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Quarterly Macro Report — 2nd Quarter 2024

Several economic indicators suggest that the recession in the global

industrial sector has bottomed out. However, this potential upturn could pose a

significant challenge for the fight against inflation

During the Covid crisis, opportunities for con-
sumption were limited. As a result, many consum-
ers felt compelled to invest in goods such as home
office supplies or entertainment items, as activities
such as going to the movies had been put on hold.
This led to oversaturation, which resulted in a sig-
nificant drop in demand for goods. Instead, con-
sumer spending shifted significantly towards ser-
vices. As demand for goods remained below the
long-term trend level, the industry has fallen into
recession worldwide.

The downturn in the goods cycle has led to
instability in several industrial-focused econo-
mies. China, the world’s largest exporter, is expe-
riencing a recession that is being exacerbated by
a severe real estate crisis. Germany, the world’s
second largest exporter of goods and Europe’s
largest economy, has been struggling with a de-
cline in per capita income since 2022. In general,

growth in the eurozone as a whole has not gained
strength after the Covid crisis. The fourth quar-
ter of 2023 was the sixth consecutive quarter in
which the economy stagnated. Only the US econ-
omy was able to escape the downturn and even
recorded significant growth in the second half of
2023, which was well above its trend.

Industrial sector bottoming out

However, a silver lining appeared on the horizon at
the start of 2024. In January and, to a certain ex-
tent, in February, sentiment among industrial com-
panies worldwide recovered noticeably. Although
this does not yet justify talking about an upturn,
since we observed a slight reversal in March and
demand levels are still low, the industrial sector
has probably bottomed out. This less pessimistic
trend is in line with a stabilization of demand for
goods in several economies.

Fig. 1: Global economy supported by stabilizing industrial sector
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The global economy continues to grow
above trend, with the United States as
the world's largest economy and key
emerging markets such as India mak-
ing a significant contribution. In ad-
dition, economic sentiment has im-
proved in recent months, supported by
a slight recovery in the global industrial
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The stabilization of demand is also reflected in the
prices of goods, which have fallen only slightly ac-
cording to industrial companies. Overall, the worst

of the goods recession appears to be over.

“A stabilized global industrial sector
could serve as a basis for the
recovery of the ailing economies in
Europe and China.”

Impact on inflation
Nevertheless, this positive news for the global
economy also has a downside. An economic up-
turn usually comes along with higher inflation
in many economies. While the inflation trend is
shaped by factors such as inflation expectations
and income growth, the deviation from the trend
is largely determined by the economic cycle. This
regularity provides important insights.

First, with the strong economic momentum in
the US, afurthersignificant decline ininflation rates
seems unlikely any time soon. In recent months,

progress in the fight against inflation has slowed or
failed to materialize completely. The core inflation
rate only decreased from 4.0 to 3.8 percent be-
tween October 2023 and February 2024. This lim-
its the scope for the American central bank (Fed)
to make significant interest rate cuts.

Second, in the eurozone the position of the
central bank (ECB) is more comfortable, mean-
ing that the expectation of significant interest rate
cuts are more plausible. In contrast to the situa-
tion in the US, the weak economic development in
Europe has significantly slowed inflation in recent
months. The core inflation rate in the eurozone fell
from 4.2 to 3.1 percent between October 2023 and
February 2024.

Third, after a prolonged phase of low and even
negative inflation rates in China, consumer prices
surprisingly rose by 0.7 percent in February 2024.
Considering the relationship between inflation
and economic growth, this turnaround can be in-
terpreted as a sign of a gradual recovery of the
Chinese economy. It is also an indication of a pos-
sible turning point in the global goods cycle.

Table 1: Macroeconomic estimates (in %)

GDP Growth Inflation "l‘;‘aetr::t Gx&:ﬁh
Trend  2024F  2025F  2024F  2025F Q22024 y/y04/2024
USA 18 14 1.6 3.2 22 5.50 -7.3
Eurozone 11 0.6 14 3.0 24 4.00 87
UK 17 0.6 15 3.8 3.0 5.25 811
Switzerland 13 0.8 16 15 10 150 167
Japan 11 10 12 2.0 15 0.00 3.9
China 45 43 45 08 15 435 12
Brazil 14 18 18 4.0 4.0 1075 28
India 5.0 6.3 55 45 45 6.50 67
Russia 10 15 10 5.0 4.0 16.00 81
World 3.0 28 31 4.6 38 - -

Source: LSEG, Wellershoff & Partners
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Fig. 2: Chinese inflation as indicator for goods recessions
Inflation rate and goods recessions (red circles) in China
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Fig. 3: Economic activity and inflation dynamics in the United States
Output gap and inflation gap of the US economy
The chart shows the strong correlation

¥ Outputgap  — Inflation gap between economic momentum and in-
4 flationary pressure. The time lag of this
relationship has shortened in recent
2 years. Accordingly, the robust eco-
nomic growth of the US economy in
~ ° ' the second half of 2023 poses a signifi-
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Fig. 4: Stabilization of the global industrial sector
Sentiment of industrial companies in developed economies

While still at recessionary levels, in-
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—— United Kingdom Switzerland dustrial sentiment in most developed
4 economies has stabilized since the
3 beginning of the year. This gives rea-

son for cautious optimism that the re-
cession in Europe has bottomed out.
However, it is important to note that an
economic upturn is tipically followed
by inflationary pressures, which puts
the US and its fight against inflation in
particular in a difficult position

Standardized Index

Source: LSEG, Wellershoff & Partners

Perpetual Wealth Quarterly Macro Report 3



Capital Market

Towards the end of last year, conditions were fa-
vorable for capital market investors. The prevailing
mood on the financial markets with regard to infla-
tion and future monetary conditions was very op-
timistic, which led to a significant fall in long-term
interest rates.

“Persistently high inflation is exerting
pressure on long-term interest rates.”

Since the beginning of the year, however, there
has been a clear shift towards higherinterest rates.
The yield on 10-year government bonds in the US
rose from 3.9 to 4.2 percent in the first quarter of
2024. A similar trend emerged in Europe, where
the yield on 10-year government bonds in Ger-
many rose by 30 basis points to 2.3 percent.

Adjustment of interest rate expectations
The increase in interest rates is primarily attribut-
able toless progress in bringing inflation rates back
into the target range. This is particularly evident in

the US, where core inflation persists at an elevated
level and prices of numerous goods and services
continue to rise. While the fight against inflation in
Europe has made more progress, the deceleration
of inflation has slowed as well.

Disappointments in the fight against inflation
have subsequently led to a shift in expectations
regarding possible interest rate cuts by the cen-
tral banks. At the end of last year, investors were
expecting interest rate cuts of 150 basis points in
both the USA and the eurozone. However, these
expectations have since been halved. Given the
continuing pressure for higher prices and the
strongly inverted yield curve (where the long-term
investment horizon is significantly less rewarding
than the short-term), these expectations could be
further dashed.

The recent interest rate adjustments have not
had a significant impact on credit spreads, as risk
premiums for corporate bonds remain remarkably
low. In particular, risk premiums in Europe remain
above those in the US, indicating the cautious
economic climate in the region. However, it must
be emphasized that the current level of risk premi-
ums may not fully reflect the downturn in Europe.

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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