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The macro-economic situation has deteriorated sharply in the second quarter of

the year. High inflation has reduced consumers’ purchasing power to such a de-

gree that Western economies are now facing a serious risk of a recession. Howev-

er, a slow-down in economic growth will make inflation less of an issue, thus re-

ducing pressure on central banks to tighten monetary policy too aggressively.

The outlook for the world economy has deteriora-
ted sharply over the last quarter. The main reason
for that shift has been the relentless acceleration of
worldwide inflation dynamics impacting consumer
sentiment painfully. In mid 2022, US private house-
hold sentiment has fallen to the lowest level ever
recorded in the 70-year history of the statistic. Like-
wise, surveys amongst European consumers regar-
ding the economic outlook have fallen to levels that
indicate an imminent recession. As inflation is drai-
ning purchasing power from consumers’ pockets,
the significant drop in asset prices most certainly
has added to the unease of private households.

At the same time, optimism in the corporate
sector has decreased only slightly between the
first and the second quarter of the year. The main
reasons for this are the well filled order books, ro-

bust profit margins as well as post-Covid catch-up
effects especially in the service sector. Further-
more, most corporations were able to pass on hig-
her costs to their end clients. However, this has
broadened inflation dynamics beyond energy and
food prices only. The core rate of consumer price
inflation, excluding those two volatile product ca-
tegories, has reached 6 percent in the US and clo-
se to 4 percent in Europe.

Central banks, who for a long time were reluc-
tant to admit the non-temporary nature of inflati-
on, have now started to adjust their interest rate
policies. Unfortunately, their change of course
might have come too late. Capital market rates
have already increased significantly this year. The
reference 10-year US government bond yield shot
up from 1.50 percent at the beginning of the year

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-
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strict lockdowns. At the same time the
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Chinese government is making signifi-
cant concessions to the US to prevent
further escalations in the trade conflict.



to 3.50 percent in mid-June. At the same time, the
US central bank (Fed) raised the Fed Funds Rate
by only 1.25 percentage points. As a result, inflatio-
nary expectations have further increased and are
now running at 5 percent for the coming year.

Even worse is the situation in Europe, with the
European Central Bank turning a blind eye to infla-
tion for the better part of the year. In addition to ri-
sing bond yields for better-quality debtors there
was a significant widening of credit spreads for
the fiscally weaker members of the Eurozone.

Grim outlook for the West, improved out-
look for Asia

All of this does not bode well for economic growth
in the Western world for the second half of the year.
If corporations start to react to weaker final demand
from consumers, a recession will be difficult to avo-
id in the advanced economies. In addition, credit
conditions have deteriorated significantly. While
this might not be much of an issue for cash-rich
corporations that benefited from the easy monetary
conditions in the past years, this could turn out to
be a major obstacle for real estate construction.
Hence, the uptrend in real estate prices and cons-
truction activity is likely to come to an end.

On a positive note, the recent developments in Chi-
na seem to bode well for Asia. As the Chinese go-
vernment has reduced Covid-lockdown measures,
industry sentiment has increased significantly. To-
gether with a renewed policy focus on supporting
economic development, we can hope for an impro-
ved economic outlook throughout Asia in the co-
ming quarters.

«A recession would break the back of

inflation»

While this might keep commodity prices and thus
one important source of inflation up, we feel that a
recession in the advanced economies would be
welcome to break the back of the recent uptrend in
consumer price inflation. As such, this could provi-
de much needed relieve for capital market rates
and reduce the pressure on central banks to further
increase money market rates.

Table 1: Macroeconomic estimates (in %)

GDP Growth Inflation "l‘;‘aetr:;t c';"rznwetﬁ

Trend 2021 2022F 2021 2022F Q22022 Q22022
USA 1.6 57 2.0 47 7.0 175 7.2
Eurozone 1.0 53 2.0 2.6 7.0 -0.50 81
UK 17 14 3.0 2.6 8.5 1.25 77
Switzerland 14 37 2.2 0.6 35 -0.25 33
Japan 11 17 15 -0.2 2.0 -010 55
China 45 8.1 4.0 -1.6 25 435 4.6
Brazil 1.2 4.6 0.0 8.3 10.0 13.25 0.8
India 5.0 8.3 6.5 51 7.0 4.90 12.2
Russia - - - 6.7 - 9.50 43
World 2.9 6.1 2.5 47 7.0 - 5.6

Source: Refinitiv, WPuls

Perpetual Wealth Quarterly Macro Report



Fig. 2: Likelihood of above trend growth has fallen strongly
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Falling consumer confidence, higher
interest rates and an almost inverted
yield curve seem to suggest that
growth over the coming two years will
disappoint. It looks like the strong poli-
cy measures taken during the
Covid-induced recession, while gener-
ating a strong recovery are now taking
the toll on the business cycle.

Fig. 3: US inflation close to its peak?
US consumer price inflation
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On the back of strong demand for
goods and rising energy prices inflation
has moved above 8 percent. Core infla-
tion, excluding food and energy prices,
has climbed above 6 percent, although
slightly receding over the last three
months. This might be an indication
that the worst of the inflation dynamics
is over.

Fig. 4: Money supply is growing more slowly
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Tighter monetary policy is now reality,
when judged by the money circulating
in the real economy. Across all major in-
dustrialized economies growth rates of
M2 money supply are easing. Adjusting
for inflation only Japan still displays po-
sitive growth. Shrinking real money sup-
ply however adds to recessionary fears
in the Western world.



Foreign Exchange

The growing fears of a recession — reinforced by
heavy-handed central bank action in Western
countries to slow a broadening of the inflation dy-
namics — have also impacted currency markets.
There was a broad flight to safety. Both the US
Dollar and the Swiss Franc extended their gains.
The Japanese Yen, on the other hand, experienced

stance. Since the beginning of July, it stopped
buying bonds and a first rate hike of 25 basis points
is on the table. Two big challenges remain, howe-
ver. First, the risk of a cut-off of Russian gas sup-
plies has significantly increased the probability for
an economic recession. Second, the widening
spread of borrowing costs amongst the member
states has forced the ECB to announce counte-
racting measures in form of a “anti-fracturing-pro-
gram”. Thus, unsurprisingly considering those

challenges, the Euro has extended its losses in the
second quarter, reaching its lowest level against
the US Dollar in 20 years and hovering on the ver-
ge of hitting parity.

At last, the ECB has come to admit that
inflation is most likely not a temporary
phenomenon.

further losses, approaching its lowest levels in a
quarter of a century. Similarly disappointing was
the performance of the Pound Sterling over the
past months.

Euro nearing parity with the Dollar

The Euro area is struggling with high inflation, rea-
ching 8.6 percent across the currency union in
June. At last, the ECB has come to admit that infla-
tion is most likely not a temporary phenomenon
and is now aiming for a tighter monetary policy

Japanese Yen extending losses

With most major central banks now tightening poli-
cy to combat inflation, the Bank of Japan is defen-
ding its commitment to its ultra-loose policy despi-
te inflation reaching 2.5 percent in May. This
includes a negative interest rate at -0.1 percent (un-
changed since 2016) and the unlimited purchase of
government bonds in order to maintain a yield cap
of 0.25 percent on 10-year Japanese government
bonds. This policy approach has pushed the Yen to
its lowest level against the US Dollar in 24 years.

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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