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Quarterly Macro Report - 2nd Quarter 2023

The global economy faces headwinds as inflation persists, interest rates

increase, and the industrial sector slows down. However, the high level of

household savings accumulated during the Covid pandemic and catch-up

effects in the services sector keep growth in positive territory.

The global economy seems to be cooling gradual-
ly but steadily. In the US and Europe, the industrial
sector, as measured by production, capacity utili-
zation, and new orders, is showing signs of de-
cline. Despite these challenges, economic activity
remains at an exceptional level, considering the
impact of high inflation, loss of consumer pur-
chasing power, and tighter monetary conditions.

Savings from pandemic period support
consumption

A key reason for the world economy’s continued
resilience is the high level of household savings
that were accumulated during the Covid-19 pan-
demic. In the US, where saving rates were already
high due to limited consumption opportunities
during the pandemic, an additional fiscal stimulus
program further stimulated savings. Designed to
encourage consumption, the American govern-

ment provided private households with so-called
“cheques”. With the increase in disposable in-
come, however, private households focused on
boosting their savings rather than just consump-
tion. Thanks to these additional reserves, many
consumers can now partially compensate for their
loss of purchasing power and maintain consump-
tion at a high level.

The resilience of the global economy is partic-
ularly evident in the services sector, which is ben-
efitting from catch-up effects from the pandemic
and is trending upwards. Sentiment among ser-
vice providers has improved significantly in recent
months. There is also an upswing in consumer
sentiment, but general confidence remains low.

Inflation remains biggest challenge
The gradual slowdown in economic activity comes
at a price. Due to continued high consumption

Fig. 1: Leading indicators have improved
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Economic activity has continued to de-
cline. However, economic sentiment
has improved in recent months. Consu-
mers and producers are more confident
about the future, which may help to
stem the negative economic trend.
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and a labor market with full employment, inflation
has persisted. While headline inflation has de-
clined due to lower energy prices with rates of 6.0
percent in the US, 6.9 percent in the Eurozone,
and 10.4 percent in the UK, core inflation contin-
ues to rise in the Eurozone and the UK. Despite
the tightening of monetary conditions, price dy-
namics have not yet been curbed. Further steps by
central banks, who played a big role in fostering
inflation by expanding the money supply at the
beginning of the Covid-19 pandemic, will be nec-
essary. Historically, interest rates needed to be
higher than core inflation to combat inflation.
However, recent incidents in the financial sys-
tem are likely to compel central banks to reassess
their approach to monetary policy. The increase in
interest rates has resulted in substantial losses in
asset values, leading to significant reductions in
banks’ equity. This issue was brought to the fore-
front with the collapse of two American banks,
which created great uncertainty in the financial
system and ultimately contributed to the downfall
of Credit Suisse, one of Europe’s largest banks. In
this context, central banks will be forced to priori-
tize financial stability over price stability and to ad-
just their monetary policy accordingly. While the
recent decline in capital market interest rates may

alleviate some tensions, there is a risk that central
banks may refrain from further interest rate adjust-
ments, leading to entrenched inflation.

China’'s powerful recovery?

China’s economy, which had plummeted into a
deeper recession towards the end of last year due
to the sudden lifting of the zero-Covid policy, ap-

«The banking crisis puts central
banks in a tight spot»

pears to be slowly recovering. While there is no
clear evidence of a significant upswing in real
economic data, there is a marked improvement in
sentiment among producers and consumers. Ser-
vice providers are more optimistic about the fu-
ture than they have been in over a decade. There
is thus potential for a strong economic recovery in
China similar Western economies driven by catch-
up effects from the Covid pandemic. However, the
extent of this recovery will also depend on how the
global decline in demand for goods will impact
China’'s exports in the coming months.

