
Fig. 1: Forward-looking global GDP indicators still point to above-trend growth

The chart shows a very 

marked slowdown in 

growth expectations in re-

cent quarters. Despite this, 

the survey-based W&P Eco-

nomic Sentiment Indicator 

(ESI) for the global econo-

my still implies continued 

above-trend GDP growth 

over the next quarter. 

Source: Thomson Reuters Datastream, Wellershoff & Partners
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As 2018 drew to a close, markets were worried about a 
looming recession and reduced their bets on the extent 
to which the US Federal Reserve would raise rates. The 
Fed reacted to this market uncertainty by promising to 
be “patient” in its assessment of the steps required to 
tighten monetary policy.  This change in the Fed’s com-
munication subsequently boosted market optimism as 
financial participants revised their expectations of how 
close the next recession might be. It also helped senti-
ment that a Fed that said it was “patient” would be a Fed 
that was less likely to inadvertently trigger a recession by 
raising rates too far too fast.

Fed’s role is not to boost stocks

The markets have always loved the narrative that there 
might be a “Greenspan put” that would ride to their res-

cue when equities were in trouble, but market partic-
ipants forget that it is not the role of the Fed to deliver 
positive equity returns. Ultimately, central banks that 
focus on their mandates are data-dependent, which is 
why we would advise keeping a close eye on the macro-
economic data, which continue to point to a reason-
able global growth rate. 

In the US, the leading indicators are not flagging a 
recession in the near term. On the contrary: the job 
market is currently still strong and the earlier tempo-
rary shutdown of parts of the US administration will 
affect economic data in the first quarter but have little 
impact over the medium term.

The shutdown did, however, illustrate two long-
term weaknesses of the US economy: first, the country 
is heavily indebted and, secondly, the political system 
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Despite a deceleration in the forward-looking indicators for economic growth in the 
United States and Europe in recent months, near-term growth signals still point to 
above-trend growth for these economies. That is a good sign. In China, however, 
growth has slowed to below its long-term trend, which is a concern.
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Real GDP growth in % Inflation in %

2017 2018 2019P 2020P 2019∆ 2020∆ 2017 2018 2019P 2020P 2019∆ 2020∆

USA 2.2 2.9 2.2 1.8 -0.3 -0.1 2.1 2.4 1.8 2.3 -0.1 0.1

Euro area  2.5 1.8 1.0 1.2 -0.3 -0.2 1.5 1.8 1.5 1.7 0.1 0.2

Germany 2.5 1.5 0.7 1.2 -0.5 -0.3 1.5 1.7 1.7 1.9 0.0 0.2

France 2.3 1.5 1.2 1.2 -0.1 -0.2 1.0 1.9 1.4 1.7 0.1 0.2

Italy 1.7 0.8 0.3 0.5 0.0 -0.2 1.2 1.1 0.8 1.4 -0.1 0.1

Spain 3.0 2.5 2.9 1.7 0.7 -0.2 2.0 1.7 1.5 1.7 0.2 0.2

United Kingdom 1.8 1.4 1.1 1.1 -0.3 -0.4 2.7 2.5 2.5 2.3 0.5 0.2

Switzerland 1.7 2.5 1.1 1.4 -0.5 -0.3 0.5 0.9 0.7 1.1 0.0 0.2

Japan 1.9 0.8 0.6 0.5 -0.3 0.1 0.5 1.0 0.9 1.0 0.1 -0.2

Brazil 1.1 1.1 1.5 2.4 -1.0 0.2 3.4 3.7 4.0 4.3 -0.1 0.3

China 6.9 6.6 5.6 5.2 -0.6 -1.0 1.6 2.1 2.2 2.3 -0.2 -0.4

India 6.7 - 7.3 7.4 -0.2 -0.3 3.3 3.9 4.6 4.8 -0.3 0.2

Russia 1.5 - 1.8 1.8 0.2 0.1 3.7 2.9 4.5 4.8 -0.6 0.0

World (PPP) 3.8 3.7 3.4 3.5 -0.1 -0.3 3.2 3.8 3.5 3.6 -0.1 0.1
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seems incapable to take the measures required to put 
the country’s finances on a sustainable path. US gov-
ernment debt, as a percentage of GDP, was around 106 
per cent of GDP last year, which means that the US 
economy is carrying a level of government indebted-
ness last seen in the Second World War. 

For the time being, however, these vulnerabilities 
are not in the forefront and we expect the economy to 
continue to grow at a good pace. Real interest rates con-
tinue to be at historically extremely low levels. It can-
not be ruled out that real rates may still be below the 

“neutral” level. In such a scenario, inflationary pres-
sures should be expected to increase again as soon as 
temporary factors, such as last year’s weaker oil price, 
wash out of the numbers again. 

European growth likely to accelerate again

In assessing the current economic situation in Europe, 
the challenge still remains to distinguish between cy-
clical developments (i.e. a synchronised global slow-
down) and various special factors. In Germany, car pro-
duction has been impacted by exhaust gas tests and 
logistical problems due to the low water level of the 
Rhine. Elsewhere, riots in France and budget negotia-
tions in Italy have weighed on these big members of 

the Eurozone. Apart from these special factors, the 
leading economic indicators continue to point to above-
trend growth, i.e. the Eurozone is still doing better 
than implied by its growth potential. 

Of course, Britain’s relationship with the European  
Union continues to be another large special factor to 
consider.

