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ABOUT OUR SUMMER PUBLICATION

Dear Readers,

Investors who kept their nerve at the end of
March were able to benefit from the strong
recovery seen in April and May. As a result, the
S&P 500, the leading global stock market index,
moved from negative into positive territory and
reached new all-time highs in May. Following
the peace negotiations between the United
States and Iran, the price of WTT crude oil has
fallen from a peak of USD 117 to below USD
70 by the end of June. This has eased a significant
headwind for the global economy.

Alongside hopes for a geopolitical easing of
tensions, the key driver of market performance
was first-quarter earnings and the positive
momentum in earnings growth forecasts for
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the full year 2026. Beneath the surface, it is
becoming increasingly apparent that the
Magnificent 7 stocks are losing relative strength,
while the broader market continues to advance.
Investor demand is gradually shifting away from
Nvidia and Broadcom towards other parts of
the Al value chain. Companies such as Intel,
AMD and Micron Technology have benefited
enormously from this trend and have gained
significant weight within the major stock
market indices. This is particularly evident in
the South Korean and Taiwanese stock markets,
where Samsung Electronics, SK Hynix and
Taiwan Semiconductor Manufacturing
Company (TSMC), respectively, have devel-

oped into dominant concentration risks.

Driven by the shift in monetary policy
expectations, away from further interest rate
cuts and towards the possibility of rate hikes,
the bond market has undergone a significant
change in direction. Rising inflationary
pressures have already prompted the European
Central Bank and the Bank of Japan to raise
interest rates. At its first meeting under the
chairmanship of Kevin Warsh, the Federal
Open Market Committee has not yet responded.
Capital markets are now pricingin the first rate
hikes in the United States during the second half
of the year. As a result, yields across the US
dollar market have moved higher. A two-year
US Treasury bond currently yields more than
4%, offering an attractive risk-reward profile.

Gold is also increasingly feeling the impact of
the new interest rate environment. Higher
interest rates raise the opportunity cost of
holding gold, as it generates neither dividends
nor interest income. However, demand from
central banks is likely to remain strong as they
continue to diversify their foreign exchange
reserves. Likewise, private investors’ confidence

MAXIMILIAN HEFELE CFA
DEPUTY CHIEF
INVESTMENT OFFICER
AND HEAD OF

ASSET MANAGEMENT
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in gold as a safe-haven asset is likely to remain
intact despite any temporary headwinds.

As outlined above, we are currently navigating
a period of change across multiple areas of the
capital markets. These developments reinforce
the course we embarked upon at the end of
last year. We are diversifying our portfolios
even more broadly than before. This applies
to investment styles, where we deliberately
complement growth stocks with value stocks,
to market capitalisation through the addition
of small- and mid-cap companies, and to
broader stock diversification within our core
multi-asset solutions. Gold and targeted
currency hedging also remain integral
components of our approach to navigating the
current market environment.

I hope you enjoy reading this edition.
Yours sincerely,

Maximilian Hefele
Deputy Chief Investment Officer
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BASE-CASE SCENARIO

GDP ESTIMATES

INFLATION ESTIMATES (CPI)

BY TILL C. BUDELMANN, CHIEF INVESTMENT OFFICER

The energy price shock has driven up inflation rates worldwide and weighed on the economy in
many countries. The peace agreement between the US and Iran is now reducing the downside
risks to the economy and the upside risks to inflation, as the oil price has fallen significantly.
In our baseline scenario, we (like many other forecasters) had assumed that the military situation
would ease by mid-year and that the oil price would fall well below USD 100 per barrel.
If the oil price stabilizes at its current level of around USD 70 dollars in the coming weeks,
the economy is likely to gradually regain momentum after the setback of recent months.

