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Quarterly Macro Report - 4th Quarter 2023

The European economy continues to slow down, raising concerns about an

impending recession while the Chinese economy faces ongoing challenges in its

recovery efforts. In contrast, the US economy remains resilient, even surpassing

its long-term growth path.

Last summer, our quarterly macro report high-
lighted the challenging outlook for the global
economy. Our evaluation was based on two fun-
damental observations. Firstly, there were nota-
ble imbalances emerging in the aftermath of the
Covid-19 pandemic. The economic recovery from
the pandemic was exceptionally strong and rapid,
fueled by extensive fiscal and monetary policy
measures. For instance, American households’
goods consumption temporarily surged, surpass-
ing the current trend level by almost 20 percent.

This overstimulation provoked a rapid surge in
inflation. It was clear that central banks, though
hesitant at the time, would need to implement
substantial interest rate hikes to rectify these im-
balances. The second observation focused on the
sentiment of both businesses and consumers,
which gradually soured amidst unsustainable eco-
nomic growth and escalating inflation.

Economic slowdown becomes evident
Reflecting on the past year, interest rates have sig-
nificantly increased, business sentiment has fur-
ther declined, and consumer confidence has im-
proved somewhat but remains low. Moreover,
recent months have revealed tangible signs of an
economic downturn in Europe, evident in reduced
consumer spending and decreased corporate in-
vestments. Consequently, the eurozone finds it-
self on the brink of a recession. In Germany and
Switzerland, economic indicators strongly suggest
that the downturn has already taken hold.
However, the US economy continues with pos-
itive momentum, even in the face of subdued con-
fidence indicators. Economic growth is expected
to stay above its long-term trend in the third quar-
ter, reflecting its performance in the second quar-
ter of this year. The only area of concern appears
to be the gradual weakening of the labor market.

Fig. 1: Leading indicators at trend levels
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The global economy has recently

grown slightly above trend, thanks to

strong growth in the USA and sev-

eral emerging markets. However, lead-

ing indicators suggest that growth will
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months.
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Effect of positive real interest rates

A crucial factor contributing to the American
economy's resilience and the postponed eco-
nomic downturn in Europe is the cautious ap-
proach to monetary policy. Western central banks
responded to the escalating inflation rates be-
latedly and indecisively, keeping interest rates
considerably below core inflation levels for an ex-
tended period. Negative real interest rates typi-
cally bolster demand, making spending more at-
tractive than saving.

«A crucial factor contributing to
the American economy'’s resilience
and the postponed economic
downturn in Europe is the cautious
approach to monetary policy.»

Additionally, the expansive fiscal policies imple-
mented by the US government play a crucial role
in propping up the economy. A significant fis-
cal deficit of 2 trillion US dollars is expected for

this year. A substantial portion of these additional
expenditures is allocated to programs designed
to alleviate the impact of inflation on the public.
Nonetheless, a slowdown in the American econ-
omy appears to have been merely postponed, not
avoided. Otherwise, a looming risk of inflation per-
sistently surpassing the target range set by the
Federal Reserve (Fed) remains. However, the Fed
has recently emphasized its determination to pre-
vent this scenario from unfolding.

China continues to face recession

There is little anticipation of any positive impulse
for Western industrialized nations from China. The
world's second-largest economy continues to
grapple with a recession. While the economic de-
cline hasn't worsened in recent months, a sustain-
able recovery isn't on the horizon either. Domestic
consumption remains lackluster, and challenges
persist in China’'s vital real estate sector. On a pos-
itive note, the threat of an imminent deflationary
phase hasn't manifested. Core inflation, although
exceptionally low at +0.8 percent, still remains far
from a persistently negative value.

