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The economic outlook remains positive despite the ongoing war in Ukraine. Fol-

lowing the Omicron wave throughout the winter months, Europe has a lot of catch-

ing up to do, but has also a lot of exposure to the war now. The US have less pent-

up demand but are also less affected by the conflict. However, high inflation is

holding back economic development. With the Ukraine war causing additional in-

flationary dynamics, the medium-term outlook has deteriorated.

With regards to the economic recovery from the
Corona-related slump, the US have always been
one step ahead of Europe. After the end of the pan-
demic, Europe would have been in an ideal position
to close the gap with the US. With the lifting of Co-
vid restrictions in recent months, economic senti-
ment indicators in the service sector jumped
throughout the euro zone as well as in the UK and
Switzerland. The EU labor market is in good spirits
with unemployment at 6.8 percent in February,
standing already significantly lower than before
the Corona pandemic (7.2 percent). The industrial
sector was hopeful that supply chain problems
were to ease over the coming months. After the
stagnation of industrial production in the last year,
the manufacturing industry was facing increasing-
ly full order books.

However, the Ukraine war now represents a turning
point in many respects. In the first months of the
year, it can be expected that the pent-up demand
during the pandemic will ensure robust economic
development despite the war. Beyond this, howe-
ver, uncertainty has increased noticeably. Yet, the
direct impact of the war on global trade will be mo-
dest. Only 4 percent of European Union exports go
to Russia and 1 percent to Ukraine.

More crucially, however, the war will give a fur-
ther boost to the already high inflation rates via hig-
her energy prices. We estimate that the increase in
the price of oil since the beginning of the year will
lead to inflation being one percentage point hig-
her on average over the next twelve months in
both the US and the eurozone. For the US, this
means that inflation will not decrease from the

Fig. 1: World growth expected to be at trend levels in near future
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The ongoing war in Ukraine further
adds to the already worrying inflationa-
ry dynamics. However, the big central
banks are likely to implement policy de-
cisions with velvet gloves in order to
not choke economic activity. Hefty eco-
nomic headwinds are currenty challen-
ging China, partly caused by renewed
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strict lockdowns. At the same time the
Chinese government is making signifi-
cant concessions to the US to prevent
further escalations in the trade conflict.



current level (7.9 percent) as quickly as assumed
previously. In the eurozone, a possible easing from
the record high inflation rate of 7.5 percent de-
pends largely on whether the war will cause fur-
ther price spikes in the energy markets.

Inflation slows economic development
High inflation rates cause a slow-down in economic
development in the longer-term primarily via three
channels. First, higher prices mean that households
can afford less, reducing real consumer spending.

Second, companies’ margins come under pres-
sure unless they can pass on the full impact of hig-
her purchase prices. Theoretically, it would be fa-
vorable for companies to increase borrowing, as
corporate earnings are growing in line with inflati-
on while interest on debt remains comparatively
low. However, a look at the past shows that com-
panies’ investment decisions are hardly driven by
credit conditions. More significant is the economic
outlook, which is usually clouded in times of high
inflation. Thus, high inflation and the associated
uncertainty are negative for companies.

Third, high inflation rates force central banks to
become more restrictive in their monetary policy
stance. The European Central Bank (ECB) therefo-
re announced at the beginning of March that it

would accelerate the exit from its bond-buying
program. The goal is to end bond purchases by the
third quarter this year. Only then will the ECB con-
sider possible interest rate hikes. Overall, the ECB
is in a difficult position facing run-away inflation
rates as well as a slowing economy in an uncertain
environment. The US Federal Reserve is a step

There is an increased risk that
market participants will adjust their
expectations, propelling inflation to
take on a life of its own.

ahead and raised the federal funds rates by 25 ba-
sis points to 0.25-0.50 percent at its March mee-
ting, with further rate hikes likely. Details on balan-
ce sheet reductions will be decided upon at the
next meeting.

Fear of wage-price spiral

Already, inflation weighs on US consumers, pus-
hing consumer sentiment to a new decade low.
With the latest increases in European inflation ra-
tes, there, too, grows the risk that market partici-
pants will adjust their expectations, offsetting
wage-price spirals.

Table 1: Macroeconomic estimates (in %)

GDP Growth Inflation ";‘aetr:;t Gr':)"x;‘:}’m
Trend 2021 2022F 2021 2022F Q12022 Q12022
USA 31 5.7 31 47 6.8 0.50 12.6
Eurozone 2.9 53 2.9 2.6 6.4 -0.50 91
UK 17 14 41 2.6 7.6 0.75 8.0
Switzerland 14 37 27 0.6 21 -075 38
Japan 1.0 17 2.6 -0.2 15 -010 6.4
China 45 8.1 5.4 -1.6 17 435 47
Brazil 11 4.6 15 8.3 7.9 175 15
India 5.0 8.1 10 51 55 4.00 10.3
Russia - - - 6.7 - 20.00 15.8
World 2.9 5.0 4.4 6.5 - 7.0
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Fig. 2: Inflation rates in advanced economies outpace emerging markets
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In the past, inflation rates in emerging
countries have been 2-4 percentage
points above those for western nations,
most of them struggeling to even
maintain the self-imposed inflation tar-
get of 2 percent annually. Recently, this
relationship inverted with advanced
economies experiencing fast price ac-
celerations. In March, US consumer
price inflation stood at 7.9 percent,
while its European pendant rose to 7.5
percent.

