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We are entering a second decade of monetary policy experimentation. Low in-
terest rates may have sustained this unprecedented expansion, but so has sub-
dued inflation. Central banks look to experiment with new tools to revive growth,

but no tangible growth acceleration is in sight.

As we enter the new decade, monetary policy is in un-
charted territory. Before the global financial crisis of
2007/08, the Taylor rule was one of the tools that central
banks used for guidance when adjusting the level of short-
term interest rates. This equation helped central banks
set interest rates to achieve price stability across the cy-
cle. For quite a while now, the Taylor rule has been sig-
naling that today’s central bank interest rates are too low.
In other words, according to this measure, monetary pol-
icy has been—and still is—too accommodating. One ex-
planation is that the correlations that used to apply for
the Taylor rule have broken down. Whatever the case, it
is clear that several big central banks have failed to achieve
their inflation targets. In the case of the European Cen-
tral Bank, the target has been missed for seven consecu-

tive years. In the US, the Fed’s preferred inflation in-
dicator has been averaging below its two-percent target
for more than a decade. That’s a long time to miss a
policy target.

Continuing monetary policy experimentation

Given that the old policy tools and levers no longer seem
to work, central banks are in experimentation mode.
One indication of some of the new uncertainties - and
experimentation—around monetary policy came to us
recently from the US, where the overnight repo rate
spiked. This compelled the Fed to provide generous ad-
ditional liquidity to the system - and to commit to do
so for an extended period. This spike in rates may also
be a signal for another long-feared development, name-

Fig. 1: Global growth sentiment indicator weakens further
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The preliminary estimates
for economic growth in the
third quarter of 2019 show
that rates in several coun-
tries were at or below their

long-term sustainable trend
levels. Globally, our for-

ward-looking indicators do

not suggest a near-term
acceleration in growth.
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ly, that central banks might struggle to unwind the
massive quantitative easing programs they undertook
over the past decade, in response to the financial cri-
sis. We recently witnessed something similar in the
Eurozone, where the European Central Bank announced
more quantitative easing.

Another indication of monetary policy experimen-
tation is that the Fed has been thinking aloud about
changing its inflation target to a so-called “make-up
strategy”. The idea behind is to “make up” for the re-
cent stagnation in inflation by generating a period of
accentuated higher inflation. One obvious risk with
such a strategy is that it introduces new feedback loops
into the monetary policy system. If central banks in
the US, Europe and Japan have been unable to achieve
their inflation targets over the past decade, we must
ask why they now believe that this time they have the
tools to target inflation with any more precision. After
all, there may be other, global factors influencing in-
flation that are not less easy to model.

The bottom line is that we are entering a second de-
cade of continuing monetary policy experimentation,
with inevitable spillover effects on asset prices and
economies. Low interest rates have lifted asset prices
while vast central bank balance sheets must have

buoyed the prices of the assets that they bought—from
corporate bonds in Europe to equities in Japan. The de-
cline in FX volatility in recent years—the levels in ear-
ly December 2019 were comparable to those seen brief-
ly in 2014—may also partly reflect the dampening effects
of these central bank policies.

Inflationary consequences likely to take time
While the past decade of exceptional monetary mea-
sures has led to no notable global acceleration of head-
line consumer price inflation, the longer-term histor-
ical data makes a compelling case that an increase in
base money, which is what many central banks have
been engaging in, does eventually lead to some form
of inflation. We have already witnessed an inflation-
ary impact on selected asset prices, for example, real
estate prices in some markets, which some central
banks have tried to dampen by means of “macropru-
dential” measures.

