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There can be no doubt that Maurice Ravel, along with Debussy, ranks among the greatest contemporary French
classical composers. We are all familiar with his Boléro, written in 1928. Inspired by a Spanish dance, the snare
drum repeats its rhythm obsessively as the other instruments phase in gradually to build to a crescendo, ending
the piece with a dramatic, full-orchestra coda.
The great economic reopening, made possibly by the largest vaccination campaign in history – which will see
countries like the UK and the US administer at least one dose to 100% of their populations by the summer – is
building towards the most resounding global economic crescendo of the decade. Europe is lagging slightly behind.
Our forecasts show we are on track to hit 55% July, once the J&J vaccine is in circulation.
ESTIMATED DOSES ADMINISTERED AT END OF Q2
Source: Companies, The Brussels Times and Banca March
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It is natural to expect, in a more normalised phase of the
economic cycle, that as the output gap gradually closes
and the economy approaches its growth potential,
inflation will begin to rise; two-year inflation forecasts
have begun to stir, and now stand at 2.6%. It is equally
natural for plans to taper the 29 trillion dollars deployed
in global stimulus measures, the largest stimulus since
the Second World War, to trigger certain suspicions
when they coincide with a new fiscal package in the US
worth 8% of GDP. Doesn’t it call to mind those final
strains, as Bolero switches to a triumphant C major and

the trombones play the glissando towards the final climax? Like Ravel’s Boléro, will the spectacular economic
performance forecast for the months ahead be dramatically derailed in the form of inflation?
Although we are currently living in a structurally deflationary landscape due to demographics, technology and the
inability of labour forces to set wages, the economic reopening in the months ahead will see precisely the opposite
effect prevail, albeit temporarily.
The key factors at play from now on will be monetary expansion (in the US, M2 supply is up by 26% to its highest
level since the 1940s), supply chain bottlenecks due inventory shortages, price tensions in certain sectors like
tourism, which will be unable to meet demand, and first and foremost the base effect of energy and commodity
prices; Brent crude was trading at under 17 dollars a barrel last April.
As we set out in the report, this spike in inflation above central bank targets will be a transient situation which will
be confirmed towards the end of this year.
But central banks are coming under pressure now; the burden of proof lies with them, and it is up to them to choose
the right time to taper the current stimulus measures, just as they did in 2013 as we emerged from the financial
crisis of 2008.
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Back then, after a five-year crescendo, real negative
interest rates began to spike in what was dubbed the
Taper Tantrum, after Bernanke – the world’s largest
bond buyer – announced the tapering of the Fed’s asset
purchases, which had tripled the size of its balance
sheet over five years.

REAL RATES BEGIN TO STIR (%)
Source: Bloomberg and Banca March
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The current situation is not identical by any stretch of the imagination: since March, the Fed has bought 2.9
trillion dollars’ worth of bonds swelling its balance sheet to 36% of GDP, versus 20% in 2013. The current fiscal
stimulus measures outstrip the efforts in the previous crisis by 3x. On the flipside, the Fed is no longer bound
by the Evans Rule as it was then, which meant it had to intervene if unemployment dipped below 6.5% or
inflation exceeded 2.5%. Powell has greater discretion, but he still has his work cut out for him, as he will need
to ward off the impact of stimulus measures on prices.
S&P 500 PERFORMANCE AFTER THE TAPER TANTRUM
Source: Bloomberg and Banca March
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In the Boléro of 2013, after Bernanke’s announcement,
bond prices continued to plummet and the yield on 10year Treasuries went from 2% to 3% in just four months.
After a short-lived 6% dip, the S&P 500 continued
to enjoy a lengthy crescendo which, along with the
economic cycle, lasted another 7 years. This is further
evidence still of the scant protection afforded at this
stage in the cycle by bonds, and the need, therefore,
to stay invested in equities and real assets, even as the
debate on how the coda in this composition will play
out fuels more abrupt market fluctuations. Powell:
once again, the world is in your hands.
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Joan Bonet Majó
Chief Investment Strategist
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IMPORTANT REMARK:
The contents of this document are merely illustrative and do not pretend, are not and cannot be considered
under any circumstances as an investment recommendation towards the contracting of financial products. This
document has only been prepared to help the customer make an independent and individual decision but does
not intend to replace any type of advice needed for the contracting of such products. The terms and conditions
described in this document are to be viewed as preliminary terms only, subject to discussion and negotiation as
well as to the agreement and final drafting of the terms affecting the transaction, which will appear in the contract
or certificate to be issued. Consequently, Banca March, S.A.. and its customers are not bound by this document
unless both parties decide to embark on a specific transaction and agree on the terms and conditions concerning
the final documents to be approved. Banca March, S.A. does not offer any guarantee, expressly or implicitly, in
relation with the information shown in this document. All terms, conditions and prices contained in this document
are merely informative and subject to modifications depending on the market circumstances, changes in laws,
jurisprudence, administrative procedures or any other issue which may affect them. The customer should be
aware that the products mentioned in this document may not be appropriate for his/her specific investment
targets, financial situation or risk profile. For this reason the customer must make his/her own decisions by taking
into account such circumstances and by obtaining specialised advice in tax, legal, financial, regulatory, accounting
issues or any other type of information required. Banca March, S.A. does not assume any responsibility for any
direct or indirect costs or loss which may result from the use of this document or its contents. No part of this
document can be copied, photocopied or duplicated in any way or through any means, redistributed or quoted
without a previous written authorisation by Banca March, S.A.
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