Table 1: Macroeconomic estimates (in %)

GDP Growth

Trend 2023E 2024E

Interest Money
Rates Growth M1

2023E 2024 Q42023 y/y10/2023

Inflation

USA 1.6 22 1.2 4.0 3.6 5.50 -10.5
Eurozone 11 0.4 11 55 35 4.00 -10.4
UK 17 0.2 1.0 75 35 5.25 -8.7
Switzerland 1.3 0.7 1.2 2.0 22 175 -17.8
Japan 11 1.8 1.0 3.0 2.0 -0.10 42
China 45 45 4.5 0.5 1.5 4.35 2.3
Brazil 14 3.2 17 5.0 4.0 12.75 0.0
India 5.0 6.3 6.5 5.3 45 6.50 7.2
Russia 1.0 0.8 0.9 5.2 5.0 13.00 274
World 3.0 2.9 2.7 6.0 48 - -

Source: Refinitiv, Wellershoff & Partners
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Fig. 2: Real interest rates gradually return to positive territory
Inflation adjusted (= real) interest rates in industrialized countries since 2000
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Central banks of industrialized nations
have had real interest rates (interest
rates adjusted for core inflation) sig-
nificantly below zero over the past two
years. Only gradually, through further
interest rate hikes and the decline in
inflation, are real interest rates moving
back towards positive territory.

Fig. 3: US goods consumption remains at exceptionally high levels
Inflation adjusted (= real) US consumption compared to its trend level since 1960
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The consumption patterns of American
households have significantly shifted
amid the Covid-19 pandemic. There
was a notable increase in the con-
sumption of goods, while services ex-
perienced a decline. Although service
consumption has since normalized, the
consumption of goods continues to re-
main significantly above its long-term
trend level.

Fig. 4: Sentiment in the Euro area highlight the economic challenges
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The sentiment among service and in-
dustrial companies in the euro area has
further deteriorated in recent months,
reflecting the challenging economic
outlook. While consumer confidence
has slightly improved, it remains at a
low level.



Foreign Exchange

The disparity in economic strength among indus-
trialized nations is reflected in the currency mar-
kets. Thanks to the robustness of the US economy,
the US dollar has rebounded from its extended
period of weakness since the end of last year and
undergone a significant appreciation in the third
quarter of this year. When measured on a trade-
weighted basis, the value of the American cur-
rency is now approximately 3 percentage points

«Resilient US economy strengthens
the dollar.»

higher than at the beginning of the year. With this
recent appreciation, the US dollar remains signifi-
cantly overvalued against most currencies from
the perspective of purchasing power parity.

Weak euro and British pound

On the contrary, the euro and the British pound
faced devaluations over the last quarter, indicat-
ing a threat of an impending recession. The euro

depreciated by about 4 percent against the US
Dollar, while the British pound experienced an
even sharper decline of 5 percent.

Despite the trend of weak economic perfor-
mance, the Swiss franc successfully managed to
resist a downward spiral. Although the Swiss cur-
rency lost some momentum in September due to
the unexpected decision by the Swiss National
Bank to hold off on further interest rate hikes, its
overall quarterly performance remained positive
compared to most currencies.

Japanese yen continues to decline

The Japanese yen continued to face a notable de-
preciation in the third quarter of this year and re-
mains the most undervalued G-10 currency. The
Bank of Japan's unwavering commitment to ul-
tra-expansive monetary policies, despite high in-
flation rates, has exerted tremendous pressure
on the currency. Conversely, the Chinese ren-
minbi has stabilized. After intentionally allowing
the currency to depreciate for an extended pe-
riod to bolster its domestic economy, the Chi-
nese government has implemented measures to
prevent further devaluation. Since mid-August,
the Chinese currency has predominantly moved
sideways.

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 complete-
ness. All information and opinions indicated are subject to change without
notice. Some investments may not be readily realizable if the market in cer-
tain 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 perfor-
mance of an investment is no guarantee for its future performance. Some
investments may be subject to sudden and large falls in value and on re-
alization you may receive back less than you invested or may be required
to pay more. Changes in foreign exchange rates may have an adverse ef-
fect on the price, value orincome of an investment. We are of necessity un-
able to take into account the particular investment objectives, financial sit-
uation and needs of our individual 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 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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