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Weekly Flash
Inflation not a concern

MARKET PERFORMANCES (as of February 26, 2021 – 14:55 CET)
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Summary
• According to FED officials, rising inflation numbers are only a
temporary risk, as the U.S. economy is still far away from full
recovery.
• After an initial increase in the second quarter due to base
effects, inflation pressure will likely abate during 2021.
FED continues buying bonds
During Tuesday’s speech to the Senate Banking Committee,
Jerome Powell signalled that the central bank would keep shortterm interest rates pinned near zero and continue to purchase
bonds “until substantial further progress” had been made
towards the main goals of maximum employment and 2%
inflation. The FED is currently purchasing $120bln of assets per
month, split into $80bln of Treasuries and $40bln of mortgagebacked debt. He played down concerns of rising inflation as a
result of another big stimulus package or an unleashing of pentup demand once the virus threat eases as a growing number of
the U.S. population is vaccinated. Asked about the prospects for
the economy, Powell responded that the U.S. started into 2021
on a strong note and that GDP growth could be as high as 6%
after a contraction of 2.5% in 2020. In our view, inflation will
likely pick up during the coming months due to base effects, as
current price levels are compared to depressed readings a year
ago. However, this effect will only be temporary and inflation
likely moderate thereafter. Industrial capacity utilization is
currently way below normal levels and there is plenty of slack in
the labor market. We may not see price pressure, either from
the demand side or from the supply side. Thus, the FED will
likely keep its accommodative monetary policy stance at least
until 2023.
President Lagarde stressed in a speech this week that the
European Central Bank (ECB) will closely monitor the trend of
longer-term bond yields. In our view this is a first sign, that the
ECB may be uncomfortable with rising interest rates. Given the
Governing Council’s determination to keep financing conditions
favourable, the EBC may very well step up government bond
purchases in the coming weeks. Eurozone core inflation
rebounded from 0.2% in December to 1.4% currently, partly
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driven by the end of the VAT rate cut in Germany. During the
coming months, Eurozone inflation will likely rise further, driven
by base effects. In our view, this increase is not sustainable, as
it will take several years before capacity utilization and slack in
the labor market will have fully recovered. We expect underlying
price pressures to remain subdued in the medium term, further
supporting the ECB’s dovish monetary policy regime.
EU speeds up vaccine deployment
Thanks to new supply pacts and increased production, the
European Union (EU) is finally catching up in securing vaccine
supplies and seems to be on track to immunize its population
faster than expected. According to European Commission
President Ursula von der Leyen, 300 million vaccine doses will
be delivered in the second quarter after an estimated 18 million
in January, 33 million in February and 55 million in March. On
its vaccination path, the EU is currently way behind countries,
such as the U.S., the U.K. and Israel. Large drug makers are
now expanding their manufacturing capacities. Sanofi is
converting German and French facilities to produce the
products of Pfizer and Johnson & Johnson. Novartis also
agreed to produce the Pfizer vaccine. According to Londonbased research firm Airfinity, the EU may be able to vaccinate
75% of its adult population by the end of August based on a
positive roll-out scenario. If EU countries succeed in solving
their logistical issues, they may finally narrow the gap to other
countries in their effort to slow the propagation of the virus.
Moderna reported plans to develop new vaccines in order to
combat new variants of the virus, such as the strain now
prevalent in South Africa. These vaccines could be used as an
additional shot or in combination with existing vaccines.
Vaccines based on mRNA technology are expected to be more
versatile regarding their adaptability to mutations of the virus.
Conclusion
Due to base effects, inflation will temporarily rise during the
next few months. Current low industrial capacity utilization
and slack in the labor market speak against the sustainability
of price pressures. Central banks will most likely look through
short-term price increases and keep rates at record lows.
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Legal notice
The views expressed herein represent the opinion of Vontobel Swiss Wealth Advisors AG (“VSWA”). This market flash is
deemed to constitute “marketing material” within the meaning of Article 68 of the Swiss Financial Services Act, is for your
information only and is not intended as an offer, or a solicitation of an offer, to buy or sell any investment instrument. Be aware
that past performance of any investment instrument or any investment strategy discussed herein is not indicative of future
performance. VSWA makes no guarantee regarding the performance or valuation of any investment instrument or strategy
discussed in this market flash. This document may contain forward-looking statements, generally identified by our use of
forward-looking terminology such as “may”, “will”, “expect”, “intend”, “anticipate”, “estimate”, “believe”, “continue”, “forecast” or
other similar words. Readers of this market flash should be aware that there are various factors that could cause or contribute
to such differences including, but are not limited to, changes in general economic and business conditions, industry trends,
changes in government rules and regulations (including changes in tax laws) and increases in interest rates. Accordingly,
readers are cautioned not to place undue reliance on these forward-looking statements which speak only as of the date of this
document. We do not make any representations or warranties (expressed or implied) about the accuracy of any such forwardlooking statements or the performance or valuation of any investment instrument or strategy discussed herein. VSWA does
not provide tax advice. Therefore, we recommend that you seek specific advice from a specialized tax advisor prior to making
any investment.