Central banks have responded differently to the surge in inflation. For example, the ECB raised
its key interest rate by 25 basis points in June — just a few days before the peace agreement was
announced. The US Federal Reserve (Fed), the Bank of England (BoE), and the Swiss National
Bank (SNB) met a week later and kept their key interest rates unchanged. For the SNB, refraining
from raising interest rates was the easiest option, as the inflation rate in Switzerland has so far
risen only from 0.1% to 0.6%. The SNB is likely to keep its key interest rate at 0%, as the risk of
inflation breaking out of the 0-2% target range remains low. Although the ECB, the BoE,
and the Fed will continue to face year-over-year inflation rates that are too high for some time,
they have the option of pointing to the rapidly declining month-over-month rates — provided
the oil price does not rise significantly again. They could refrain from raising interest rates. This
applies in particular to the ECB and the BoE, as economic activity is sluggish in their respective
currency areas. In the US, by contrast, the economy remains robust and inflation is clearly too
high. Following the June meeting — the first under new Fed Chairman Kevin Warsh — there is
strong evidence pointing to an interest rate hike in the fall.

The peace agreement between the US and Iran has eased some of the tension in the volatile
global situation. It remains to be seen whether the agreement will hold and how the situation
in the region will develop. Due to the ongoing war between Russia and Ukraine - including
targeted Russian provocations against NATO member states — the geopolitical situation remains
tense, especially as further latent risks lurk in the background (including China and Taiwan).
Geoeconomics continues to dominate the global landscape.
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OIL PRICE SPARKS OPTIMISM
BY DR JORN QUITZAU

Just in time for the end of the first half of
the year, the US and Iran have reached a
peace agreement. Like many other forecasters,
we had assumed in our baseline scenario
that the military conflict would end by
mid-year and that the oil price would fall
significantly. Since mid-May, the price of oil
(Brent crude) has fallen sharply, initially drop-
ping below the psychologically important
threshold of USD 100 per barrel. Following
the announcement of the peace agreement,
the price decline accelerated.

From an economic perspective, the war in Iran
is particularly threatening because of its impact
on oil prices. Following the price drop on the
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oil market, there is now hope that the global
economy will get off with a slap on the wrist.

Nevertheless, the peace agreement is not
yet a reason to give the all-clear, as the first
few days following the announcement of the
peace deal have already shown. It remains to
be seen whether the Strait of Hormuz will
remain open indefinitely without restrictions.
It is also important to bear in mind that
even after shipping traffic resumes, cargoes
will take some time to reach their destinations,
and that damage to the energy infrastructure
cannot be repaired immediately. A moderate
rise in oil prices is quite possible given the
remaining uncertainties.



Global economy remains resilient,

but with regional variations

Overall, the global economy has proven
surprisingly resilient since the outbreak of the
war. However, the economic consequences
of the energy price shock are distributed very
unevenly. Countries heavily dependent on
energy imports are bearing a heavier burden.
As a result, the economy in the eurozone is
under greater pressure than the US economy.
Many emerging and developing economies,
particularly in Africa, are feeling the negative
effects of the energy price shock acutely. And,
of course, the countries in the crisis region are
also severely affected.

Some countries, including China, have cush-
ioned the tensions in the oil market by drawing
on oil reserves, thereby preventing worse
consequences for the global economy. The
expansionary fiscal policies of many countries
continue to provide support. While persistent
budget deficits will eventually reach their limits,
during an acute crisis, short-term economic
stimulus takes precedence over the long-term
sustainability of public finances. Finally, the
technology boom has contributed to stabilizing
the economy and fostering positive sentiment
in the stock markets.

Thanks to its expansionary fiscal policy,
the thriving technology sector, and high
level of energy independence, the US has
weathered the crisis very well so far. The US
economy is expected to grow by a good 2
percent in 2026, which is roughly in line with
potential growth. By contrast, the eurozone
economy is expected to grow by less than one
percent. Still, following the peace agreement
and the drop in oil prices, the first economic
indicators point to improved sentiment. The
eurozone economy could gradually regain
momentum in the second half of the year.
In Switzerland, economic output is expected
to grow by a good one percent.

