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The global economic outlook is opaque right now, clouded by the hunt for a
COVID-19 vaccine, structural changes as more people work remotely, rising
investments in IT and Healthcare, revised supply chains, soaring public debt
and the broad shift to a less-globalised world.

The forward-looking indicators in the chart below sug- shaped recovery. The former would be a double-dip
gest that the global economy’s performance will wors- recession, while the latter suggests a bit of an over-
en over the next six months. shoot once a “new normal” emerges and consump-

The shape of any eventual rebound is uncertain at tion surges to satisfy pent-up demand.
this point. A V-shaped recovery appears unlikely giv- We also have to consider the scenario of an
en the economic damage done and the uneven pros- L-shaped recovery, where the economy fails to re-
pects of different countries. When the 2008 financial gain pre-pandemic average growth rates. Two fac-
crisis erupted, banks in Brazil and China had no sub- tors favour this L-shaped recovery, in our view. First,
prime loans on their books. Today every country on declining demographic growth rates were already
the planet is pumping debt-derived liquidity into their pushing down trend growth in China and Europe
stalled economies. Our current view calls for a swoosh- before the pandemic hit and a recession is not go-
shaped recovery—slow to develop and taking long to ing to reverse this structural development. In fact,
regain past heights. it may accelerate it.

But the possibility of a volatile recovery can also The second argument for a flat L-shaped recovery
not be excluded, which might result in a W- or a Z- is that deep, prolonged recessions cause enormous

Fig. 1: Economy set to deteriorate further
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economic damage. Indeed, it may be time to dust
off the terms “lost decade” and “lost generation” be-
fore we emerge from this latest economic seizure.

Whatever it takes

In previous recessions some observers argued that
fiscal measures were “too little and too late”, but
this time the fiscal response got underway even be-
fore the official data was in. It is worth noting that
we entered this crisis already burdened with moun-
tains of debt and now those mountains have grown
even bigger.

There is talk today of levying new taxes, for ex-
ample, on the sector that some governments were
scrutinising before the crisis hit, the online econo-
my. As attitudes sour on globalisation and out-
sourced supply chains, we should expect more focus
on identifying companies that are perceived as “be-
longing” to a given nation. We have already seen
this with airlines, as some were rescued and others
were left to go into administration. The nation state
is back, and elected officials know their base.

Central banks also know who their ultimate mas-
ters are—the people, and they want employment
and a stable currency. Central bankers are still ap-

plying the lessons learned from the Wall Street Crash
of 1929. When in doubt, extend liquidity generous-
ly (since you can always take it back again later any-
way). As long as inflation expectations don’t cross
the threshold of a central bank’s mandate, the mon-
etary authorities will do what they can to pump up
their economies. But once the inflation outlook sug-
gests the need for tighter policy - that is, when the
currency strengthens - that’s when the liquidity is-
sue will become more partisan. We are not there yet.
On the contrary, sagging commodity prices indicate
further downward pressure on inflation in the
months ahead.

Waiting for the consumer

Shops of all sorts, hotels, restaurants and airlines
are anxiously awaiting the return of their clients.
Even though corporate sales are reviving as restric-
tions are eased, most businesses are unlikely to re-
peat 2019’s earnings this year. Thus, without prof-
its, any upswing will rely almost exclusively on
revived consumption. But even when the consum-
ers reawaken, we do not expect a return to pre-cri-
sis levels of spending any time soon, at least not un-
til a vaccine is widely available. We think a cautious

