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Key takeaways

— USA: Early warning indicators continue to point to an economic slowdown
— Eurozone: Despite falling inflation, it is still too early for the ECB to give the all-clear

— China: After weak growth in the second quarter, the hoped-for stimulus package has failed to materialise

Comparison of forecasts

2023 GDP growth 2024 GDP growth 2023 inflation 2024 inflation

Swiss Life AM | Consensus | Swiss Life AM | Consensus | Swiss Life AM | Consensus | Swiss Life AM | Consensus

USA 1.5% N 1.6% N 1 0.1% N2 0.5% 4.0% N2 4.1% 2.5% 2.6%

Eurozone 0.4% 0.5% Vo 0.8% 0.9% 5.5% 5.4% 2.4% 2.4%
Germany -0.2% -0.3% V| 0.6% 1.1% 6.0% 5.9% N 2.3% 2.6% N
France 0.5% N2 0.6% 0.9% 0.9% 4.8% 5.1% N 2.1% 2.5% g
Italy 1.1% 1.1% N | 0.6% 0.8% 6.1% 6.1% 2.1% 2.5%

Spain 1.8% 2.1% N 1 1.2% 1.5% 3.5% N2 3.6% N 2.2% N2 2.9%
UK 0.0% 0.1% 0.4% 0.4% g 7.6% N 7.4% ™ 2.9% N 3.2%
Switzerland 0.7% 0.8% N 1.3% N2 1.4% 2.1% 2.3% N 1.6% 1.5% N
Japan 1.2% 1.2% N 1 0.7% 1.0% 2.7% 2.9% N 1.2% 1.7% N
China 5.1% N2 5.5% Vo 4.9% N2 4.8% g 0.7% N2 1.0% N 1.5% N 2.1% g

Arrows indicate change from previous month. Source: Consensus Economics Inc. London, 10 July 2023

Chart of the month

Delinquency rates of US consumer loans A recession will only begin in the US when private con-

cyclical lows (dots) and recessions (stripes) highlighted sumption, which has been robust to date, cools. While
5.0 leading indicators from industry and the housing mar-
4.5 ket have been on red for some time, the problem with
401 consumption is that many indicators do not turn until
the recession has already begun. Probably the best lead-

< > ing indicator is consumer credit delinquencies, which
3.09 have in the past spiked up one to two years before the
2.5 onset of a recession. Since October 2021, credit delin-
201 quencies have been increasing from low levels. We
) therefore expect higher interest rates and tighter credit

1990 1995 2000 2005 2010 2015 2020 standards to increasingly act as a drag on consumption

Source: Macrobond, Swiss Life Asset Managers as Weu
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USA
[llusion of a soft landing

GDP growth

Swiss Life Asset Managers Consensus
2023:1.5% 2023:1.6%
2024:0.1% 2024:0.5%

The latest US economic data showed a robust mid-year
picture, while inflation continued to decline in June.
This has fuelled the idea on the financial markets that
an end to key interest rate hikes and even a “soft land-
ing” of the economy are imminent. While the former is
in line with our expectations, we think the latter is un-
likely. In the current environment, we understand a
“soft landing” as a re-acceleration of growth while in-
flation continues to fall. This combination would
probably only be conceivable for a very short period of
time, as a new surge in demand would soon lead to
higher inflation again. However, the slightly better-
than-expected incoming data suggests that it will prob-
ably take longer for the full braking effect of interest
rate hikes to be felt, especially in the services sector and
the labour market. Yet, most early warning indicators
still suggest that a slowdown is imminent, be it the in-
verse US yield curve, falling road and rail-based freight
transport, higher credit defaults (see “chart of the
month”), declining housing market transactions or a
drop in temporary work. We have therefore postponed
the expected economic weakness somewhat, which ex-
plains the higher growth forecast for 2023 and the
lower growth forecast for 2024.

Inflation

Swiss Life Asset Managers Consensus
2023: 4.0% 2023:4.1%
2024: 2.5% 2024: 2.6%

Headline and core inflation fell more sharply than ex-
pected in June, to 3.0% and 4.8% respectively. However,
the fall in inflation could be more broad-based; infla-
tion in the middle item in the inflation distribution
(median) was still 6.4% in June. In particular, falling
prices for flights, hotels and rental cars contributed to
lower inflation compared to the previous month. As
energy base effects are now coming to an end, headline
inflation is set to remain at 3% until year-end despite a
further decline in core inflation.
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Eurozone
Is the ECB going too far?