Monetary policy:

central banks respond differently

Higher energy prices are initially weighing on
the economy by reducing consumer purchasing
power and driving up production costs for
energy-intensive companies. Added to this is
the risk of tighter monetary policy: To prevent
higher energy prices from spreading to other
categories of goods and services, central banks
may be forced to raise interest rates.

At the onset of the rise in energy prices, there
was hope that central banks could tolerate a
short-lived, temporary price increase. Central
banks could “look through” a short-term rise
in the inflation rate. The longer energy prices
remained at this significantly higher level,
the greater the risk of inflation spreading.

In May, inflation rates in many places were well
above the respective central banks’ 2% targets:
In the eurozone, the inflation rate rose to 3.2%
in May; in the US, it reached 4.2%; and in the
United Kingdom, it stood at 2.8%. Only in
Switzerland does the price environment remain
stable, with an inflation rate of 0.6%.

In response, the European Central Bank (ECB)
raised its key interest rates by 25 basis points in
June. However, this occurred shortly before the
peace agreement was finalized and the resulting
drop in oil prices. If the oil price remains well
below $90, month-over-month inflation rates
will fall rapidly, allowing the ECB to refrain
from another rate hike, as doing so would
further weigh on the already weak economy.

The US Federal Reserve (Fed) and the Bank of
England (BoE) made their monetary policy
decisions one week after the ECB and thus just
a few days after the peace agreement. Both
central banks decided to leave key interest rates
unchanged. Given the weakening economy, the
BoE could continue to wait and see and refrain
from raising rates. In contrast, the signs in the

US point toward rate hikes, as the economy
and the labor market are robust, while inflation
is significantly too high. Furthermore, the new
Fed Chair, Kevin Warsh, made it clear at the
press conference following the first monetary
policy meeting under his leadership that he and
his colleagues on the Federal Open Market
Committee would initially focus on fighting
inflation. The expectation held by some
observers — that Warsh, who was appointed
by Donald Trump, might merely be a puppet
of the US president — has been dashed. Expec-
tations of rate cuts have been priced out of the
market for the time being, while interest rate
hikes have been priced in.

United
Kingdom States

United Switzerland Germany

A brighter outlook amid persistent risks

At the end of the first half of the year, the
outlook has brightened. Nevertheless, the
geopolitical situation remains tense and
fraught with risks. From a purely economic
perspective, the oil price and the situation in
the Strait of Hormuz will remain in the
spotlight in the coming weeks. These factors
will determine whether central banks will
ultimately have to take action and whether the
economy can regain momentum.
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Al EUPHORIA BOOSTS MARKETS
BY FREDERIK CARSTENSEN

IN THE SECOND QUARTER

Global equity markets performed well in the
second quarter. Driven by investments
surrounding artificial intelligence and strong
corporate earnings, the major US stock indices
briefly reached new all-time highs. Toward the
end of the quarter, however, the rally lost
momentum. Profit-taking in semiconductor
stocks and a surprisingly robust US jobs report
for May, which dampened hopes for imminent
rate cuts, created headwinds. In addition,
many investors shifted capital to participate
in SpaceX’s IPO. Only the prospect of a deal
in the Middle East and a normalization of
energy supplies from the Gulf region brought
renewed stability.

The Iran war: the biggest risk for markets

The conflict in Iran left clear marks on global
trade in the second quarter as well. The effective
closure of the Strait of Hormuz — one of the
world’s most important shipping routes,
through which normally around 20% of global
oil and liquefied gas is transported — caused
transit volumes to collapse to approximately 5%
of pre-conflict levels and drove energy prices
higher worldwide. For investors, this meant a
persistently elevated risk premium: energy and
defense stocks gained at times, while energy-
intensive industries, airlines, and cyclically
sensitive companies came under pressure.
Despite recent rapprochement between the
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conflicting parties, uncertainty over a lasting
resolution remains a risk factor for the second

half of the year.

