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40,000,000,000,000

A number that is generating headlines. In August, US government debt surpassed the USD 40 trillion mark for the
first time, having more than doubled within a decade. As expected, this dynamic has also drawn significant attention
across financial markets. While the absolute figure is undoubtedly concerning, it provides only limited insight into
fiscal sustainability. What matters more is the relationship between debt, economic output, and the associated
interest burden.

A more meaningful metric is government debt relative to GDP. At around 125%, this ratio is also at a very high level
and, according to the IMF, is expected to rise above 140% by 2031. Compared with other advanced economies,
however, such a debt ratio is by no means unprecedented and should not be equated directly with a debt crisis. At
the same time, the US is not an ordinary borrower. The size and dynamism of the US economy, the dollar's status
as the global reserve currency, and the world's deepest and most liquid capital market give the US substantial
financing capacity. This special position makes high debt levels more sustainable, but at the same time increases
their global significance, since US Treasuries serve as a key reference point for international financial markets and
for the valuation of numerous financial assets.

Rising fiscal risks are already reflected, among other things, in higher yields on US Treasuries. Higher refinancing
costs are making debt service more expensive, further adding to fiscal pressure. At the same time, rising rates are
weighing on equity valuations, particularly in highly valued growth and technology segments.

For investors, this still does not suggest retreating from equity markets but rather calls for broader positioning. The
second-quarter earnings season showed that profit growth is increasingly spreading beyond the previous Al market
leaders. In a more challenging market environment, balanced positioning across regions, sectors, and investment
styles is becoming increasingly important. The current market environment offers welcome opportunities to do so.

Enjoy the read.

Best regards,

Gzim Hasani Bekim Laski, CFA

Chief Executive Officer
CEO

Chief Investment Officer
ClO
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e The global economy is proving more resilient than expected, with Al investment emerging as a key driver of growth.
e The US remains the main engine of global growth, while the euro area is supported by fiscal stimulus.
e Switzerland combines resilient growth with low inflation and substantial monetary policy flexibility.

Resilient growth, persistent inflationary pressure

The global economy is proving more resilient than expected
despite the energy price shock. Leading indicators continue to
point to an expansionary environment, although the global in-
dustrial cycle has weakened somewhat in recent months. At
the same time, growth dynamics remain uneven across re-
gions, while the global economy is increasingly shaped by in-
vestment-driven growth in Al, also outside the US. According
to Bloomberg consensus estimates, global GDP growth is ex-
pected to reach 2.5% in 2026 and 2.6% in 2027, with inflation
projected at 3.3% and 2.7%, respectively. As a result, the bal-
ance of risks is shifting increasingly from growth towards infla-
tion. One key question will be whether higher energy prices
feed through to producer and consumer prices and, ultimately,
into core inflation.

The US remains the global growth engine

The US economy remains robust, supported by resilient con-
sumer demand and, in particular, continued high corporate in-
vestment in Al infrastructure. At the same time, the labor mar-
ket remains stable, with no significant additional pressure from
wage growth. Following a decline in inflation in June, price
pressures largely stabilized in July. Against this backdrop, the
Fed may remain on hold for longer than currently expected by
financial markets, which continue to price in one rate hike by
year end.

Fig. 1: Inflation trend: USA, Eurozone, and Switzerland
Headline inflation year-on-year, 2020-2026

Eurozone supported by fiscal stimulus

The Eurozone is also proving more resilient than expected.
GDP expanded by around 0.3% quarter on quarter in the sec-
ond quarter, while recent leading indicators point to continued,
albeit moderate, expansion. Growth is supported in particular
by the services sector and increasing German spending on de-
fense and infrastructure. Consensus estimates point to GDP
growth of 0.8% in 2026 and 1.2% in 2027. At the same time,
inflation remains above the ECB’s target, particularly in ser-
vices. This limits the scope for monetary easing, and financial
markets are therefore pricing in one to two further rate hikes
by year-end.

