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Economic sentiment surveys are upbeat almost everywhere in the G20 space.

However, they look far more credible in the Eurozone than in the United States.

But it is the US Fed that has made real progress in normalizing monetary policy.

Meanwhile, China’s economy remains a focus despite some signs of stabilizing.

As we approach the final quarter of the year, positive sen-
timent persists in the global economy, particularly in the
industrial sector. With the exception of South Korea, pur-
chasing managers indexes in the world’s twenty largest
economies are all above the 50-point mark, indicating
expanding production output ahead. And beyond the
broad optimism in manufacturing, consumers also
appear decidedly optimistic in most economies. Taken
altogether, the W&P Economic Sentiment Index now
points to growth of well above 4 percent for the global
economy, implying a substantial surge towards the end
of the year from the levels recorded in the second quarter.

Do sentiment surveys always keep their promises?
As Fig. 2 shows, the W&P Economic Sentiment Index,
which is based on surveys of both consumers and compa-

nies, has generally proven to be a reliable leading in-
dicator. Still, the critical question must be asked as to
whether those sentiment indicators will keep their
promise this time, too. Interestingly, we have discov-
ered that the degree to which the optimism of the sen-
timent indicators can be trusted in fact varies between
the two world’s largest economies, the Eurozone and
the United States.

Upbeat Eurozone unfazed

After a strong second quarter, when the annual growth
rate jumped over 2 percent, the pickup in Eurozone eco-
nomic sentiment is still very broadly supported. The
European Sentiment Indicator, a composite indicator
based on European Commission data from all member
countries, rose to 111.9 points in August, its highest

Fig. 1: The ECB still has a long way to go
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level in over a decade. In many countries, sentiment
indicators are at or above record levels, both in the man-
ufacturing sector and among consumers. Because the
buoyant sentiment is so uniformly spread across
almost all countries and sectors, we consider it quite
likely that the aggregated sentiment indicators for the
Eurozone, which now foresee a growth rate of 2.5 per-
cent for the third quarter, will also actually be reflect-
ed in real economic data.

Consumption cannot drive US growth forever

Despite posting the same annual CDP growth rate in
the second quarter as the Eurozone, we would argue
that the outlook for the US economy does not look quite
as bright. US economic growth in the second quarter
was based almost entirely on private consumption. We
think this does not represent a sustainable growth mod-
el over the long term. Households’ rising expenditures
in the US are increasingly financed by their declining
savingsrates, as growth in consumer demand can hard-
ly be fuelled by the meagre wage growth. Nominal wage
growth in the US has stagnated at 2.5 percent, while
consumer price inflation is at an annual rate of 1.9 per-
cent. That simply doesn’t leave much money available
to finance a significant real increase in consumption.

Fast-forward Fed, relatively

Despite the economic outlook looking more fragile in
the US than in the Eurozone, it is the US Fed that has
actively pursued the normalization of its monetary pol-
icy. At their last meeting, in mid-September, Chair
Janet Yellen announced that the Federal Reserve
intends to start trimming its bloated balance sheet in
October already - after having hiked interest rate four
times in recent years another major step in normaliz-
ing US monetary policy.

The Federal Reserve and Janet Yellen have good rea-
sons to move ahead with monetary policy tightening.
First, Yellen’s term as Chair ends in February 2018. It
still remains uncertain whom US President Donald
Trump will nominate to chair the bank. Second, and
even more importantly, it is worth remembering that
all economic upswings sooner or later come to an end.
As Fig. 3 shows, the current US economic recovery has
lasted for over 30 consecutive quarters now, far longer
than the historical average. Although the above-men-
tioned sentiment indicators do not foresee any imme-
diate economic downturn, let alone a recession, we
consider it quite likely that there will be a slump at
some point in the next few years. As illustrated by Fig.
4, even if the Fed has been moving faster than other