Nonetheless, in advanced economies, the level of
confidence in the central bank’s ability to control in-
flation over the medium term remains high. From this
we can conclude that any inflationary pressures from
the increase in the monetary base in most advanced
economies will take time to work their way through

Table 1: Macroeconomic estimates

Inflation in %

Real GDP growth in %

2017 2018 2019P 2020P 2019A 2020A 2017 2018 2019P 2020P 2019A 2020A

USA 2.4 2.9 2.3 1.7 0.0 -0.1 2.1 24 1.7 2.2 -0.1 0.2
Euro area 2.6 1.9 1.2 1.1 0.1 -0.1 1 1.8 1.3 1.5 0.0 0.1
Germany 2.8 1.5 0.6 0.8 0.1 0.0 1.5 1.7 1.5 1.9 0.0 0.3
France 2.4 1.7 1.3 1.2 0.0 0.1 1.0 1.8 1.2 1.7 0.0 0.4
Italy 1.8 0.7 0.2 0.4 0.1 0.0 1.2 1.1 0.8 1.2 0.1 0.3
Spain 3.0 2.6 35 1.7 1.5 -0.1 2.0 1.7 0.9 1.4 0.1 0.3
United Kingdom 1.8 1.4 1.3 0.8 0.0 -0.3 2.7 25 1.8 1.8 -0.1 -0.1
Switzerland 1.7 25 0.8 0.8 0.0 -0.3 0.5 0.9 0.3 0.5 -0.1 0.1
Japan 1.9 0.8 0.8 0.2 -0.2 0.0 0.5 1.0 0.6 0.6 0.0 -0.1
Brazil 1.1 1.1 1.1 1.7 0.3 -0.7 3.4 3.7 3.6 3.8 0.0 -0.3
China 6.9 6.6 6.1 53 -0.1 -0.7 -0.5 0.6 2.9 2.8 0.6 0.3
India 7.2 7.0 4.9 5.3 -2.1 -1.9 3.3 3.9 4.4 4.5 0.5 0.3
Russia 1.6 2.3 1.1 1.7 -0.1 -0.2 3.7 2.9 4.4 43 -0.6 -0.2
World (PPP) 3.8 3.6 3.0 3.2 -0.2 -0.3 3.2 3.6 3.6 3.6 0.0 -0.1

E Estimates Wellershoff & Partners

A Deviation from consensus economic forecasts

Source: Consensus Economics, Thomson Reuters Datastream, Wellershoff & Partners
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Fig. 2: Euro area growth sentiment falling, but still above trend
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In Europe, annual growth in the third
quarter was 1.2 percent, driven by
France and Spain. Germany, which is
more dependent on global trade, saw
its growth rate slip below its long-term
trend.

Fig. 3: World trade back in negative territory, weighing on Germany
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In this chart we see that the year-on-
year growth rate in global trade has
turned negative. Lower trade volumes
tend to hurt the largest exporting na-
tions more.

Fig. 4: Emerging market currencies remain cheap relative to the USD
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The US dollar has been strong relative
to a basket of emerging market curren-
cies for half a decade. Emerging market
currencies remain undervalued.
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the system. There are currently also several counter-
vailing global forces restraining consumer price infla-
tion—including overcapacities in certain sectors, de-
mographics, and technological changes that are driving
down costs. The structure of the global economy is
changing and—for now at least—these structural
changes appear to have a dampening effect on infla-
tion.

Despite this, we have to be mindful that as we en-
ter the new decade, we are also starting from a posi-
tion of much higher levels of government debt than
just ten years ago—just as ageing populations push up
the costs of pay-as-you-go social benefit systems, which
have become the standard in most advanced economies.
Low interest rates have also increased the liabilities of
private pension systems while reducing their income

call to the state to do more, that is, to borrow more.
Any recession in the coming decade will further in-
crease the burden on both the monetary and fiscal au-
thorities to do more. Seen from this perspective, the
crisis that began in 2007 has never been fully recovered
from but its effects are still being felt.

Near-term cyclical signals do not suggest a
growth acceleration

As can be seen from the charts in this report, global
growth slipped below its longer-term trend in the third
quarter of 2019. Our forward-looking sentiment indi-
cators do not point to any near-term acceleration ei-
ther. While the volatile global trading backdrop is un-
helpful, the hope is that consumption will remain

supportive for the economy, as it has in several coun-

from bonds. To the extent that low interest rates also tries.
lead to distortions—for example, by encouraging over-
investment in real estate—this will eventually lead to
lower yields from those sources of income, too, com-
pounding pressures on private pension systems and on
the need for fiscal relief.
The recent speech of the incoming president of the
European Central Bank, Christine Lagarde, calling for
more government investment is consistent with the
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
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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