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Quarterly Macro Report - 1st Quarter 2025

The global business cycle remains out of synch. While China and Europe are

struggling, the US continues to grow at a healthy pace. Inflation continues to be

stubbornly too high.

The world economy continues to present a com-
plex picture. On one hand, the global goods cycle
remains sluggish. Despite adjustments for over-
consumption of goods during the post-Covid ex-
pansion, industrial production has yet to rebound.
Consequently, industrial sentiment remains
gloomy, and countries with significant industrial
sectors, like China and Germany, are struggling
to regain growth momentum. On the other hand,
global demand for services remains robust, pre-
venting most countries from slipping into outright
recession or supporting growth as in the service-
heavy US economy.

Low long-term interest rates have sup-
ported growth...

In this environment, low capital market interest
rates have played a crucial role in bolstering de-
mand. For industrial economies, this has meant

that real estate investments remain attractive, and
construction activities are relatively inexpensive
to finance. Consumers have also benefitted from
low debt financing costs and high asset prices.
However, this is now threatened by the recent
stubbornness of inflation to recede further. Con-
trary to consensus expectations, both the US and
Europe have experienced stagnation in core in-
flation and increases in total inflation numbers in
recent months. The primary culprit remains high
wage growth, which in some countries is the re-
sult of a catch-up move following unexpectedly
high inflation post-Covid. In many Western coun-
tries, this also reflects the combined impact of de-
teriorating demographics and, more importantly,
changed work attitudes within the labor force. In-
creasingly, employees are seeking to work fewer
hours and days, a shift in preferences that could
lead to significant wage pressures for some time.

Fig. 1: Economic sentiment in the industrialised countries
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Economic sentiment in industrialised
countries remains cautious but has
gained a little momentum in recent
months. Still, corporations expect to
see less growth than has materialized
so far. Thus, a small set-back could
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make a big difference in their willing-
ness to invest.
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is thus self-limiting. However, the consequences
for financial markets could still be significant, at
least in the short term. As markets often overlook,
it is the capital market rates, not the money market
rates, that are relevant for valuations.
Furthermore, we should not forget that in ma-
jor economies like China and the US fiscal policy
will be rather supportive for growth. Both econo-
mies should see rising deficits this year, which will
support domestic demand. We thus remain con-
structively optimistic about the economic outlook,
although this is contingent on recent political de-
velopments not escalating. The inauguration of
President Trump as well as his initial political ac-

...but recent increases threaten the
global cycle.

The persistence of stubborn inflation raises ques-
tions about whether central banks have cut in-
terest rates too early or too quickly. The markets

seem to have started to respond to this worry by

“Inflation should have declined
significantly in Europe, which is
teetering on the brink of a
recession.”

scaling back expectations for rate cuts and by in-
creasing capital market rates, which now start to
threaten some of the supporting factors for global
growth. During the coming months, we will have
to watch in particular construction activity in the
US to get a better understanding as to how fast
growth there will decelerate.

Still, we should not over-dramatize this situa-
tion. Weaker demand will eventually dampen infla-
tionary pressures, and the rise in capital markets

tions will provide some clues about what to ex-
pect in terms of trade policies from the US. Here,
too, we remain optimistic that it is in the best inter-
est of all countries involved to facilitate a benign
development.

Table 1: Macroeconomic estimates (in %)

GDP Growth Inflation "l‘;‘aetr::t Gx&:ﬁh
Trend 2024FE  2025E  2024F 2025E Q12025 y/y 01/2025
USA 18 2.8 24 25 25 450 22
Eurozone 11 0.8 1.3 2.4 2.4 3.00 1.8
UK 17 0.9 17 2.6 2.8 475 0.6
Switzerland 13 13 15 11 0.8 0.50 -11
Japan 11 -0.3 13 2.6 1.9 0.25 14
China 45 43 45 0.5 1.0 435 -37
Brazil 14 15 15 35 32 12.25 8.9
India 5.0 5.8 5.5 45 4.2 6.50 9.4
Russia 1.0 15 1.0 6.2 45 21.00 14
World 3.0 2.8 31 42 3.8 - -

Source: LSEG, Wellershoff & Partners
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Fig. 2: National income since Covid
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Fig. 3: Consumer prices since Covid
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Fig. 4: Core and wage inflation
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Capital Market
Renewed concerns about inflation have pushed
long-term interest rates higher over the past quar-
ter. Inflation has proved to be persistent worldwide,
with core inflation rates remaining well above cen-
tral bank targets. In the U.S., this has led to a sharp
rise in the yield on 10-year government bonds, in-
creasing from around 3.6% in September to 4.6%
at the end of the year.

Yield curve inversions have moderated in re-
cent months, reflecting adjustments in market ex-
pectations. In the United States, short-term in-

“Markets are counting on inflation
remaining elevated, driving global
long-term yields higher.”

terest rates decreased by 50 basis points, while
long-term rates rose by 80 basis points. By con-
trast, in the euro area, long-term rates rose more
modestly, resulting in a yield curve that remains
inverted, reflecting ongoing challenges in the re-
gion’s economic outlook.

Divergence in rate outlook persists. As widely ex-
pected, the Federal Reserve lowered their federal
funds target rate by 25 basis points at its mid-De-
cember meeting but signaled a more cautious ap-
proach going forward. The Fed emphasized its re-
luctance to cut rates too quickly, citing potential
inflationary risks associated with the Trump admin-
istration’s proposed trade tariffs. This led to a sig-
nificant repricing of rate cut expectations for 2025,
with market participants now anticipating one to
two fewer rate cuts than previously expected.

In the eurozone, the path of monetary easing
is expected to remain more accommodating than
in the U.S. Ongoing political instability and a sub-
dued economic growth outlook continue to weigh
on market sentiment. As a result, markets have
priced in a full percentage point of European Cen-
tral Bank (ECB) rate cuts by 2025, despite inflation
remaining stubbornly high.

In summary, the past quarter has shown a shift
in the yield curve with market participants adapt-
ing to persistent inflationary pressures. Conse-
quently, long-term capital market rates remain
elevated.

Fig. 5: Money market and capital market interest rates
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Yield Spread: 10-Year vs. 3-month T-Bill
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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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