GDP growth

Swiss Life Asset Managers Consensus
2023: 0.4% 2023:0.5%
2024:0.8% 2024:0.9%

Eurozone inflation fell from 6.1% to 5.5% in June and
was thus slightly below expectations. At the same time,
most economic indicators have disappointed in recent
weeks. Nevertheless, the ECB recently showed its deter-
mination to hike interest rates at least one more time,
and even revised its medium-term inflation forecast
upwards. This raised fears that the ECB might go too
far with its monetary policy tightening. It would not
be the first time in history that the ECB would have to
reverse its interest rate hikes very quickly. We currently
see two scenarios in which this would be the case.
Firstly, if, contrary to our expectations, the interest rate
hikes that have already taken place cause a delayed,
very deep economic crisis in which inflation would also
very quickly fall below the central bank target. We at-
tribute a probability of around 20% to such a scenario.
However, we consider continued weak growth and
stubborn inflation to be much more likely (65%). Eco-
nomic indicators provide mixed signals: industry is
weak, but not as weak as the survey data suggested;
consumer sentiment remains depressed but has bright-
ened since the winter lows; and the labour market re-
mains robust, even if high frequency indicators have
turned on high levels.

Inflation

Swiss Life Asset Managers Consensus
2023:5.5% 2023:5.4%
2024: 2.4% 2024: 2.4%

Secondly, an ECB policy error would occur if inflation,
especially in the services sector, turned out to be driven
mainly by external factors after all and thus fell faster
than expected after the normalisation of supply chains
and the decline in energy prices, and independently of
monetary policy. This would mean that the ECB would
have raised interest rates too much during an econom-
ically weak period. Still-elevated core and services infla-
tion as well as resilient labour markets militate against
this in our view.
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Germany
New China strategy

GDP growth

Swiss Life Asset Managers Consensus
2023:-0.2% 2023:-0.3%
2024: 0.6% 2024:1.1%

German industry is weak. Industrial production fell
again in May, which means that overall it is likely to
contribute negatively to growth in the second quarter.
According to a survey by the European Commission,
German companies have rated their competitive posi-
tion outside the EU as the worst since autumn 2022,
and significantly worse than companies in the other
major eurozone countries. The still elevated energy
prices are likely to be a major reason for this. The
China strategy published by the German government
for the first time in mid-July also shows that Germany
is increasingly concerned about asymmetric relations
with China. As the fourth-largest export destination
and the largest import destination, China remains Ger-
many’s most important individual trading partner
overall. The new strategy focuses on reducing depend-
encies in key areas and mitigating risks, for example in
the area of cybersecurity. Germany is thus taking a
more critical tone towards China, albeit nowhere near
as critical as that of the US. The strategy underlines the
global trend towards more diversified trade relations,
which are increasingly focusing on additional sales and
production markets alongside China.

Inflation

Swiss Life Asset Managers Consensus
2023: 6.0% 2023: 5.9%
2024: 2.3% 2024: 2.6%

The renewed rise in annual inflation to 6.4% in June
was predictable due to base effects. However, season-
ally adjusted monthly price changes show that price
pressure remains elevated in both the services sector
and for core goods. Although aggregate producer
prices have been declining monthly since Octo-
ber 2022, the decline did not start until April 2023 if
energy goods are excluded. Price pressure for core
goods is therefore only likely to be dampened with a
time lag.
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France
Quieter tones

GDP growth

Swiss Life Asset Managers Consensus
2023:0.5% 2023: 0.6%
2024:0.9% 2024:0.9%

Suddenly things seem to have gone quiet in France:
President Macron has been shying away from the pub-
lic for weeks despite the considerable need for explana-
tions since the pension reform and especially after the
youth riots. The expected government reshuftle also
turned out to be a marginal correction. With the be-
ginning of the summer holidays, the economic indica-
tors have sounded softer on a broad front, and here
and there the first minor key notes can even be heard.
This is particularly true for the manufacturing sector,
where preliminary readings for the Purchasing Manag-
ers’ Index (PMI) for manufacturing for the month of
July indicate a further slowdown in momentum. Com-
pared to the previous month, industrial firms reported
a continued decline in order intake. This is consistent
with a separate survey by the INSEE statistical office,
according to which the companies surveyed are as cau-
tious about the outlook for the future production of
their own operations as in November 2020. The pace is
also slowing down for service companies. According to
the Purchasing Managers’ Index for the sector, the
business situation has also deteriorated over the past
two months. As the economic engine becomes ever qui-
eter, there are growing calls in France for the ECB to
stop monetary policy tightening immediately.