Table 1: Macroeconomic estimates (in %)

GDP Growth Inflation "l‘;‘aetr::t Gx&:ﬁh

Trend 2023EF 2024F 2023F 2024F Q22023 y/y04/2023
USA 1.6 1.0 1.2 45 4.0 5.0 -5.8
Eurozone 1.0 0.4 14 5.0 4.0 3.0 -2.2
UK 17 0.0 1.0 55 55 4.25 0.0
Switzerland 14 0.6 1.2 3.0 25 15 -67
Japan 11 14 1.0 3.0 2.0 -01 43
China 45 4.0 4.0 2.2 2.2 435 5.8
Brazil 1.2 1.2 14 42 4.0 13.75 -17
India 5.0 6.0 6.5 5.0 5.0 6.5 9.9
Russia 1.0 0.0 1.0 10.0 4.0 75 225
World 2.9 25 3.0 55 4.0 - -

Source: Refinitiv, Wellershoff & Partners
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Fig. 2: Saving rates in the US have surged during the Covid pandemic
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The household savings rate, measured
as the ratio of savings to disposable in-
come, has surged to over 30 percent
during the Covid-19 pandemic. The ac-
cumulation of savings is presently aid-
ing many consumers in offsetting the
decline in purchasing power and sus-
taining consumption levels at a high
rate.

Fig. 3: Core inflation rates remain stubborn in advanced economies
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Headline Inflation rates have eased in
recent months due to a fall in energy
prices. Nevertheless, core inflation
(which excludes volatile energy and
food prices) has shown persistent resil-
ience and has only slightly decreased.
In some economies as the Eurozone
and United Kingdom, core inflation
rates are still increasing.

Fig. 4: Central banks are fighting inflation
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In recent months, the central banks of
Western economies have significantly
increased interest rates. However, in
most economic areas, interest rates
continue to remain below inflation rates.
Historically, a successful fight against
inflation required interest rates to be
higher than the inflation rates.



Foreign Exchange
Currency markets witnessed significant volatility in
the first quarter of the year. The different senti-
ments and perceptions in the financial markets ab-
out the future of interest rates, inflation and growth
resulted in diverging capital flows and correspon-
ding changes in the major exchange rates.

The US dollar weakened at the beginning of
the year, as it had done towards the end of the
previous. The American currency then experien-

«Qil price drop takes toll on
commodity currencies.»

ced a brief recovery before losing value again in
the wake of the banking crisis. Still, the dollar re-
mains significantly overvalued against most cur-
rencies. The biggest trading opportunities remain
against the Japanese yen, which has been one of
the weakest currencies in recent quarters and is
clearly undervalued.

Swiss Franc remains undervalued

The Swiss franc is another undervalued currency
besides the Japanese yen, which can mainly be at-
tributed to Switzerland>s moderate inflation rates.

These rates are significantly lower than those in ot-
herindustrialized nations. However, experience has
shown that it can take some time for these imba-
lances to be resolved. As of the first quarter of this
year, the Swiss franc has not yet been able to ap-
preciate sustainably.

Weak commodity currencies, strong Me-
xican peso

Commodity currencies have weakened significant-
ly this year due to the drop in oil prices. The Norwe-
gian krone and the South African rand have both
declined by 6 percent, while the Australian dollar
has fallen by 2 percent. These currencies are all
from countries whose exports, and therefore cur-
rency demand, are heavily reliant on natural re-
sources.

The Mexican peso is among the best-perfor-
ming currencies this year, having gained 7 percent
against the US dollar. A major factor contributing to
its strength may be the credible approach of Mexi-
coss central bank in addressing high inflation rates.
Interest rates have been raised in 15 consecutive
steps to over 11 percent, a level significantly higher
than that of most other economies.

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 informa-
tion 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 assumptions. Different assumptions could result in
materially different results. Certain services and products are subject to le-
gal restrictions and cannot be offered worldwide on an unrestricted basis.
Although all information and opinions expressed in this document were ob-
tained from sources believed to be reliable and in good faith, no representa-
tion 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 market
in certain securities is illiquid, and therefore valuing such investments and
identifying the risks associated therewith may be difficult or even impossi-
ble. 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 investment is no guarantee for its future performance.
Some investments may be subject 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 objectives, financial situation
and needs of our individual clients and we recommend that you take finan-
cial and/or tax advice as to the implications (including tax liabilities) of in-
vesting 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 Weller-
shoff & Partners Ltd. expressly prohibit the distribution and transfer of this
document to third parties for any reason. Neither Perpetual \WWealth nor Wel-
lershoff & Partners Ltd. will 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 circumstances as may be permitted by ap-
plicable law.
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