Inflation and interest rates:

expectations have shifted

Monetary policy also remains in focus. Many
investors now assume that the Fed’s next move
will be a rate hike rather than a cut. At first
glance, the current inflationary pressure
resembles the rapid rate increases of 2022, but
there is one key difference: this time inflation
stems almost exclusively from the energy sector
and has not become broadly embedded in the
economy. Furthermore, the US labor market
today is significantly less overheated than it was
in 2022. Both factors argue against aggressive
monetary policy.

Strong corporate earnings

support markets

Even as economic growth remains subdued,
corporate earnings have risen strongly — an
important reminder that the stock market is
not a simple reflection of the broader economy.
The Q1 2026 earnings season was impressive:
roughly 80% of S&P 500 companies beat
analyst expectations, and the average profit
margin is at its highest level in 15 years.
Earnings growth of just under 27% is expected
for full-year 2026, and the outlook for 2027 is
also encouraging. Major research firms have
raised their price targets accordingly.

The underlying principle is straightforward:
rising earnings expectations generally lead
to rising equity prices. Large technology
companies are held to different standards than
traditional industrial or consumer goods
companies, and their share price performance
is increasingly decoupling from the general
economic cycle. Despite legitimate questions
about how long the Al tailwind will last,
markets show few signs of overheating or
euphoria even at record levels.

[\e)
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Not all regions benefit equally

While US equities and select Asian technology
stocks have posted strong gains, European
markets are lagging. High energy prices
structurally weigh on the European economy
more heavily than on the American one.
Germany has halved its 2026 growth forecast
to 0.5%, citing the Iran war and elevated energy
prices as the main reasons.

South Korea and Taiwan also recorded strong
price gains, driven by the global Al boom and
robust demand for memory chips from
Samsung and SK Hynix. Since these two
companies account for around 70% of the
South Korean equity index, concentration risk
is substantial. Whether the semiconductor
upswing is sustainable or represents a bubble is
an increasingly pressing question for markets.
Looking at earnings growth in emerging
markets excluding these two countries, the
gains are rather modest.

Outlook: is a summer lull coming?

In the short term, the market environment is
likely to remain volatile. Renewed inflationary
pressure is prompting central banks to adopt a
more cautious stance. The new Fed Chair,
Kevin Warsh, the still-difficult-to-assess
situation in the Gulf, and the start of the US
election campaign will keep markets busy in the
second half of the year.

Against a backdrop of persistent uncertainty
and following the recent market rally, we are
maintaining our neutral overall positioning.
Over the medium term, we remain constructive
on global equity markets and continue to prefer
US equities, which stand out with stronger
growth and better corporate earnings compared
to Europe. Europe has barely moved since the
outbreak of the Middle East conflict. While
earnings revisions continue to trend upward,
much of this comes from the oil sector and
could quickly reverse if energy prices fall.

Europe’s significantly smaller presence in
Al and semiconductors compared to the US
and leading Asian markets is an additional
drawback. Since the market trough at the end
of March, Europe has therefore underperformed
both the US and emerging markets.

We maintain a watchful eye on the high
concentration of earnings growth among a
handful of Al-related companies in Asia. To
achieve diversification within emerging markets,
we therefore retain our preference for Brazil.
The country offers a low technology weighting
in its index, attractive valuations, solid earnings
growth, and the prospect of falling interest
rates. Within the US, we also continue to
believe in a broadening of the market and
consider the equal-weighted S&P 500 as well
as small and mid-cap companies to be
worthwhile portfolio additions.

