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The global economy is at a critical turning point: China is facing ongoing

challenges, growth is stagnating in Europe, and the United States is witnessing a

significant slowdown. Encouragingly, there has been notable progress in the

fight against inflation.

Even if the darkest predictions of the past year,
such as a potential shortage of gas and electric-
ity in Europe or an uncontrolled surge in inflation,
never materialized, the backdrop for the world
economy remains challenging in the new year.
Economic momentum is still declining or remains
at low levels across most countries.

These challenges are particularly evident in
China, which is still struggling with recession and
even gaining momentum. In recent months, sen-
timent indicators in both the services and the in-
dustrial sectors have shown minimal improvement
and remain at low levels. Furthermore, the crisis in
the real estate sector continues, and foreign trade
figures remain well below the level of 2022. There
is a risk that the inflation rate, currently standing
at -0.5 percent, may continue to fall if this bleak
scenario persists. Additionally, the poor numbers
in China's external sector and the subdued price

development are clear indicators that global de-
mand for goods remains low or may decline even
further.

Europe is close to a recession

The weak goods cycle also weighs heavily on Eu-
rope. The substantial decline in both exported
goods and imports of intermediate goods viv-
idly illustrates the weak international demand for
European products. Against this backdrop, the
growth of Europe’s economy has come to a com-
plete standstill throughout 2023. The low point,
however, may still be on the horizon. In the fourth
quarter of last year, economic momentum in It-
aly and France significantly slowed down. There is
therefore the threat of the entire European econ-
omy gradually converging with that of Germany,
which remains in recession and is not yet showing
any signs of recovery.

Fig. 1: Leading indicators pointing towards a cooldown
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Thanks to the resilience of the United
States and the strong performance of
major emerging market economies like
India, the world economy has grown
above its trend levels over the past
year. However, leading indicators sug-
gest a slowdown in the coming six
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months with momentum expected to
decline, particularly in industrialized
| economies.
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So far, only a few emerging markets, like India or
Indonesia, along with the United States have man-
aged to escape the prevailing global economic
downturn. Nevertheless, the US economy no-
ticeably lost momentum in the fourth quarter. In-
dustrial production, capacity utilization and for-
eign trade are declining in real terms. Moreover,
there are early indications of a gradual slowdown
in American consumer spending. While private in-

“The economic challenges have
had a positive impact by notably
slowing down inflation rates since
the summer of last year.”

comes continue to grow robustly, consumer ex-
penditures are falling below this positive trend.
The default rate on credit card loans has also re-
cently reached a new high compared to the last
10 years.

Progress in inflation mitigation

The economic challenges have had a positive im-
pact by notably slowing down inflation rates since
the summer of last year. The core rate in the US fell
from 4.7 percent in July to 3.9 percent in Decem-
ber. In the eurozone, it decreased from 5.3 to 3.4
percent in the same period. In addition to the eco-
nomic downturn, the substantial depreciation of
the Renminbi is also likely to have played a role in
mitigating inflation. This devaluation has enabled
many Western companies to procure their inter-
mediate goods at lower costs, thus reducing price
pressure.

Still, it would be premature to declare victory
over inflation at this point. Further progress in
curbing inflation is likely to be difficult. Currently,
wage growth in both the US and Europe exceeds
5 percent, well above the prevailing inflation rate.
This considerable increase in real income is ex-
pected to boost household consumption in the
upcoming months, keeping overall economic de-
mand at a high level. The recent marginal decline
of only 0.2 percent in the core inflation rate in the
United States from September 2023 to December
2023 should be seen as an early warning signal.

Table 1: Macroeconomic estimates (in %)

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

Trend 2023EF 2024F 2023F 2024F Q12024 y/y01/2024
USA 1.6 24 1.2 3.8 34 5.50 -97
Eurozone 11 0.2 0.8 55 35 450 -9.3
UK 17 0.2 0.8 7.0 35 5.25 -9.8
Switzerland 1.3 0.5 1.2 1.9 2.0 175 -187
Japan 11 1.8 1.0 3.0 2.0 -0.10 3.8
China 45 45 45 0.5 15 435 13
Brazil 15 3.0 17 5.0 4.0 1175 0.5
India 5.0 6.3 6.5 5.3 45 6.50 7.9
Russia 1.0 0.8 0.9 5.2 5.0 16.00 15.4
World 3.0 2.9 27 6.0 48 - -

Source: LSEG, Wellershoff & Partners
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Fig. 2: Substantial progress in mitigating inflation
Core inflation rates in industrialized economies
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Against the backdrop of weak eco-
nomic momentum, core inflation rates
have significantly decreased in most
industrialized economies since last
summer. Achieving further progress,
however, is likely to be difficult.

Fig. 3: Wage growth significantly surpasses inflation
Annual growth rates of wages and inflation in industrialized economies
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Wages currently grow significantly
stronger than inflation. This increase
amends purchasing power losses from
previous years when wages failed to
keep pace with inflation. The strong
wage growth is expected to support
consumer spending and overall eco-
nomic demand.

Fig. 4: World trade in decline
Annual growth rate of world trade
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The ongoing decline in global goods
demand is evident when looking at the
significant drop in worldwide trade vol-
ume compared to the previous year.
This weakened trade volume is also re-
flected in the decreasing foreign trade
figures of many industrialized nations.



Capital Market

Last fall, long-term interest rates rose significantly.
For example, the yield on 10-year US treasuries
reached a high of almost 5 percent in October.
However, they fell again considerably in Novem-
ber and December, even dipping below 4 percent.
A similar trend was observed for European govern-
ment bonds; the yield on 10-year German govern-
ment bonds dropped from nearly 3 percent in Oc-
tober to 2 percent by the end of the year.

“The downside potential in capital
markets is considerable.”

The noteworthy decline in long-term interest rates
at the year's end is attributed to successful efforts
in controlling inflation in 2023, surpassing most ex-
pectations. The lower rates also suggest the antic-
ipation of significant cuts in policy rates by central
banks this year. The Federal Reserve's monetary
policymaking body (FOMC) gives further evidence
of these expectations by stating that in its latest
meeting, the majority of its members anticipated

a cumulative reduction of 75 basis points in 2024.
However, given the recent minimal progress in
core inflation, a substantial rate cut seems unlikely
in the near future.

Deepening the yield curve inversion
Nevertheless, these shifts along the longer end of
the yield curve have exacerbated the unusual sit-
uation where the long-term investment horizon is
notably less rewarding than the short-term. This
so-called “inversion” of the yield curve has tradi-
tionally been associated with recessions. But this
scenario is not consistently reflected in the finan-
cial markets. Credit spreads, i.e. the difference be-
tween the yields of risky bonds and government
bonds, are still very low and cannot be compared
with the levels seen in times of recession. Tradi-
tionally, these spreads widen in the event of eco-
nomic turbulence,

The downside potential in capital markets
is thus substantial. Both the scenario of per-
sistently high inflation rates and the scenario of
a continued sharp decline in inflation due to fur-
ther economic weakening would cause significant
disappointment.

Fig. 5: Money market and capital market interest rates
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Yield Spread: 10-Year vs. 2-Year gov. bonds
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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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