Table 1: Macro economic estimates

Real GDP growth in %

Inflation in %

2015 2016 2017P 2018P 2017A 2018A 2015 2016 2017P 2018P 2017A 2018A

USA 2.9 1.5 2.0 1.8 -0.1 -0.6 0.1 1.3 24 25 0.4 0.5
Euro area 1.9 1.8 2.0 1.6 0.0 -0.2 0.0 0.2 1.5 1.6 0.0 0.3
Germany 1.5 1.8 2.0 1.6 0.2 -0.2 0.2 0.5 1.6 2.0 -0.1 0.4
France 1.0 1.1 1.5 1.5 -0.1 -0.1 0.0 0.2 1.4 1.8 0.3 0.6
Italy 0.7 1.0 1.2 1.0 0.0 0.0 0.0 -0.1 1.2 1.5 -0.2 0.3
Spain 3.2 34 3.0 2.5 -0.1 -0.1 -0.5 -0.2 2.0 1.5 0.0 0.1
United Kingdom 2.2 1.8 1.5 1.2 -0.1 -0.2 0.0 0.7 2.8 25 -0.7 -0.8
Switzerland 1.2 15 1.0 1.5 -0.4 -0.2 -1.1 -0.4 0.5 1.0 0.1 0.4
Japan 1.2 0.8 1.2 1.0 -0.2 -0.1 0.8 -0.1 0.2 0.5 -0.3 -0.3
Brasil -3.8 -3.3 0.4 2.2 0.0 0.1 9.0 8.7 45 5.0 1.0 0.8
China 6.9 6.7 6.4 6.0 -0.3 -0.3 1.4 2.0 2.0 25 0.2 0.4
India 8.0 7.5 7.0 7.5 -0.3 -0.1 4.9 4.9 4.0 4.0 0.4 -0.6
Russia -2.8 -0.7 2.0 1.0 0.5 -0.7 155 7.1 5.0 4.0 0.9 -0.2
World (PPP) 2.7 24 2.6 24 - - 2.8 2.8 2.7 2.7 - -

E Estimates Wellershoff & Partners

A Deviation from consensus economic forecasts

Source: Consensus Economics, Thomson Reuters Datastream, Wellershoff & Partners
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Fig. 2: Sentiment indicators paint a bright picture for the global economy
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The survey-based W&P Economic Sen-
timent Indicator for the global econo-
my has risen substantially in the past
months. The indicator now points to an
annual growth rate of well above 4
percent on an aggregated level, the
highest reading since 2011. Despite
this indicator have proven very reliable
in the past, we believe that such an
actual increase in growth rates is more
likely to manifest itself in the Eurozone
than in the United States.

Fig. 3: An economic downswing looms for the US
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This graph compares the average dura-
tions of economic upswings since the
1960s with that of the current recovery
for different economies. It clearly
shows that the length of the current
recovery in some countries — for exam-
ple, Japan, the United States and Swit-
zerland - clearly surpasses historical
averages. Therefore, it seems plausible
that central banks liked the Fed start
creating buffers by hiking interest rates
as well as by reducing their balance
sheets in order to be able to cushion
their economies when the next down-
turn comes.

Fig. 4: The Fed’s plan to normalize its monetary policy
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Source: Federal Reserve, PWT, Thomson Reuters Datastream, Wellershoff & Partners

Even if the Fed has been moving faster
than other central banks in normalizing
its monetary policy, its announced plan
employs a very long time horizon. We
see a substantial risk that the next eco-
nomic downturn could disrupt this
lengthy process. A downturn, let alone
a recession, would it not only make
impossible to complete the normaliza-
tion; it could well see a return of
unconventional central bank measures
like quantitative easing.
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central banks, its plan to normalize monetary policy
utilizes very long time horizons. Thus, we see a sub-
stantial risk that the next downturn could significant-
ly disrupt the normalization process. This would mean
that instead of completing its monetary policy norma-
lization, the Fed might once again be forced to adopt
unconventional measures when the next crisis hits.