On November 3, 2026, the US midterm
elections will take place: all 435 seats in the
House of Representatives and one-third of
the Senate will be up for election. Historically,
this is a period of heightened market
uncertainty, with volatility typically picking
up from spring onward and peaking in the
months before Election Day. For investors,
the key question is whether the Republicans
can hold their congressional majority, as this
will determine the extent to which President
Trump can advance his economic agenda.
The combination of a summer lull, election
campaigning, and geopolitical risks could
make the months from July through October
turbulent. Should political clarity emerge in the
fourth quarter, however, upside opportunities
may present themselves.
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THE FEARED RISE IN INFLATION HAS BECOME REALITY

BY CHRISTOPH JUNG

Anyone who still believed in January that 2026
would be characterized by falling policy rates
was proven wrong by the latest during the
course of the second quarter. The trigger for
this reversal can be traced back to a single
geopolitical flashpoint that shaped the quarter
like no other event: the war between Israel,
the United States, and Iran, which escalated at
the end of February and, through temporary
disruptions to tanker routes in the Strait of
Hormuz, directly impacted global energy prices
and thus inflation. Central banks respondedin
different ways. While the US Federal Reserve
(Fed), the Swiss National Bank, and the Bank
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of England kept their policy rates on hold,
the European Central Bank (ECB) took a
step that hardly anyone had anticipated just
a few months ago: a rise in interest rates.

The Fed remains on hold

In the United States, the economy proved
remarkably resilient despite heightened
geopolitical uncertainty, albeit with some
signs of moderation. Annualized GDP growth
reached 2.1% in the first quarter, driven
primarily by strong corporate investments in
equipment, technology, and Al infrastructure.
Meanwhile, the labor market continued to send



reassuring signals. Nonfarm payrolls increased
by significantly more than economists had
expected in May, while employment figures for
March and April were revised sharply higher.
At the same time, the unemployment rate
remained unchanged at 4.3% for the third
consecutive month. Leading indicators also
surprised to the upside. The ISM Manufacturing
Purchasing Managers” Index climbed to 54.0
in May, its highest level since May 2022,
while the ISM Services Index rose to 54.5.
Both indicators were firmly in expansionary
territory, reaching their strongest levels in
several months. The downside of this eco-
nomic resilience became evident on the
inflation front. Consumer prices rose by 4.2%
year-on-year in May, up from 3.8% in April,
largely driven by higher energy prices, while
core inflation remained nearly unchanged
at 2.9%. The Fed’s preferred inflation gauge,
the PCE Price Index, is estimated to reach
around 3.6% for the year, well above the 2.7%
forecast published in March and substantially
exceeding the 2% target.

This combination of solid economic growth,
a resilient labor market, and persistently
elevated inflation removed any immediate
pressure on the Fed to adjust interest rates,
while shifting the debate within the Federal
Open Market Committee noticeably in a more
hawkish direction. The Fed left its policy rate
unchanged at a range of 3.50% to 3.75% at
both its April and June meetings. The June
meeting was noteworthy for two reasons.
First, it marked the first monetary policy
decision under the new Fed Chair, Kevin
Warsh, who succeeded Jerome Powell. Second,
the updated dot plot revealed a considerably
more hawkish outlook. The median policy rate
projection for the end of 2026 increased from
3.4% to 3.8%, effectively eliminating the
previously widespread market discussion of
interest rate cuts and significantly increasing
the likelihood of a future rate hike. In its policy
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statement, the Fed noted that economic activity
continued to expand at a solid pace despite
elevated uncertainty, while inflation remained
above target, partly due to supply-side shocks,
particularly in the energy sector.

The ECB ventures a rate hike

On the other side of the Atlantic, economic
conditions appeared considerably weaker. The
euro area economy contracted by 0.2% quarter-
on-quarter in the first quarter of 2026, while
year-on-year growth remained marginally
positive at just 0.3%. Leading indicators also
confirmed the deteriorating outlook. The euro
area’s Composite Purchasing Managers’ Index
for the private sector stood at 49.5 in June,
marking the third consecutive month below
the 50-point threshold that separates expan-
sion from contraction. While manufacturing
remained in expansionary territory at just
above 51 points, the services sector continued
to disappoint. At the same time, inflation in
the euro area accelerated more strongly than
expected. Consumer price inflation rose to
3.2% year-on-year in May, while core inflation
increased to 2.5%. Both figures remained well
above the ECB’s 2% target, driven primarily by
the surge in energy prices following the conflict
in the Middle East. Meanwhile, the euro area’s
unemployment rate edged up to 6.3% in May,
after reaching a record low of 6.2% in April.

