore monetary policy would not move in tandem.
• The key point that will continue to underpin the ECB’s monetary policy is that inflation is set to significantly undershoot the ‘close to but
below 2%’ goal in 2022 and 2023.
• A policy rate hike is unlikely in the coming years, and markets are too optimistic in pricing in even a gradual hike cycle. If one does not
believe there will be a rate hike in coming years, it is reasonable to expect the 10y Bund yield to drift back towards the deposit rate.

China : Slowing momentum
• China’s economic growth surged to 18.3% y/y, broadly in line with expectations. A big part of this is due to the lower base in Q1 2020

• Although the overall first quarter growth was driven by production, more recent data suggests that services are taking over, while
production growth is slowing. The recovery will lose steam as the initial pent up demand peters out as the policy support is being scaled
back.
• Trade reflects asynchronicity between China and the rest of the world . Moreover, trade will not help economic growth as much as it did in

the past few months as China’s trading partners are slowly coming out of the pandemic and are requiring less working-from-home and
other coronavirus-related exports from China .
• Trade data has been coming out weaker than expected on the export side and stronger than expected on the income side in March.
Namely, March Chinese exports grew by 30.6% y/y, and imports by 38.2% y/y in March, which means China’s net exports declined
substantially to 14 bln USD (down from 38 bln USD in February).
• Hence GDP forecast of 7.7% is realistic . Despite the relatively positive short term outlook, there is a obvious risk of gloomier long term as
China’s ageing population, high debt load, weakening productivity growth and increasing international tension will keep growth below the
levels of the past 15 years . All current indications point towards Economic growth to slow significantly in China to 4% by 2025.

Oil : Higher Production and Higher Oil
• Both OPEC and the International Energy Agency (IEA) have revised upwards their expectations for oil demand in 2021. OPEC expects oil demand
to rise by 5.95 million barrels per day to nearly 96.5 mb/d in 2021, 6.6% higher than in 2020 and 190,000 per day higher than in the previous

estimate.
• According to OPEC, the pick-up in demand will take place mainly in the second half of the year, when the effects of the vaccination programmes
will become increasingly visible. With demand picking up faster in the second half of the year, more production increases by OPEC+ can be
expected.
•

For now, however, there are rumours that the OPEC+ meeting at the end of April will be downgraded from a full meeting with all ministers to
‘just’ a market monitoring committee meeting.

• There is a high degree of interest among OPEC+ members in the development of US oil stocks which have fallen below their 5-year average. This
provides some room for further production increases .
• However, The recovery of the US oil sector hardly seems to be in the cards yet. Several factors such as the period of extreme cold earlier this year,
the low oil prices of the past year, stricter regulations by the Biden administration and more difficult access to the financial market, all keep
growth in check. We do see an increase in drilling activity. The number of active rigs has now risen from a low of 172 rigs in August 2020 to 337
last week (source: Baker Hughes). This doubling of the number of drilling rigs has mostly kept production steady (around 11 mv/d), but has not led
to an increase in US oil production so far.

India : Lack of positives
• Reserve Bank of India also flagged concerns about the economic recovery in the minutes of its latest policy meeting. While Governor said the
rise in COVID-19 cases is the biggest challenge to the economy, Deputy Governor said the pace of vaccination is "inexorably slow“. Saggar added

that monetary and fiscal policies had already used most of their room to limit the loss of economic capital.
• Fitch Ratings affirmed India's rating at 'BBB-' with a negative outlook – cautioned that the financial sector weakness poses a risk to the
country's medium-term outlook -the degree of asset quality deterioration from the pandemic shock is unclear, amid regulatory forbearance
measures and renewed pressures from the second wave of the pandemic.
• Aggregate net profit of the Nifty 200 companies is likely to have surged 482% on year in Jan-Mar, according to an average of estimate . The surge
in net profit is driven by a low-base effect. In the year ago quarter, the aggregate net profit was hit substantially by large net losses of about 10
companies. Exceptional or one-time losses were the reason behind the net losses in over 4-5 cases.

• Latest data by RBI showed that on-year loan growth for the banking system was sluggish at around 6% for 2020-21, with growth being largely
driven by retail loans and the government-backed emergency credit line scheme.
•

India's mobility trends show dip in all sections as the double mutant COVID spreads across the country. Mobility trends for places under the
retail and recreation category fell by 52% compared to March 7th. Mobility trends for places of work fell by 25%. Mobility trends for places that

are public transport hubs fell by 34%.

India Bond markets : Virus Struck
• Market sentiment had taken a beating after RBI devolved Rs 109 bln of the 2026 bond on primary dealers on Apr 9 and the Centre
borrowed more than the notified amount on that day.
•

The uncertainty over the auction results has reduced the secondary market activity and markets always live on nervous edge .

• While the Surge in infections strengthens the view that RBI will keep its monetary policy stance accommodative., the markets stay
apprehensive of elevated inflation in SH 2021., wiser by the experience of FY 21.

• RBI rejected all bids for the 5.63%, 2026 bond at the auction . Govt has not been able to raise nearly 230 bln rupees over two
auctions conducted in the last two instances.
•

The auction result lifted market sentiment because it signalled RBI's intent to keep bond yields anchored, especially in 5 and 10-year
segments. Last week, RBI had rejected all bids for the 10-year benchmark 5.85%, 2030 bond at the auction.

•

Markets expect RBI to conduct the second round of purchase under the new bond buying plan.

• Expectations that the central bank will also conduct Operation Twist were fuelled after the RBI was suspected to have bought
treasury bills at the auction on Tuesday.

Nifty : Weaker bias
• Indices ended the truncated week on a negative note as there were
heightened concerns over rising infections and state-wide lockdowns
• India VIX also surged over 11% this week, indicating nervousness,
• Downward drift in the index is more likely despite the repulsive upmoves
of last week . Likely Range for the week 14100 14400 . On the flip side, all
eyes on 14100 and the more it gets challenged, the higher it creates the

possibility of breaching it. Below this, Nifty opens up downside obj 13770
• Besides the local factors , the regional negatives too weigh .
• MSCI Asia Pacific Index is on track to underperform its global counterpart

for a third straight month in April -- its worst streak since 2019 -- as new
infections rocket past other region
• The virus is the most immediate threat to the region .Compounding the
concerns is the potential for tighter policy in China as the government

seeks to prevent overheating