Procrastinating ECB
Compared to the lengthy US recovery, the upswing in
the Eurozone is just a toddler, since the Eurozone was
hit by a second financial crisis in 2011/12. It is, there-
fore, not surprising that the ECB lags well behind in
redirecting its expansive monetary policy from crisis
mode. At least ECB president Mario Draghi has recent-
ly mooted the prospect that the bank’s ultra-expan-
sionary monetary policy is not eternal. However, as
the figure on the first page illustrates, even if the ECB
were to start unwinding its monetary policy at the
beginning of next year, it starts from an extremely
expansionary level. Therefore, it will surely take
months before the ECB’s policy actually moves into a
restrictive, rather than expansive, mode.

However, the ECB’s highly expansionist stance also
means that there is much room for it to become more

restrictive. And this shift has already been anticipated
by investors’ adjusted expectations, probably playing
aroleinresolving the imbalances on currency markets
in recent months - first and foremost between the two
world’s mostly traded currencies, the US dollar and the
euro. EURUSD has rebounded around 14% year-to-date,
among the largest moves of any major currency pair
this year (see Fig. 5). Given that the ECB has still so
much room to further tighten its monetary policy, and
given that the euro is still undervalued against the US
dollar, we think the euro could strengthen further.

China revives ahead of a political mega-event

Last but surely not least, China is another important
country in the global economy where economic indi-
cators have improved in the recent months. While the
ongoing rebound in world trade has undoubtedly con-
tributed to this recovery, government measures to spur
lending have also played a substantial role. That the
government has recently been more supportive of the
economy should come as no surprise. The Communist
Party Congress, held every five years, kicks off on
October 18. Ahead of China’s most important political
event, the Party does not want to give any reason to be
criticized because of sluggish economic development.

Fig. 5: FX performance and valuations
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Disclaimer

This report has been exclusively prepared and published by Wellershoff & Partners
Ltd for Perpetual Wealth AG. This publication is for your information only and is
not intended as an offer, or a solicitation of an offer, to buy or sell any investment
or other specific product. The analysis contained herein is based on numerous as-
sumptions. Different assumptions could result in materially different results. Cer-
tain services and products are subject to legal restrictions and cannot be offered
worldwide on an unrestricted basis. Although all information and opinions ex-
pressed in this document were obtained from sources believed to be reliable and
in good faith, no representation or warranty, express or implied, is made as to its
accuracy or completeness. All information and opinions indicated are subject to
change without notice. Some investments may not be readily realizable if the mar-
ket in certain securities is illiquid and therefore valuing such investments and iden-
tifying the risks associated therewith may be difficult or even impossible. Trading
and owning futures, options, and all other derivatives is very risky and therefore re-
quires an extremely high level of risk tolerance. Past performance of an investment
is no guarantee for its future performance. Some investments may be subject to
sudden and large falls in value and on realization you may receive back less than
you invested or may be required to pay more. Changes in foreign exchange rates
may have an adverse effect on the price, value or income of an investment. We are
of necessity unable to take into account the particular investment objectives, finan-
cial situation and needs of our individual clients and we recommend that you take
financial and/or tax advice as to the implications (including tax liabilities) of invest-
ing in any of the products mentioned herein. This document may not be repro-
duced or circulated without the prior authorization of Perpetual Wealth AG or
Wellershoff & Partners Ltd. Perpetual Wealth AG and Wellershoff & Partners Ltd.
expressly prohibits the distribution and transfer of this document to third parties
for any reason. Neither Perpetual Wealth nor Wellershoff & Partners Ltd. will not
be liable for any claims or lawsuits from any third parties arising from the use or
distribution of this document. This report is for distribution only under such cir-
cumstances as may be permitted by applicable law.

About us

Perpetual Wealth AG is a wealth management boutique offering financial and fami-
ly office services to a sophisticated international clientele. Perpetual Wealth AG is
a member of Aquila & Co., which is regulated by FINMA (Swiss Financial Market
Supervisory Authority) as a security dealer and as a bank. Perpetual Wealth AG is a
member of SAAM, Swiss Association of Asset Managers, and FINMA regulated
with regards to Anti-Money-Laundering regulations.

Wellershoff & Partners Ltd is an independent consulting and research company
that focuses on global economics, financial markets and comprehensive risk man-
agement. The internationally operating consultancy was founded in 2009 and is
based in Zurich.
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