Table 1: Macroeconomic estimates

Real GDP growth in %

Inflation in %

2018 2019  2020P  2021P  2020A  2021A 2017 2018  2020P  2021P  2020A  2021A

USA 2.9 2.3 -7.5 2.3 -2.1 -2.0 24 1.8 0.5 2.1 -0.2 0.3
Eurozone 1.9 1.2 -8.7 2.6 -0.8 -3.6 1.8 1.2 0.2 15 -0.1 0.4
Germany 1.5 0.6 -7.2 21 -0.9 -3.1 1.7 1.4 0.4 1.6 -0.2 0.2
France 1.7 1.3 -10.4 2.6 -2.2 -4.1 1.9 1.1 0.2 1.7 -0.1 0.5
Italy 0.7 0.3 -11.4 1.8 -1.5 -4.5 1.1 0.6 0.0 1.1 0.2 0.5
Spain 2.4 2.0 -9.3 2.8 -0.2 -3.9 1.7 0.7 -0.3 1.4 0.1 0.4
United Kingdom 1.3 1.4 -10.3 55 -2.4 -0.6 25 1.8 0.2 1.2 -0.8 -0.2
Switzerland 2.7 0.9 -6.6 2.6 -1.1 -1.7 0.9 0.4 -0.9 0.4 -0.2 0.1
Japan 0.3 0.7 -5.7 3.0 -2.4 0.9 1.0 0.5 -0.4 0.6 0.0 0.5
Brazil 1.3 1.1 -6.7 2.6 -1.4 -0.3 0.6 0.8 3.3 3.2 -0.3 -0.1
China 6.7 6.1 -3.2 8.5 -4.4 -0.7 3.7 3.7 3.0 3.1 0.0 0.5
India 6.1 4.2 -1.4 4.7 -3.3 -2.7 3.9 3.7 3.8 4.6 0.5 1.0
Russia 25 1.3 -5.4 25 0.1 -1.0 2.9 4.5 2.7 3.6 -0.4 0.6
World (PPP) 3.6 2.9 25 2.9 5.6 -2.9 3.6 3.6 2.7 3.2 -0.3 -0.1

E Estimates Wellershoff & Partners

Source: Consensus Economics, Refinitiv, Wellershoff & Partners

A Deviation from consensus economic forecasts
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Fig. 2: Commodity prices reflect the collapse in demand, dragging down related currencies and asset prices
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recovery seems more likely. After all, even the
younger generation has now seen the value of sav-
ings.

An FX stress test
How did the world’s currencies respond to the glob-
allockdown? In brief, they reacted as expected, sug-
gesting how they are likely to respond later on.
Even though the US dollar was already expensive
in purchasing power parity terms against a broad
range of currencies, it gained further as demand
rose for USD cash and liquidity. Before the crisis,
standing (“permanent”) currency swap arrange-
ments were in place between the Fed and the cen-
tral banks of Canada, Japan, the UK, the Eurozone
and Switzerland. As the pandemic spread, these
swap arrangements were extended to Australia, Bra-
zil, Denmark, Korea, Mexico, New Zealand, Norway,
Singapore and Sweden for a six-month period. Cen-
tral banks then tapped the facility for USD 162 bil-
lion by mid-March, having started the month at zero.
As we completed this report, some six weeks lat-
er, the amount outstanding was just below USD 450
billion. Thus, it could be said, the Fed intervened in
the FX markets via these central banks by providing

them almost half a trillion dollars in short-term
(one-day to three-month) swaps. Had these swaps
not been in place, the value of the dollar would prob-
ably have spiked and been more volatile.

Thus, even among the major floating currencies,
spot prices are not always determined purely by mar-
ket forces. This would explain the dampened volatility
around the USDJPY and USDCHF exchange rates during
the days when risk aversion was particularly high.

While there can be disparities between currency
fundamentals and spot prices on any given day, our
view is that central banks cannot change the under-
lying economic fundamentals that matter over the
medium to longer term. We estimate that the Japa-
nese yen is currently undervalued by around 20 per-
cent against the US dollar, and economic history
suggests that this gap is not sustainable over time.

The initial phase of this crisis has opened up large
valuation gaps between the Swiss franc, the US dol-
lar and the Japanese yen, on the one hand, and some
of the commodities-based and emerging market cur-
rencies. In some cases, the gaps are the largest we
have seen in the past twenty years (see Fig. 2).

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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