Switzerland remains an outlier

Switzerland remains a clear outlier among advanced econo-
mies. According to the preliminary SECO estimate, GDP in-
creased by 1.5% quarter on quarter in the second quarter. This
was driven primarily by the industrial sector, particularly chem-
icals and pharmaceuticals, while the services sector also ex-
panded. At the same time, inflation declined to 0.4% in July
from 0.5% in June, placing it at the lower end of the SNB’s
target range. The combination of resilient growth and low in-
flation provides the SNB with substantial monetary policy flex-
ibility. Should growth accelerate further in 2027, an initial rate
hike during the year could become a realistic scenario. The
SNB expects GDP growth of around 1.0% in 2026 and 1.5% in
2027.

Fig. 2: Rate-hike expectations remain elevated
Market expectations for cumulative rate changes in 2026
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e Attractive absolute yields and solid corporate balance sheets continue to support high-quality bonds.
e Emerging market bonds maintain their relative strength and continue to offer attractive total return potential.
e Alternative investments with limited sensitivity to economic and financial market cycles provide additional diversification.

Fiscal concerns drive long-term yields

The past two months have been characterized by rising yields
across global government bond markets, particularly at the
long end of the yield curve. In several advanced economies,
long-term yields reached multi-year highs in August. Switzer-
land also experienced rising yields, though the rise was much
less pronounced than in other developed markets. The move
was particularly pronounced in 30-year US Treasuries, whose
yield temporarily reached its highest level since 2007. The in-
crease has been driven primarily by persistent inflation risks,
elevated fiscal deficits and the resulting high levels of govern-
ment bond issuance.

In a reflection of these developments, US government debt
surpassed USD 40 trillion for the first time in August. While this
negative record is concerning, the absolute figure alone pro-
vides limited insight. Rather than looking at it in isolation, US
government debt should be assessed relative to economic
output, such as GDP. The US debt-to-GDP ratio currently
stands at around 125%. While this is higher than in many other
advanced economies, it remains within the broader range ob-
served across developed markets. Recent measures by the US
Treasury to expand buybacks at the long end have provided
some short-term relief but are unlikely to materially alter the
structural supply dynamics. A sustainable easing of pressure at
the long end will ultimately require a credible stabilization of
US fiscal policy.

Fig. 3: Government debt of selected countries
Debt-to-GDP ratios, 2001-2026

Corporate and emerging market bonds continue to outper-
form

Corporate credit markets remained resilient, outperforming
government bonds on a total return basis. High yield proved
more resilient than investment grade. Credit spreads remain
broadly well supported, though the rapidly increasing volume
of corporate bond issuance to finance Al investments is in-
creasing overall supply and tightening competition for investor
capital. At current yield levels, however, carry remains broadly
attractive for long-term investors.

Emerging market bond markets have outperformed their de-
veloped market counterparts year to date despite continued
geopolitical and market volatility. Emerging market bonds
have therefore demonstrated considerable resilience in the
face of geopolitical risks, reinforcing their role as an important
source of portfolio diversification.

For Swiss investors, a combination of investment grade bonds,
high-quality high yield and selective emerging market bonds
remains attractive. To limit currency risk, CHF-hedged expo-
sure is advisable, despite hedging costs of around 3.9% for
USD/CHF and 2.6% for EUR/CHF. For investors with a greater
tolerance for illiquidity, alternative investments with very low
correlation to traditional economic and financial market cycles,
such as catastrophe bonds (cat bonds), remain an attractive
source of diversification.

Fig. 4: Current yields in selected bond markets
Yield-to-worst in %
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e Many equity markets are reaching new highs, supported by Al and continued resilience in corporate earnings.

e Al remains the dominant growth driver, while also increasing concentration risks across global equity markets.

e Technology remains the leading sector, with the US and emerging markets among the main beneficiaries. European equities
and Swiss dividend stocks offer attractive diversification opportunities.

The rally is broadening

Global equity markets continued their upward momentum in
July and August, albeit with increasing volatility. The key dif-
ference compared with the earlier stages of the rally is its
growing breadth. Gains are no longer driven exclusively by the
major Al and technology stocks, but increasingly by compa-
nies and sectors beyond the previous market leaders. This is
also evident in an exceptionally strong second-quarter earn-
ings season. Corporate results significantly exceeded already
ambitious consensus expectations, with earnings growth in-
creasingly broadening into industrials, financials, energy and
consumer cyclicals. Crucially, positive earnings momentum is
spreading beyond the market leaders. This broader earnings
base strengthens the fundamental support for equities without
requiring a further expansion of valuation multiples.

