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Dear Reader,

In the article "Government Bonds Under Pressure”, we
examine the potential implications of elevated levels of
public debt and the risks they may entail for financial
markets.

We hope you find the analysis informative.

Yours sincerely,
Advisory Team

Neue
Bank
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Bonds
The nearly four decade long decline in interest rates appears to have come to an end.
After a prolonged period in which falling yields made government bonds a reliable
source of performance and diversification, the environment has shifted materially.
Elevated public debt levels, persistent fiscal deficits and significantly higher
refinancing costs point towards a structural setting of higher interest rates going

forward.
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The full impact of this development is only partially visible at present. Many
governments will need to refinance maturing low yield debt over the coming years
at significantly higher rates. As a result, interest burdens are set to rise gradually
further. The starting position is particularly challenging for countries with high debt
ratios, large fiscal deficits or deteriorating credit fundamentals. These include,
among others, Japan, the United States, France and Italy. Even within developed
markets, sovereign credit quality is therefore likely to become an increasingly
important differentiating factor. For heavily indebted sovereigns, there are only a
limited number of viable paths out of the debt dilemma. A period of elevated
inflation may be politically more tolerable, as it reduces the real debt burden and,
with sufficiently strong nominal growth, can lower the debt-to-GDP ratio. Other
potential measures include currency depreciation, financial repression, higher
taxation, reduced public spending, structural growth initiatives or, in extreme cases,
outright debt restructuring. For investors, this implies that part of the adjustment
may occur through real purchasing power erosion, lower real returns, or more direct
interventions in capital markets. Against this backdrop, long-dated government
bonds have lost part of their traditional protective characteristics. The risk is no
longer limited to classic credit risk, but increasingly extends to interest rate and
refinancing risk. Long-duration sovereign bonds offer little protection against rate
shocks and entail exposure to sovereigns whose fiscal profiles are, in some cases,
deteriorating.

We began making initial adjustments approximately 24 months ago. Since then, we
have gradually reduced exposure to government and quasi-sovereign bonds and
selectively increased allocation to high-quality corporate credit. This deliberately
assumed credit exposure should not be interpreted as a broad increase in risk, but
rather as a targeted diversification away from concentrated interest rate and
sovereign risk. Fixed income remains a core portfolio component. However, its role
has evolved: the focus is no longer on allocating to sovereign bonds or quasi-
sovereign issuers once regarded as risk-free, but rather on an active combination of
duration management, issuer quality and selective credit exposure.

Economic outlook

The global economy continues to operate in a challenging environment. Geopolitical
conflicts, high energy prices, fragile supply chains and persistent inflation are
weighing on the outlook. At the same time, the starting point for monetary and fiscal
policy has become significantly more constrained. The traditional central bank
response to weakening economic data is no longer readily available. As long as
inflation remains elevated, monetary authorities are unable to shift decisively
towards an expansionary stance. Meanwhile, fiscal policy in many countries is
constrained by high public debt levels and rising refinancing costs. This amplifies
the issue described in the fixed income section: higher interest rates are not only a
market phenomenon, but are increasingly becoming a real economic headwind.
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robust labor market and consumption
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The United States remains the key lead market in this context. Despite initial
signs of cooling, the US economy continues to benefit from a solid labour market
and resilient consumer spending.

Equities

Equity markets remain robust despite geopolitical risks, higher interest rates and
mixed economic data. The underlying indicators of the Neue Bank indicator
framework have improved, resulting in a shift in the signal from neutral to light
green. We have taken this opportunity to moderately increase equity exposure.
On the equity side, we have added positions in emerging markets, among others.

South Korean and Taiwanese stock indices have recently outperformed US
and global equities (in USD)
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Structural growth themes such as artificial intelligence, semiconductors,
automation and data centres are not only supporting US equity markets.
Selected emerging markets are also benefiting from these developments.
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The Japanese yen (JPY) and the Swiss franc (CHF) represent two contrasting sides of
the same broader theme. Japan is under pressure, as high public debt levels and only
limited scope for monetary tightening constrain the Bank of Japan’s policy flexibility.
Although a weaker yen would normally justify higher interest rates, the central bank
remains cautious. Foreign exchange interventions may temporarily slow the trend, but
they do not address the underlying structural issue.
The Swiss franc, by contrast, continues to be in demand as a safe-haven currency in an
environment of geopolitical uncertainty and fragile sovereign balance sheets. For
Switzerland, this is a double-edged development. While a strong franc helps contain
imported inflation, it weighs on the export sector. This creates a difficult policy trade-
off for the Swiss National Bank, which must safeguard price stability without allowing
excessive currency appreciation.

Opposite development of the Swiss franc (CHF) against the Japanese yen
(JPY) over the past 5 years
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This reinforces the view that exchange rates are increasingly becoming a reflection of
confidence, credit quality and monetary policy flexibility. While the JPY highlights the
constraints of a highly indebted economy, the CHF continues to reflect Switzerland’s
defensive characteristics. This is also reflected in our active currency positioning.
Specifically, we have hedged JPY exposure in our CHF, EUR and USD portfolios. In

addition, within our CHF mandates, the main foreign currency risks are at least partially
hedged.

Alternative Investments

Real assets such as gold remain in demand in the current environment. They can
provide diversification benefits and tend to gain importance when confidence in fiat
currencies, sovereign bonds and the long term sustainability of public finances
diminishes. Central banks are also increasingly repositioning their reserves. Several
countries are reducing their reliance on the US dollar (USD), scaling back holdings of
US Treasuries and, in parallel, increasing their gold reserves. Among the largest buyers
in recent years are China, Poland, Turkey, India and Kazakhstan.

There have also been occasional sales. Russia sold gold in the context of rising military
expenditures and an expanding fiscal deficit. Turkey reduced gold holdings amid an
acute energy crisis and additional pressure on the lira. However, the broader picture has
remained largely unchanged: sovereigns and central banks have continued to be net
buyers of gold. We continue to maintain our gold positions.



PRIMUS—-PASSIV

For investors who aim to invest according to strategic principles
over the long term and want to be fully invested when equity
markets recover, we recommend the PRIMUS-PASSIVE asset
management mandate. In this approach, available funds are
allocated to low-cost index products according to the “Strategic
Asset Allocation.” Additional features of this innovative solution
can be explained in detail during a personal consultation. We look
forward to your call.

Key Performance Indicator PRIMUS-PASSIVE Dynamic CHF"

31.05.2026 2025 2024 2023 2022 2021

PRIMUS-PASSIV Dynamic 415% 8.84% 10.41% 6.22% -16.68% 16.73%

O, 0,
Benchmark 4.16% 8.67% 11.07% 6.29% -16.08% 16.22%

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
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EUR/CHF and USD/CHF
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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
ast he 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 mntioned 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 guarantee. 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 legislation must be adhered to.
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