China in unchartered waters

In China, the economic outlook has weakened since 
our last report. Although there are indications that 
the measures taken by the authorities in terms of 
boosting investment and credit have already had some 
effect, the Chinese government does not want a re-
peat of the huge increase in debt that occurred during 
the global financial crisis. The authorities realise that 
making the Chinese economy even more indebted is 
not the route to high-quality growth. Chinese data at 
sectoral level continue to send out mixed signals about 
the state of the economy. Business sentiment has con-
tinued to weaken though. Our proprietary index for 
estimating China’s GDP growth currently suggests a 
number around 5.7 per cent, which is below the offi-
cial number and below our own measure of the long-
term trend.

E  Estimates Wellershoff & Partners     Δ  Deviation from consensus economic forecasts 

Source: Consensus Economics, Thomson Reuters Datastream, Wellershoff & Partners

Table 1: Macroeconomic estimates



Fig. 4: The Swiss franc no longer expensive against the euro

We estimate that the purchasing power 

parity rate of the Swiss franc against 

the euro stood at 1.18, with a neutral 

range of 1.10 to 1.26. The spot rate at 

the end of February was 1.13, suggest-

ing that the Swiss franc was fairly val-

ued in purchasing power parity terms.

Source: Thomson Reuters Datastream, Wellershoff & Partners
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Fig. 3: Sentiment in the emerging markets points to below-trend growth

The forward-looking growth indicators 

for the emerging markets (the red line) 

have fallen below trend growth (the 

grey line), which suggests that actual 

GDP growth may be heading for a slow-

er pace than recently recorded (the blue 

line). The emerging markets are thus 

continuing to feel the down draft from 

China.

Fig. 2: Global inflation still moderate

The inflation in advanced economies 

(the blue line) shows that central banks 

are struggling to reach their inflation 

target of around 2 per cent. Inflation in 

the BRIC economies is also at multi-

year lows.
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How strongly is China’s current growth slowdown 
impacting the global economy? Here are some num-
bers that provide some insight on this issue. China is 
the world’s third largest importer of goods after the US 
and the EU. Let’s take the example of Germany, where 
the share of exports to China amounts to approximate-
ly 2.5 per cent of GDP. German export growth to China 
has slowed from 15 per cent in the fourth quarter of 2017 
to just over 5 per cent in the fourth quarter of 2018. This 
would have resulted in a decline in overall economic 
growth in Germany of about 0.25 percentage points. 
The weakness of China will, therefore, definitely knock 
growth in Germany, but Chinese imports would have 
to collapse dramatically to have a much bigger effect 
on German growth figures.  Arguably, the bigger im-
pact of trouble in the Chinese economy would stem not 
so much from the narrower trade numbers, but from 
the impact on global economic sentiment and confi-
dence. For the moment, however, we do not deem such 
a scenario very likely.

The dollar starts 2019 overvalued

The US dollar started 2019 overvalued against a broad 
range of G7 currencies as well as versus some major 
emerging market currencies. The dollar’s current 

strength is not only a reflection of strong US growth, 
but also of developments outside the US. History shows 
that phases of noteworthy over- and undervaluation 
eventually correct, however.

It is noteworthy that some of the largest valuation 
gaps have emerged versus G7 currencies, including Ster-
ling and the Japanese yen, which were trading around 
15 per cent and 22 per cent below their respective pur-
chasing parity rates of GBPUSD 1.58 and USDJPY 87 as 
of the end of February 2019. In purchasing power par-
ity terms, the dollar’s overvaluation against the euro 
and the Canadian dollar was more modest – 10 per cent 
relative to a EURUSD PPP rate of 1.26 and 8 per cent rel-
ative to a USDCAD PPP rate of 1.21.

Against the Swiss franc, the dollar traded just 6 per 
cent stronger than our PPP rate estimate of USDCHF 
0.94. Our estimated neutral range for USDCHF is 1.06 
to 0.82, meaning that we do not currently see any ex-
treme valuation of the dollar relative to the Swiss franc.

PPP estimates based on producer price indices
Positive deviations from PPP indicate an undervaluation against the respective currency and vice versa.

Source: Thomson Reuters Datastream, Wellershoff & Partners

Fig. 5: FX performance and valuations 

0.60

0.80

1.00

1.20

1.40

1.60

1985 1990 1995 2000 2005 2010 2015 2020

EURUSD
EURUSD PPP
Neutral Territory

1.00

1.20

1.40

1.60

1.80

2.00

2.20

1985 1990 1995 2000 2005 2010 2015 2020

GBPUSD
GBPUSD PPP
Neutral Territory

−9 −6 −3 0 3 6 9
Return relative to USD, in %

RUB
CAD
BRL
GBP
CNY
AUD
NOK
EUR

KRW
JPY
CHF
SEK

Year-to-date
Last month

0 5 10 15 20 25 30 35 40 45 50
Deviation from PPP against USD, in %

NZD
MXN
CHF
CAD
EUR
GBP
NOK
SEK
JPY

RUB



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 

requires an extremely high level of risk tolerance. Past performance of an invest-

ment is no guarantee for its future performance. Some investments may be sub-

ject 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 objec-

tives, financial situation and needs of our individual clients and we recommend 

that you take financial and/or tax advice as to the implications (including tax liabil-

ities) of investing in any of the products mentioned herein. This document may not 

be reproduced 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 fam-

ily 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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