The regional picture is also broadening. US equities remain re-
silient, while European equities are benefiting from more at-
tractive valuations and accelerating earnings growth. Emerg-
ing markets have regained momentum following a recent con-
solidation, while Swiss equities remained well supported by
solid corporate earnings and their more defensive sector com-
position.

Fig. 5: Major equity markets in local currency
Year-to-date total return

A more challenging environment

The fundamental backdrop remains broadly constructive.
Continued investment in artificial intelligence, broadening
earnings growth and a gradual easing of inflationary pressures
support further upside potential for equities. However, liquidity
conditions provide less support than in previous phases of the
recovery. The key countervailing force is now rising long-term
interest rates. Combined with the unresolved situation around
Iran and the associated oil price risks, this is increasing both
inflationary and valuation pressures. Following the strong re-
covery from the March lows, the market environment there-
fore appears more challenging. A more selective approach is
warranted, particularly within Al and technology, while defen-
sive and cyclical sectors beyond the previous market leaders
are gaining importance.

Eurozone remains attractive, Switzerland provides stability

From a regional perspective, the Eurozone, emerging markets
and the US remain attractive. Eurozone equities are supported
by relatively attractive valuations and could benefit from a fur-
ther easing of geopolitical risks and a normalization of energy
prices. Swiss dividend stocks offer defensive characteristics
and stable cash flows and should remain preferred within the
Swiss equity market, particularly in the current environment of
elevated macroeconomic uncertainty. In balanced portfolios,
these positions can continue to be complemented by selective
exposure to small and mid-caps.

Fig. 6: Price gains driven by earnings growth
Price-to-earnings ratios of major equity markets, 2016—-2026
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e The USD is coming under renewed pressure amid declining expectations for further rate hikes and growing fiscal concerns.
e Monetary policy divergence supports the CHF against the USD, but weighs on the CHF against the EUR.
e Gold remains attractive despite elevated long-term yields, supported by USD weakness and structural demand.

Swiss franc between dollar weakness and euro strength

Foreign exchange markets were characterized by renewed
weakness in the US dollar in July and August. Weaker US eco-
nomic data, easing inflationary pressures and growing doubts
about further Fed rate hikes weighed on the currency. At the
same time, concerns over US fiscal policy led to higher risk
premia in the US Treasury market, further weighing on the dol-
lar. For the Swiss franc, this resulted in a differentiated picture.
The CHF continued to appreciate against the dollar, with
USD/CHF temporarily falling below 0.80, while weakening
significantly against the euro, with EUR/CHF rising above
0.94.

Monetary policy divergence drives exchange rates

The key driver of these divergent developments is the increas-
ing divergence in monetary policy. While the SNB is keeping
its policy rate at 0% and remains prepared to counter exces-
sive appreciation of the franc through foreign exchange inter-
ventions, the ECB is moving towards a more restrictive mon-
etary stance. For the CHF, the key question therefore is less
whether it will appreciate or depreciate in general, but rather
against which currency. Against the USD, declining expecta-
tions for further Fed rate hikes are weighing on the dollar and
supporting the franc. Against the EUR, by contrast, the widen-
ing interest rate differential in favor of the euro area is weigh-
ing on the CHF. The franc is therefore likely to remain weaker
against the EUR, while USD weakness should continue to sup-
port it against the dollar. Overall, however, movements in the
franc are likely to remain relatively contained.

Fig. 7: CHF versus USD and EUR year-to-date
Indexed to 100 as of 1 January 2026

Gold recovers despite higher interest rates

Gold continued its recovery in July and August, temporarily
rising above USD 4,600 an ounce in August. The key factor
was a shift in the underlying macroeconomic drivers. While ris-
ing interest rates and a stronger dollar exerted significant pres-
sure on gold in June, declining expectations for further Fed
rate hikes and, in particular, a weaker USD supported the pre-
cious metal. The USD was further weakened by growing con-
cerns over US fiscal policy and rising government debt. This
increases the attractiveness of gold as a reserve and diversifi-
cation asset relative to the dollar and government bonds.