Fig. 3: Further price increases ahead
Contribution of oil price on inflation dynamics in the eurozone
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In the eurozone, inflation rates have
reached new all time highs. However,
an easing is not in sight any time soon,
given the importance of energy prices.
The key question thus becomes, for
how much longer price dynamics will
remain that elevated. The longer infla-
tion rates stay elevated, the higher the
risk for inflations expectations becom-
ing detached, triggering a wage-price
spiral.

Fig. 4: Rising interest rates having little impact so far
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High inflation rates are forcing central
banks to adopt a more restrictive mone-
tary policy. Multiple 0.5 percentage
point interest rate hikes by the US Fed
are becoming more realistic. A direct
channel through which a rise in interest
rates has a dampening effect on the
economy is the real estate market. Ri-
sing interest rates (in the US from below
3% to 4.6% for 30-year mortgages) lead
to lower demand for mortgages, thus to
falling house prices and lower construc-
tion activity - albeit with some delay.



Foreign Exchange

The Russian invasion of Ukraine caused turmoil on
the financial markets. Overall, a flight into safety
was observed. Besides government bonds and
gold, "safe haven currencies” such as the US-Dol-
lar and the Swiss Franc were temporarily highly
sought after. However, the market uproar passed
almost as quickly as it arose. The US-Dollar mana-
ged to hold on to its gains. The Japanese Yen on
the other hand - usually a favored currency in

So far Russia has been able to
defend its currency, bringing it back
to its February levels.

times of crisis — disappointed. This was at least
partly caused by the reaffirmed commitment of
the Japanese Central Bank to economic stimulus
while most other large central banks are conside-
ring a tighter policy stance. Due to its geographi-
cal proximity to the Ukraine conflict the Euro suf-
fered losses, too.

Russian Ruble collapsed and returned
Already struggling, the Ukraine war has become a

nightmare for the Russian economy. With interna-
tional sanctions against the country — amongst
them the freezing of internationally held assets by
the Russian Central Bank and preventing some
Russian banks from accessing international pay-
ment systems — the Ruble lost half of its value and
rose to over 130 against the US-Dollar. Russia re-
sponded promptly with the implementation of capi-
tal controls. These include the prevention of foreign
investors from exiting their investments. At its
March meeting the central bank affirmed its inter-
est rate of 20 percent. Moreover, President Putin
demanded all future gas payments by Europe to be
executed in Ruble. Following this announcement,
the Ruble retracted to its February levels.

Strong Brazilian Real

A side effect of the military conflict in Ukraine is
additional pressure on global commodity markets.
On the winning side of this dynamic is Brazil. The
Real reached its strongest level since the outbreak
of the Covid crisis, trading at 4.8 against the US-
Dollar despite inflation exceeding 10 percent. An
aggressive tightening policy by the central bank,
the hope for a less hard impact of the war on the
Brazilian economy as well as the elevated commo-
dity prices have been supporting the currency.

Fig. 5: FX performance and valuations
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Disclaimer

This his report has been exclusively prepared and published by WPuls AG
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 invest-
ment or other specific product. The analysis contained herein is based on
numerous assumptions. Different assumptions could result in materially dif-
ferent results. Certain services and products are subject to legal restrictions
and cannot be offered worldwide on an unrestricted basis. Although all in-
formation and opinions expressed in this document were obtained from
sources believed to be reliable and in good faith, no representation or war-
ranty, express or implied, is made as to its accuracy or completeness. All in-
formation and opinions indicated are subject to change without notice.
Some investments may not be readily realizable if the market in certain se-
curities is illiquid and therefore valuing such investments and identifying 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 in-
vestment is no guarantee for its future performance. Some investments may
be subject to sudden and large falls in value and on realization you may re-
ceive 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, financial situation and needs of our in-
dividual clients and we recommend that you take financial and/or tax advice
as to the implications (including tax liabilities) of investing in any of the
products mentioned herein. This document may not be reproduced or circu-
lated without the prior authorization of Perpetual Wealth AG or WPuls AG.
Perpetual Wealth AG and WPuls AG. expressly prohibits the distribution and
transfer of this document to third parties for any reason. Neither Perpetual
Wealth nor WPuls AG. will not be liable for any claims or lawsuits from any
third parties arising from the use or distribution of this document. This re-
port is for distribution only under such circumstances as may be permitted
by applicable law.
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