Inflation

Swiss Life Asset Managers Consensus
2023:4.8% 2023:5.1%
2024:2.1% 2024: 2.5%

According to the Banque de France, more and more
companies are lowering their selling prices. The same
conclusion can be seen in the purchasing managers’
surveys in the manufacturing and services sectors. In
addition, consumers’ and investors’ inflation expecta-
tions in inflation-protected government bonds have
also been declining recently. This development con-
firms our expectations. We anticipate a fall in inflation
from the current 4.5% to around 2.5% in the final quar-
ter of 2023.
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Italy
Increased trust

Italy has not only seen surprisingly positive economic
growth recently but has also gained trust on the finan-
cial markets. In March 2023, the European Central
Bank started to just partially replace maturing govern-
ment bonds in order to reduce its balance sheet. As a
result, the ECB was no longer a marginal buyer of Ital-
ian government bonds, and there was widespread con-
cern that risk premiums on Italian government bonds
might widen. However, demand from domestic and
foreign investors appears intact; the yield spread to
10-year German government bonds has even fallen by
around 0.8 percentage points since the start of the
year. This is key to the sustainability of the debt situa-
tion. Even if interest rates remain at 4% and Italy
achieves nominal economic growth of 3% in the me-
dium term (1% real growth plus 2% inflation), a return
from current budget deficits to primary surpluses,
which were +1.3% before the pandemic (average 2010-
2019) is necessary to stabilise the debt ratio. However,
such fiscal consolidation is currently not foreseeable.

Spain
Increased political uncertainty

The early elections in Spain on 23 July 2023 delivered
a surprisingly unclear result. The polls had previously
seen the right-wing coalition of the centre-right Par-
tido Popular (PP) and the far-right party Vox as being
clearly ahead. However, the election results show that
neither the right-wing nor the left-wing coalition of in-
cumbent President Pedro Sanchez won a majority. Alt-
hough the PP has gained significantly in terms of seats
and is now the strongest party, Vox has lost a signifi-
cant number of seats. The result makes building a gov-
ernment more difficult and throws Spain into a period
of political insecurity. Possible ways out of this situa-
tion are, on the one hand, a repeat of the election, as
was the case in 2019. A left-wing government of the in-
cumbent PSOE and Sumar together with smaller par-
ties would also be conceivable in order to obtain a ma-
jority, but this could be difficult. A minority
government of the PP with or without Vox would be
another possibility.
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Switzerland
Stuttering economy

GDP growth

Swiss Life Asset Managers Consensus
2023:0.7% 2023: 0.8%
2024:1.3% 2024: 1.4%

What has been reflected in the Purchasing Managers’
Indices (PMI) figures for manufacturing in all devel-
oped countries for months is now becoming apparent
in the reporting on the business performance of partic-
ularly export-oriented Swiss companies. Order intake
suggests a decline in production for the second half of
the year. In the highly cyclical sectors, our base case sce-
nario of a mild recession has now materialised. Growth
in the economy as a whole is being supported for the
time being by Swiss households’ appetite for consump-
tion and by continued population growth. Neverthe-
less, the high-frequency index of weekly economic ac-
tivity published by the State Secretariat for Economic
Affairs (SECO) should accurately reflect the current
state of the Swiss economy: this indicator has been
stagnating since mid-May. With the downward revi-
sion of our 2024 forecast, our expectations for GDP
growth for both years are slightly below the consensus
estimate. As with the European Central Bank, the
Swiss National Bank must accept an increased risk of
recession in the event of continued interest rate hikes.

Inflation

Swiss Life Asset Managers Consensus
2023:2.1% 2023:2.3%
2024: 1.6% 2024: 1.5%

For the third quarter, the strong franc and further eas-
ing of price pressure at producer level point to a further
decline in inflation rates at consumer level. Annual in-
flation should be below 1.5% by October. In the short
term, higher energy prices pose a forecast risk. Heating
oil currently costs the end user around 7% more than
in June. The fall in inflation rates in the winter months
will be definitively halted. Then higher rents, the in-
crease in the VAT rate, rising electricity prices and tariff
adjustments at the post office and public transport will
cause inflation rates to rise again. We expect a new high
of 2% in September 2024.
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UK
Wage growth remains high

GDP growth

Swiss Life Asset Managers Consensus
2023: 0.0% 2023:0.1%
2024: 0.4% 2024: 0.4%

Monthly GDP growth for May was stronger than ex-
pected at-0.1% compared with the previous month, alt-
hough the additional national holiday to celebrate the
coronation of King Charles put pressure on economic
activity. The most negative contributor was industrial
production, which continued to weaken in May. How-
ever, the decline was mainly driven by the volatile elec-
tricity and gas sector. The services sector showed no
growth in May. However, the labour market remains
largely robust. Wage growth also remains high and
rose again in May. This is not good news for the Bank
of England as inflationary pressure could remain ele-
vated. However, there are initial signs that the labour
market is cooling somewhat, albeit very slowly. The un-
employment rate rose more strongly than expected
again in May. While demand for labour remains high,
vacancies are falling slightly. The employment compo-
nents of the Purchasing Managers’ Indices for both the
manufacturing and services sectors also fell further in
July. For the services sector, however, it is still above the
growth threshold of 50. It is likely to take some time
before these effects lead to lower wage growth, thus
cooling inflationary pressures somewhat. In general,
we still do not expect any growth this year.