Persistent geopolitical risks, particularly the unresolved situa-
tion around lIran, are also supporting demand for gold as a
hedge. Structural demand remains robust as well. Central
banks continue to accumulate gold, while gold ETFs recorded
renewed inflows in July, according to Bloomberg, following
outflows in May and June.

Overall, the environment for gold remains broadly construc-
tive, although elevated long-term yields continue to represent
an important headwind. Gold is therefore benefiting increas-
ingly not only from traditional safe-haven flows, but also from
demand for diversification away from the dollar, government
bonds and rising fiscal risks.

Fig. 8: Gold rises despite higher US yields
Gold price vs. yields on 5-year US Treasury bonds
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e Initial vacancy data continue to point to a shortage of housing.
e However, further tightening is not yet evident, as weaker construction activity is increasingly offset by softer demand given

lower net immigration.

e Construction activity is becoming increasingly divergent across regions.

Initial 2026 vacancy data confirm a tightly balanced hous-
ing market

The national vacancy figures for 2026 will be published by the
Federal Statistical Office on 10 September. However, initial
cantonal data already provide a relatively clear picture: there is
no evidence of an easing in the residential property market so
far.

In Zurich, the vacancy rate increased slightly year on year but
remains exceptionally low at around 0.5%. In Basel-Stadt and
Basel-Landschaft, vacancy rates declined further. Overall, the
data currently available suggest that Switzerland’s nationwide
vacancy rate will remain around 1% or slightly below in 2026.

No further tightening, but no recovery yet

On the supply side, activity remains subdued. In 2025, net
housing additions amounted to only around 32,000 units, sig-
nificantly below the levels recorded between 2016 and 2023.
A rapid recovery in construction activity is not currently in
sight.

At the same time, demand has also lost some momentum. Net
immigration has declined, partly due to weaker labor market
conditions. As a result, housing demand is growing less rapidly
than in previous years. The housing shortage is therefore un-
likely to tighten materially in the near term. However, given
persistently low construction activity, a meaningful easing is
also unlikely.

Fig. 9: Net immigration continues to decline
Net immigration, permanent resident population

Investors are increasingly looking beyond the major cen-
ters

The environment remains attractive but challenging for inves-
tors. Capital available for residential real estate remains abun-
dant, while suitable properties and development projects, par-
ticularly in major centers, are scarce and regulatory hurdles
continue to complicate project execution. As a result, invest-
ment and development activity is increasingly shifting towards
well-connected regions outside the major centers. Projects
can often be realized more efficiently in these locations, while
high rents in urban centers and increasing willingness to com-
mute provide additional support for demand.

This shift is also evident in building permit applications. Alt-
hough the number of planned residential units across Switzer-
land has recently increased, construction activity is becoming
increasingly divergent. Zurich, Northwestern Switzerland and
the Lake Geneva region remain significantly below their multi-
year averages, while the Bern and Central Switzerland regions
are recording strong increases.

This development suggests that investment and development
activity is increasingly shifting towards regions where projects
can be implemented more efficiently.

Fig. 10: Regional trends in building permit applications
Comparison of number of residential units in building permits
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e Bitcoin’s August breakout from its three-month trading range was amplified by a historic short squeeze. Renewed ETF

inflows point to an improvement in underlying demand.

e | ong-term holders remain stable, suggesting that the rally has not triggered broad-based profit-taking.
e A sustained move above USD 80,000 would strengthen the case for a broader market recovery.

Short-covering wave drives Bitcoin price higher

Bitcoin staged a strong comeback in August after spending
several weeks in a narrow trading range around USD 62,000—
65,000. Once prices broke above resistance, the move accel-
erated rapidly, with Bitcoin rising toward USD 80,000.

The rally was amplified by one of the largest short-liquidation
events on record. More than USD 1 billion Bitcoin shorts were
liquidated within roughly one hour, while crypto-wide short
liguidations reached around USD 2.7 billion. However, the
move was not driven by derivatives positioning alone. US spot
Bitcoin ETFs also turned positive again, recording around USD
517 million in net inflows on August 19 and approximately USD
1.9 billion over the week. The combination matters: forced
short covering accelerated the rally, but renewed ETF demand
suggests that genuine spot buying also played a role.

