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Dear Readers

In the article "Why Now Is a Good Time to Invest in Cat Bonds", we 
highlight the factors that influence Cat Bonds. We also address the 
unemployment rate and inflation, illustrating how these indicators 
are essential in assessing the economic climate, how they have 
impacted markets in the past, and the potential risks that arise when 
any one of these components rises sharply.

We wish you a pleasant read. 
Your Advisory Team 
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Alternative Investments
Catastrophe bonds (Cat Bonds) are among the most compelling instruments 
in the field of alternative investments. The market becomes particularly 
attractive immediately after the end of the hurricane season, as a large share 
of the global Cat Bond volume provides protection against hurricane events in 
the United States. From November onward, this risk is significantly reduced 
for several months. As a result, this period is especially favorable for entering 
the market: risk premiums remain in place, while the likelihood of severe 
storm events in the Atlantic stays minimal until early summer.
In addition to this seasonal relief, several structural factors speak in favor of 
Cat Bonds. Yields are generally high because individual bonds carry the risk of 
a total loss in the event of a catastrophe. This elevated risk is compensated by 
attractive coupons, which typically offer a substantial margin over traditional 
investment-grade corporate or government bonds.
The key advantage for investors, however, lies in the nature of the underlying 
risk. It does not correlate with the usual drivers of financial markets-such as 
economic cycles, interest-rate developments, or geopolitical tensions-but is 
tied to specific natural events. Since, for example, hurricane and earthquake 
risks occur independently of each other, Cat Bonds offer excellent 
diversification potential. This low to near-zero correlation allows portfolios to 
be structured in a way that achieves robust risk dispersion.
That said, hurricanes have caused occasional setbacks over the past 20 
years. The most significant occurred in 2022 with Hurricane Ian, which 
resulted in a 9% monthly price decline (in USD).
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The historical track record clearly demonstrates how reliably Cat Bonds can 
deliver their strong diversification benefits. During periods of severe financial 
market turmoil-such as the 2000-2003 dot-com crash, the 2008/09 financial 
crisis, the 2020 COVID-19 shock, or Russia's invasion of Ukraine in 2022-Cat 
Bonds remained remarkably stable and developed largely independently of 
movements in equity and bond markets. For broadly diversified client portfolios, 
this provides a genuine diversification benefit that reduces overall risk without 
compromising long-term returns.

Economic Outlook
Economic activity and U.S. equity market performance are closely intertwined-
even though they do not always move in perfect lockstep. It is therefore no 
surprise that investors monitor relevant indicators closely to detect not only the 
general economic trend but also potential turning points in the markets at an 
early stage. Today, our focus is on two key factors: inflation and the labor market.

Historically, the following rule of thumb applied: as long as unemployment 
remained below 5% and either the inflation rate (above 5% per year) or the 
unemployment rate (more than 0.25% per month) rose sharply, equity markets 
often experienced significant pullbacks (see the red warning markers). At 
present, unemployment figures are indeed increasing, but at a very moderate 
pace. Inflation also remains above the Federal Reserve's 2% target, yet clearly 
below the critical 5% threshold. This seemingly stable environment provides a 
fundamentally solid basis for the upcoming investment year. The key question, 
however, is whether this stability will persist. One potential source of disruption 
could be the forthcoming monetary easing.

Source: Bloomberg, Neue Bank AG 



Our Opinion
December 2025

5 / 9
Markets are currently pricing in an optimistic three to four rate cuts by the end of next 
year. Given that inflation is already above target, such a policy stance is not without risk. 
Added to this are newly introduced tariffs on imports from around the world, which are 
likely to trigger additional price increases. The combination of potentially more 
accommodative monetary policy and tariff-induced price pressures raises the risk that 
inflation could again drift further away from the Fed's target corridor. It will be important 
to monitor developments closely.

