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Dear Readers

The article “How much money can a government afford?” dis-
cusses how high levels of debt can affect different markets.

Looking for advice and support on financial matters? Our invest-
ment advisors look forward to hearing from you and will be happy 
to talk to you personally.

We wish you a pleasant read.  
Your Advisory Team 
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“How much debt can a 
government afford?”
Economy

The question of how much debt is sustainable becomes relevant at the 
latest when interest rates increase. A look at different countries reveals 
clear differences in how they manage debt.

Germany and Switzerland focus on budgetary discipline through a debt 
brake. Portugal, once branded as one of the PIIGS countries due to its 
high debt levels, has recently significantly reduced its debt ratio, with 
the IMF expecting further improvement. In contrast, debt levels in 
the United States and France remain high, with no prospect of a rapid 
reduction. The goal is to lower the debt ratio (government debt-to-
GDP) through high nominal growth rates that exceed interest costs – an 
approach that is politically more palatable than tax increases or spend-
ing cuts but often proves ineffective. In Japan, the debt ratio remains 
at a record high, with the Bank of Japan (BoJ) now holding over 50% of 
outstanding government bonds. Below, we outline some of the effects 
of relative debt levels on different asset classes.
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Bonds

Yields on 10-year bonds rise especially when debtor quality deteriorates 
or inflation increases, given that lenders demand higher compensation 
in such cases.

The deterioration in creditworthiness is best illustrated by the devel-
opment of Portugal’s bond yields. During the financial and euro crises, 
when the debt ratio surged from just over 70% to more than 130%, bor-
rowing costs skyrocketed. Before the crisis, Portugal’s government 
paid just about the same interest rates as Germany. By the end of 2011, 
however, a premium of 11% was required. It was only through interven-
tions by the European Central Bank (ECB) that borrowing costs eased 
again. Thanks to debt reduction and improved economic prospects, 
Portugal now even pays lower interest rates than France. Recently, 
bond yields in the United States have risen, with market observers 
attributing this to both persistently high inflation and growing national 
debt. Although the debt ratio was significantly lower at the turn of the 
millennium, rising interest rates at the time forced the Clinton admin-
istration to manage tax revenues more cautiously. This led to a budget 
surplus – a rare occurrence in the last 30 years of US fiscal policy. Swit-
zerland, benefiting from low inflation and low debt levels, enjoys excep-
tionally low refinancing costs. Highly indebted Japan benefits from the 
ability to refinance almost entirely domestically, primarily through the 
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Bank of Japan (BoJ), with the remainder covered by Japanese banks 
and trust funds. However, with inflation rising for the first time in two 
decades, Japan has also been forced to pay higher capital market inter-
est rates, although 10-year yields remain below the inflation rate. To 
curb inflation, key interest rates were raised to 0.5% in January – the 
highest level since the financial crisis. Despite all of this, with high 
debt levels and rising refinancing costs, there is a global risk of public 
finances spiralling further out of control. During the financial, euro, 
and coronavirus crises, central bank interventions helped stabilise the 
markets.

Currencies

Japan’s financial sector emerged largely unscathed from the 2008 – 
2009 financial crisis, with the JPY appreciating against the USD during 
this period. When Japan slipped into recession, however, the govern-
ment introduced a stimulus programme that increased the debt ratio. 
Once the euro crisis was resolved following the financial crisis, the JPY 
subsequently lost half its value against the USD. This depreciation was 
driven by low interest rates, maintained through the BoJ’s government 
bond purchases, and an expansionary monetary policy that encour-
aged borrowing in JPY to fund more profitable investments elsewhere 
(carry trade). The Japanese export sector benefited from this, as lower 
production costs improved its competitiveness against foreign rivals. 
However, this currency depreciation could lead to tensions with the US, 
given that the Trump administration views such moves unfavourably. 
Punitive tariffs have become a favourite tool of the US government to 
counter what it sees as unfair competitive advantages.
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Alongside the JPY, the EUR has also depreciated against the USD since 
the financial crisis. Only the CHF strengthened against the greenback, 
becoming particularly sought after during the financial crisis and the 
subsequent euro crisis. The Swiss National Bank reacted by temporarily 
introducing a minimum exchange rate of 1.20 EUR/CHF to support the 
export industry. Overall, however, maintaining competitiveness remains 
a challenge for the manufacturing sector in the CHF currency area due 
to the strength of the home currency.