Main catalysts behind the move

Several catalysts helped trigger the breakout. Long-term US
Treasury yields declined after the Treasury expanded its bond
buyback operations, while sentiment improved further follow-
ing President Trump’s meeting with crypto industry executives
in Washington on regulatory developments. A weaker US dol-
lar and renewed ETF inflows added further support, while the
short squeeze amplified the move as investors with leveraged
positions were forced to cover their short positions into rising
prices.

Fig. 11: The largest liquidation events
Liguidations according to scope and price amplitude (Top 10)

Sustainable rally or short squeeze?

The key question is what happens once forced buying disap-
pears. There are encouraging signs: ETF flows have improved,
large holders are accumulating again, and Bitcoin has absorbed
substantial selling pressure after months of weakness. At the
same time, parts of the market remain cautious, with retail par-
ticipation still subdued.

Long-Term Holder Supply, which measures Bitcoin held for at
least 155 days, also remains constructive. It has stayed near
record highs and barely moved during the August rally, sug-
gesting that long-term investors are not rushing to sell despite
higher prices.

Is the bear market over?

The August move may therefore be more than a technical re-
bound and could be a sign that the bear market has reached
its bottom, although it is still too early to confirm a new bull
market. Yet the market structure has changed materially. Spot
ETFs have turned positive again, sentiment is improving, and
growing holdings by corporate treasuries, sovereigns and in-
stitutional investors suggest that the market structure now in-
creasingly reflects long-term conviction, while a growing por-
tion of supply is held by long-term or illiquid investors.

A sustained move above USD 80,000 would provide a
stronger signal that the recent rally marks a broader market re-
versal rather than a temporary short squeeze.

Fig. 12: Long-term holders remain patient
BTC price vs supply held by long-term holders
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smzh for you

Your Partner for Tailored Financial Services

e Personalized investment advisory: Customized, independent, and tailored to your
unique life stages and financial goals.
Holistic approach: Crafting and executing an investment strategy that aligns seam-
lessly with your comprehensive wealth plan. Call us on
Portfolio optimization: Continuous review and adjustment of your portfolio in line +4143 355 44 55
with our House View to effectively achieve your financial objectives. or make an appointment
Transparency and oversight: Regular assessments of your risk profile, investment online
strategy, and cost structure to ensure clarity and control.

Disclaimer: This publication constitutes marketing material and is not the result of independent financial analysis. Therefore, it is
not subject to the legal requirements regarding the independence of financial analysis. The information and opinions contained in
this publication were produced by smzh ag at the time of writing and are subject to change without notice. This publication is for
informational purposes only and does not constitute an offer or solicitation by smzh ag or on its behalf to make an investment.
The statements and comments reflect the current views of the authors but may differ from the opinions of other entities within
smzh ag or other third parties. The services and/or products mentioned in this publication may not be suitable for all recipients
and may not be available in all countries. Clients of smzh ag are advised to contact the local unit of smzh ag if they wish to obtain
information about the services and/or products offered in the respective country. This publication has been prepared without
regard to the objectives, financial situation, or needs of any particular investor. Before entering into any transaction, an investor
should consider whether it is suitable for their personal circumstances and objectives. The information contained in this publication
does not constitute investment, legal, accounting, or tax advice, nor does it represent a guarantee that an investment or investment
strategy is suitable or appropriate for an investor’s specific circumstances; it is also not a personal recommendation for any par-
ticular investor. smzh ag recommends that all investors seek independent professional advice regarding the respective financial
risks as well as the legal, regulatory, credit, tax, and accounting consequences. Past performance of an investment is not a reliable
indicator of its future performance. Performance forecasts are not a reliable indicator of future results. The investor may incur
losses. Although the information and data contained in this publication are obtained from sources believed to be reliable, no
representation is made as to their accuracy or completeness. smzh ag, its subsidiaries, and affiliates disclaim any liability for losses
resulting from the use of this publication. This publication may only be distributed in countries where its distribution is legally
permitted. The information contained herein is not intended for persons from jurisdictions that prohibit such publications (due to
the nationality of the person, their residence, or other reasons).

© 2026 smzh ag.
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