Inflation

Swiss Life Asset Managers Consensus
2023:7.6% 2023:7.4%
2024: 2.9% 2024:3.2%

After months of upside surprises, June inflation finally
came in lower than expected, dropping to 7.9% year-
on-year from 8.2% in May. The decline in petrol prices
had the biggest negative impact, although food price
inflation was also slightly lower than in the previous
month. The drop in core inflation was also stronger
than expected in June. However, services inflation re-
mains significantly more stubborn than goods price
inflation.
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China
Waiting for stimulus

GDP growth

Swiss Life Asset Managers Consensus
2023:5.1% 2023:5.5%
2024: 4.9% 2024: 4.8%

What the economic data for April and May had already
hinted at has now been confirmed with the release of
official second-quarter GDP data. Chinese economic
growth slowed significantly in the second quarter and
was even lower than expected at 0.8% compared to the
previous quarter. In June, industrial production still
grew faster than expected. Retail sales growth, on the
other hand, fell year-on-year from 12.7% in May to 3.1%
in June. However, the strong decline is still explained
by last year’s lockdown measures. The real estate sector
also remains weak. All the relevant indicators such as
sales, project starts and completions declined signifi-
cantly in June. Foreign trade also remains a further
weakness in China’s economic recovery. Hopes for eco-
nomic support rested on a significant stimulus pack-
age from the government. The July meeting of the
Communist Party’s Politburo was eagerly awaited as it
sets the economic policy agenda for the rest of the year.
However, as expected, the announcement of a major
stimulus package failed to materialise. Instead, smaller
measures have been planned but are unlikely to have a
significant effect on economic growth.

Inflation

Swiss Life Asset Managers Consensus
2023:0.7% 2023:1.0%
2024:1.5% 2024:2.1%

The fact that the Chinese economy did not overheat is
still reflected in inflation data. Consumer price infla-
tion in June was again lower than expected, amounting
to 0.0% year-on-year. Producer price inflation contin-
ued to slide into deflationary territory and stood at
-5.4% year-on-year, the lowest level since 2015.

Editorial deadline: 25.07.2023 - Page 5/ 6



Economic Research
Marc Briitsch Damaian Kiinzi
Chief Economist Head Macroeconomic Research
damian.kuenzi@swisslife-am.com

3 @kunzi_damian

marc.bruetsch@swisslife-am.com
YW @MarcBruetsch

Rita Fleer
Economist Quantitative Analysis
rita.fleer@swisslife-am.com

Josipa Markovic
Economist Emerging Markets
josipa.markovic@swisslife-am.com

Florence Hartmann
Economist Developed Markets
florence.hartmann@swisslife-am.com

Consensus Economics
Forecast Accuracy
Award Winner

If you have any questions or if you would like to subscribe to this publication,
please send an email to: info@swisslife-am.com.
For more information visit our website at: www.swisslife-am.com/research

W in X

Released and approved by Swiss Life Asset Management Ltd, Zurich

Swiss Life Asset Managers may have acted upon or used research recommendations before they were published. The contents of this document are based upon sources
of information believed to be reliable but no guarantee is given as to their accuracy or completeness. This document includes forward-looking statements, which are
based on our current opinions, expectations and projections. We undertake no obligation to update or revise any forward-looking statements. Actual results could
differ materially from those anticipated in the forward-looking statements.

France: This publication is distributed in France by Swiss Life Asset Managers France, 153 rue Saint-Honoré, 75001 Paris to its clients and prospects. Germany: This
publication is distributed in Germany by Swiss Life Asset Managers Deutschland GmbH, Clever Strafle 36, D-50668 Cologne, Swiss Life Asset Managers Luxembourg
Niederlassung Deutschland, Darmstidter Landstraf8e 125, D-60598 Frankfurt am Main and BEOS AG, Kurfiirstendamm 188, D-10707 Berlin. UK: This publication
is distributed by Swiss Life Asset Managers UK Ltd. Swiss Life Asset Managers UK Ltd., 55 Wells St, London W1T 3PT. Switzerland: This publication is distributed
by Swiss Life Asset Management Ltd., General Guisan Quai 40, CH-8022 Zurich. Norway: This publication is distributed by Swiss Life Asset Managers Holding
(Nordic) AS, Haakon VIIs gt 1, NO-0161 Oslo.

© Swiss Life Asset Management Ltd - Perspectives - Economics Editorial deadline: 25.07.2023 - Page 6 / 6