Fixed Income
The coming year marks a pivotal moment for the U.S. Federal Reserve. Jerome Powell's 
term as Fed Chair ends in May, and the U.S. President will have the opportunity to 
nominate a successor for the world's most influential central bank position. During 
Trump's second term, Powell resisted demands for substantial rate cuts and maintained 
an independent policy stance. Kevin Hassett-Trump's former economic adviser, who has 
recently argued for a more accommodative monetary policy-currently appears to be the 
leading candidate. It also remains unclear whether the Supreme Court will allow the 
President to remove Lisa Cook, who is considered to be aligned with the Democrats, from 
the Board of Governors. Powell's regular term as a governor runs through 2028, and he 
has so far not commented on whether he would remain. This constellation of key 
positions carries the potential for a meaningful shift in the direction of U.S. monetary 
policy. The Fed has recently cut interest rates twice by 25 basis points, and another 
reduction appears likely in December. At the same time, the committee is divided: some 
members urge patience in light of still-elevated inflation, while others point to the recent 
weakening of the labor market as justification for easing. However, if political pressure 
for faster rate cuts prevails, it could trigger undesirable market reactions. Should 
investors perceive the central bank's inflation-fighting efforts as insufficient, long-term 
U.S. Treasuries may face greater scrutiny, leading to higher yields.

Currencies
This leaves the Fed facing a delicate balancing act in 2026, caught between political 
pressure and the need to preserve the credibility of its monetary policy. A loss of 
confidence could not only push long-term yields higher but also place noticeable 
downward pressure on the U.S. dollar. Our currency indicators point in the same 
direction, and we continue to hedge part of the USD exposure in our EUR and CHF 
mandates through forward currency contracts.

Equities
We have discussed the topic of today's elevated valuation levels on several occasions in 
this publication. Today, however, we approach the subject from a different angle-the 
perspective of profit margins. The assumption that margins gradually revert to a long-
term average (mean reversion) has a robust economic foundation and is rooted in classic 
competitive dynamics. High margins attract new entrants, intensify competition, and put 
pressure on prices until profitability returns to more normal levels. Historically, this 
pattern was clearly observable in the United States over many decades.
In recent years, however, this picture has changed-driven largely by the structure of the 
digital economy. Large technology companies operate in markets shaped by network 
effects, extremely low marginal costs, and massive economies of scale. As the number of 
users increases, the value of their services rises (network effects), making it increasingly 
difficult for new competitors to gain market share. 
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At the same time, the cost of serving each additional digital customer is negligible 
(low marginal costs). This combination entrenches lasting market power and 
creates significant barriers to entry. As a result, certain tech giants are able not 
only to maintain their high margins but in some cases even expand them.
Warren Buffett identified these exceptional cases long ago, pointing out that 
companies with strong "economic moats"-that is, sustainable competitive 
advantages such as brand strength, proprietary technology, a structurally low-cost 
base, or high customer loyalty-can defy the forces of mean reversion.

A closer look at margin trends underscores the outperformance of the technology 
sector. While the broader market has seen only a moderate expansion in margins-
driven largely by the tech sector itself-technology companies have been able to 
increase their profitability metrics steadily and significantly.
This divergence raises a crucial strategic question regarding the sustainability of 
this development: to what extent can further improvements in operational 
efficiency and profitability realistically be achieved? The prevailing market view 
suggests that as long as margins continue to expand, premium valuations-i.e., 
higher multiples-remain fundamentally justified.
Against this backdrop, our tactical positioning remains unchanged: we continue to 
maintain a slight overweight in equities.

pibo
Maschinengeschriebenen Text
Source: Bloomberg, Neue Bank AG 
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1 This is a marketing communication and does not constitute investment advice or an offer or 
solicitation to buy or sell financial instruments. Investments in financial instruments involve 
risks. Past performance is not an indicator of future performance and offers no guarantee of 
future success. The performance figures shown are gross values and do not take into account 
your individual tax liability. Net performance is lower due to fees. You can also find our opinion 
on our homepage: www.neuebank.li	 S.E.& O.

30.11.2025 2024 2023 2022 2021 2020

PRIMUS-PASSIVE Balanced CHF
Benchmark

6.56 % 6.89 % 4.86 % -16.01 % 11.45 % 2.62 %
5.95 % 7.53 % 5.18 % -15.55 % 11.02 % 2.59 %

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 CHF1
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You can 
reach us at
Neue Bank AG 
T +423 236 08 08 
F +423 236 07 35  
info@neuebank.li

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.




