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The business cycles in most major economies have become asynchronous, which

is helping to stabilize global growth. Europe and China are likely to see higher

growth in the winter quarters, while the US is likely to experience a slowdown.

The global economy continues to be dominated
by regional trends. While the UK, parts of Europe,
and Japan are struggling to emerge from a period
of very weak performance, China is in outright re-
cession, and the US continues to grow at or above
trend.

At the heart of these developments is the
global cycle of demand for goods, which remains
weak. The massive excess demand during and im-
mediately after COVID has turned into an excess
supply situation. Recently, however, we have seen
the first signs of stabilization, at least in manufac-
turers’ sentiment. This makes us optimistic that in-
dustrial production will be able to make a positive
contribution to growth in the coming winter quar-
ters. This should benefit industry-heavy econo-
mies such as China, Japan, Germany, and even
Switzerland.

US growth to soften

At the same time, US growth appears to be cool-
ing. After avery strong second half of 2023, growth
fell to below trend levels in the first quarter of this
year. Recent leading indicators point to further
weakness in US growth. On the one hand, higher
mortgage rates are taking their toll on construc-
tion activity, while on the other hand, the strong
performance of the services sector appears to be
moderating due to still relatively strong compen-
sation increases. With real wages currently rising
at a strong pace, tight labor market conditions are
also expected to ease.

With the US slowing and China and Europe im-
proving, the global economy will continue to grow
at a steady pace of just below three percent. At
the same time, we continue to see star perform-
ers in India and Indonesia, where growth this year
will be above trend at close to six and five percent,

Fig. 1: Global economy dominated by regional trends
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While the US is still growing at or
above trend, growth in the world's big-
gest economy seems to be cooling.
The recent stabilization of the global
industrial sector may benefit coun-
tries such as China, Japan, Germany,
and Switzerland. Overall, the economic
outlook remains favorable.
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respectively. Overall, the economic outlook re-
mains favorable.

This cannot be said of the geopolitical situa-
tion. The major conflicts in Ukraine and in Gaza are
unlikely to end anytime soon. Political elections
in Germany this September might destabilize the

“A slowdown in the US would help
prices return to sustainable levels.”

country, at least in the eastern part, and of course,
the presidential election in the US provides ma-
jor political uncertainty that might weigh on eco-
nomic sentiment and growth going forward.

Slow progress on inflation

Inflation remains a problem in almost all industrial-
ized countries. Recent experience has confirmed
our view that further significant reductions in in-
flation are only possible in an environment of weak
growth or recession. This has helped bring Euro-
pean inflation down significantly recently and ex-
plains why progress on inflation in the US is prov-
ing stubbornly difficult. Newest figures have shown

some improvement there too, but at the cost of
falling growth rates. In the Eurozone and in Japan,
core inflation has started to increase again in the
last few months.

With wage growth above core inflation in many
countries, it remains difficult to see how central
banks could feel comfortable loosening monetary
policy more aggressively anytime soon. This leaves
us with the uncomfortable observation that in all
major currencies, except the yen, capital market
rates are well below money market rates. Such an
inversion of the yield curve can only be justified in
two scenarios. One is an imminent global reces-
sion. The other is an aggressive policy of interest
rate cuts. As we do not see sufficient evidence to
predict either one of these, there is a high proba-
bility that capital markets will generate instabilities
that could come as a great surprise to most market
participants.

Table 1: Macroeconomic estimates (in %)

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

Trend 2024FE  2025F  2024E  2025F Q32024 y/y07/2024
USA 18 14 1.6 3.2 22 5.50 -3.6
Eurozone 11 0.6 14 2.8 2.4 375 -6.1
UK 17 0.6 15 3.2 2.8 5.25 -48
Switzerland 13 0.8 1.6 15 13 1.25 -12.6
Japan 11 1.0 1.2 2.0 15 0.10 2.8
China 45 43 45 0.8 15 435 -4.2
Brazil 14 18 1.8 4.0 32 10.50 101
India 5.0 6.3 5.5 45 4.2 6.50 7.9
Russia 1.0 2.0 1.0 6.2 45 16.00 9.5
World 3.0 2.8 31 44 3.6 - -

Source: LSEG, Wellershoff & Partners
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Fig. 2: Decline in US construction activity
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The rise in US capital market interest
rates this year has led to a significant
fall in our leading index of construc-
tion activity. We have to assume that
investment in real estate will be below
trend in the second half of the year.

As construction is very labor-inten-
sive, this could have a noticeable im-
pact on the labor market and hence on
consumption.

Fig. 3: Inflation will remain a problem
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In the major currencies, with the ex-
ception of Japan, core inflation is still
below wage inflation. While implicit
real wage increases are supporting
consumption, the cost implications will
make it difficult for core inflation to fall
quickly in the future. The main problem
for central banks remains inverted yield
curves, which need to normalize before
a new global expansion can take place.

Fig. 4: Services inflation outpacing goods inflation in the US
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A look at the inflation rates for con-
sumer services and consumer goods
illustrates the same point. As the
post-Covid excess-demand for goods
pushed up goods inflation to unknown
heights, services inflation was slow to
rise. Now, services inflation is outpac-
ing goods inflation. As the US is a very
services-heavy economy, headline in-
flation will remain stubbornly high for
some time to come.



Capital Market

The markets had expected a broad loosening of
monetary policy in the US and Europe. However,
they were disappointed in the last quarter. The
US Federal Reserve has left the policy rate un-
changed, and only one interest rate cut, if at all, is
expected this year. The main reason for this is that
overall and core inflation rates are cooling more
slowly than the US Federal Reserve would like. Al-
though the US economy is still proving to be ro-
bust, the economic data suggests that it may have
peaked.

“Expectations of large interest rate
cuts were again disappointed in the
last quarter.”

Long-term interest rates and corporate
spreads unchanged

In Europe, some central banks have eased their
monetary policy, albeit less than expected. The
European and Swiss central banks cut their policy
rate in the last quarter by one cut. The slowdown
in inflation has proved to be more sustainable. To-
gether with the rather weak economy, the interest

rate cuts by both central banks appear to be jus-
tified. It is somewhat surprising, however, that the
Bank of England is sticking to its restrictive policy
despite falling inflation rates and a weak economy.

Nevertheless, capital markets appear to be
largely unresponsive. Interest rates for 10-year
government bonds are almost at the same level as
at the end of the last quarter. In the US, the in-
terest rate for 10-year government bonds is back
at 4.2 percent, having temporarily risen to 4.6 per-
cent in April due to increased tensions in the Mid-
dle East. Similarly, the interest rates for 10-year
government bonds in Germany and Switzerland
are back at 2.4 percent and 0.6 percent, respec-
tively. As a result, the yield curves continue to be
widely inverted. Only two scenarios can explain
this untenable situation: Either a global recession
is imminent, or policy interest rates will be cut ag-
gressively in the near future. Both scenarios seem
rather unlikely, which could lead to an unpleasant
surprise in the capital markets.

The market for corporate bonds also appears
unbothered. Credit spreads remain at an unusu-
ally low level, especially for lower-quality corpo-
rate bonds. It seems that hopes for a timely easing
of monetary policy and thus improved financing
conditions still prevail.

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

USA Eurozone

United Kingdom

in Percent

2005 2010 2015 2020 2025

3 month rates & futures

EUR UsD Carry

5.0
4.0
3.0
2.0

1.0
0.0
-1.0

Percent




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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