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Zero Inflation and lacklustre Growth
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Review

Our scenario of a weak economy featuring de-
pressed commodity prices and low interest rates is
being confirmed by declining growth rates in
many countries.

Ifvast markets like China register declining
growth during the course of their social, political
and economic change, this naturally has ramifica-
tions for all market participants in today’s global-
ised world.

Accepting that the economy is a complex, adaptive
system means taking a back seat, allowing market’s
invisible hand to operate and focussing primarily
on credit and money supply cycles. These should
be the central tasks of politicians and of central

banks.

Viewed from this angle, the lack of government
willingness to introduce necessary reforms and the
powerlessness of central banks have never taken
on such major dimensions as they do today. The
most important instrument - monetary policy - no
longer works as it ought to.

The flood of liquidity being pumped into the econ-
omy is having no effect and a more restrictive
monetary policy would drive some nations to the
verge of bankruptcy.

Many factors are thus having an impact on the
entrenchment of the currently prevailing situation:
extremely lacklustre growth rates, zero inflation as
aresult of productivity progress and structural
oversupply in tandem with further political unrest
surrounding the reforms under way to resolve the
Eurozone’s debt problems.

Conclusion

The transitional phase with a sluggish economic
cycle may continue for several years without enter-
ing into a strong recession. Given the outstanding
adaptability of the world’s leading global compa-
nies, a continuous increase in corporate profits is
to be expected, however, even against a backdrop
of a marginally growing economy.

Share price corrections in response to disappoint-
ed profit expectations, negative market constella-
tions or shortterm periods of exaggeration can
never be ruled out, but are an inevitable part of
market developments.

Nevertheless, over the long term, those investors
will be duly compensated who display a high de-
gree of perseverance to hold on to their positions
in global, well-managed and solidly financed com-
panies while making selective additions to their
portfolios during phases of market turbulence.

Investment Policy

In the current low interest rate environment we
see no reason to deviate from our tactical over-
weighting in equities at the expense of bonds.

Moreover, our cash position allows us to react at
short notice and to make purchases if major mar-
ket turbulence provides attractive purchase oppor-
tunities.