Equities

Can high levels of debt impact the equity markets as well? Looking at 
Portugal during the euro crisis, the answer is clearly yes. Both earnings 
and share prices plummeted during this period, and it took a consid-
erable amount of time for conditions to stabilise again. While earnings 
have now returned to pre-financial crisis levels, share prices continue 
to lag behind. Portugal is a relatively small economy by international 
standards, and the PSI-20 index comprises only 20 stocks. Its sector 
composition differs significantly from that of the European Stoxx 600 
or the US S&P 500, making direct comparisons difficult.

US companies, in particular, have long surpassed their pre-financial 
crisis price levels, driven by the strength of the technology sector. 
However, unlike in Europe, share prices have outpaced earnings growth, 
resulting in a substantial valuation of US stocks.
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Alternative investments

Conclusion: There is no general answer to the question posed at the 
outset. Ultimately, it depends not only on central banks but also on the 
confidence of market participants. How can investors protect them-
selves against the risks entailed by the rising debt levels of many major 
economies?

Investing in gold remains a 
popular alternative.
Many BRICS countries and their allies are increasingly diversifying their 
reserves into gold while significantly reducing their holdings of US gov-
ernment bonds. Supported in part by these purchases, gold recently 
traded at over USD 2,800 per ounce, marking a new all-time high. Infla-
tion protection and resilience in times of crisis are frequently cited as 
key advantages of gold investments. However, gold remains subject to 
price fluctuations and does not generate income. We do not maintain a 
strategic gold allocation, given that the optimal distribution varies sig-
nificantly depending on individual circumstances. We therefore advise 
our clients to hold their own appropriate allocation in a separate port-
folio outside an asset management mandate. Our advisors are happy to 
explore possible options.
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31.01.2025 2024 2023 2022 2021 2020

PRIMUS-PASSIVE Balanced EUR 3.08 % 8.35 % 10.83 % -12.90 % 13.76 % 1.56 %
Benchmark 2.68 % 9.11 % 10.68 % -12.28 % 13.37 % 1.63 %

1 Past performance is not an indicator of future performance and offers no guarantee of success 
in the future. The presentation of performance is gross without taking into account your indivi-
dual tax liability. The net performance is lower due to fees. You can also find Our Opinion on our 
website: www.neuebankag.li	 S.E.& O.

PRIMUS–PASSIVE
For anyone wishing to make a long-term investment according to 
strategic principles and be fully invested when the equity markets 
rise again, we recommend the PRIMUS-PASSIVE asset management 
mandate. Under this mandate, we use strategic asset allocation to 
invest the available assets in cost-effective index products. We would 
be pleased to discuss the special characteristics of this innovative 
solution with you in person. We look forward to your call.

Key Performance Indicator PRIMUS–PASSIVE Balanced EUR1
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Market data
Market data

Stock market (indexed)            EUR/CHF and USD/CHF

10-year government bond yield Precious metals (indexed)

Inflation rate Raw materials (indexed)

The price developments are shown over 5 years.
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Disclaimer
This publication is intended exclusively for your information and is not an offer for the purchase or sale of securities. It describes value based goals that we attempt to 
reach for like-minded clients. Whether we can support you in your personal financial goals depends on your individual risk appetite, your financial objectiv es as well as 
the legal constraints of the country of your domicile, in particular with respect to the financial instruments to be invested in. Therefore we recommend that you discuss 
the solution mentioned with your financial consultant and have possible tax consequences checked out by your tax accountant. The figures shown are based on actual 
performance results of the portfolio management mandate in the currency displayed. Past performance is not a reliable indicator of future performance and results. 
Future price and exchange rate fluctuations can impact on your return in your domestic currency. Performance data used in the tables is gross of fees (specification 
available from your client adviser) and do not reflect the impact of your personal taxes. The benchmark is composed of strategically weighted indices of the particular 
five asset categories liquidity, bonds, shares regional (Switzerland, Europe, USA), shares global and alternative investments. This information is given without a gua-
rantee. This brochure may not be reproduced, duplicated or passed on without the prior consent of Neue Bank AG. In case of its dissemination relevant national legisla-
tion must be adhered to.

You can 
reach us at
Neue Bank AG 
T +423 236 08 08  
F +423 236 07 35  
info@neuebankag.li