This combination of weak economic growth
and persistently elevated inflation placed
the ECB in a classic stagflation dilemma.
Nevertheless, at its meeting on 11 June, the
Governing Council opted for tighter monetary
policy. For the first time since September 2023,
the ECB raised all three key policy rates by 25
basis points. The deposit facility rate, the
benchmark rate most closely watched by
financial markets, increased from 2.00% to
2.25%. Persistent price pressures driven by
higher energy costs and geopolitical disruptions
were cited as justification for the rate hike, as

they increased the risk of so-called second-
round effects — meaning inflation becoming
self-sustaining through wages and prices.
Looking ahead to the July meeting, market
participants considered another rate increase
possible should inflation fail to moderate
meaningfully. At one stage, money markets had
priced in as many as two additional rate hikes
for the remainder of the year, although
expectations have increasingly shifted toward
just one further increase as oil prices have
continued to decline.

Short-term interest rates move mixed

In bond markets, concerns about rising inflation
had already been largely priced in by March,
leading to a more wait-and-see stance in the
second quarter as investors assessed how
developments would materialize in hard data.
Ultimately, yields on two-year US Treasuries
continued their upward trend, rising from
around 3.8% to just above 4.1% by the end of
June. In Europe, by contrast, yields moved
largely sideways, albeit with volatility; by the
end of June, two-year German government

bond yields stood slightly above 2.5%.

Yields on ten-year US Treasuries briefly
exceeded 4.6% but returned to a range of 4.3%
to 4.5% toward the end of the quarter, closing
only marginally higher than three months
earlier. Ten-year German Bund yields hovered
around the 3% mark. As progress was made
in peace negotiations between the US and
Iran, energy prices declined, and inflation
expectations adjusted accordingly, yields on
both US Treasuries and Bunds edged lower
across the curve. Over the quarter, the US
Treasury yield curve flattened, driven by rising
yields in the short- and medium-term segments.
In Europe, yields declined slightly across the
curve, with exceptions at the very short end.
The figure on page 32 illustrates a quarterly
comparison of the two explained yield curves.

Resilient corporate bonds
Despite the prospect of tighter monetary policy,
corporate bonds proved remarkably resilient
for much of the period. When the Middle East
conflict escalated at the end of February, credit
spreads initially widened noticeably. Over the
course of the second quarter this movement
largely reversed. Investors returned decisively
to corporate bonds, pushing risk premiums in
both euro and US dollar markets back toward
their historical lows by the end of the quarter.
In the investment-grade segment, a lack of
differentiation within rating categories became
increasingly apparent: the spread between BBB-
and A-rated bonds narrowed further, recently
standing at only around 30 to 35 basis points
— roughly half the historical average of 60 to 70
basis points. Investors are thus demanding little
additional compensation for moving one notch
down in credit quality. As long as default
probabilities remain low and economic growth
remains robust, this may persist, but it could,
in hindsight, be viewed as an overly complacent
pricing of credit risk.

Emerging markets continue

to attract investors

Given the growing economic weight of emerg-
ing markets, which are expected to account for
an increasing share of global output, a trend
observed by investors for some time has been
confirmed: emerging markets with solid credit
quality are increasingly seen as a viable and
attractive alternative to heavily indebted West-
ern industrialized nations. Despite geopolitical
turbulence, emerging markets continued to
represent a success story. Strong demand led
to further tightening of spreads on emerging
market bonds in the second quarter. Local
currency bonds benefited in particular from
monetary policy flexibility and attractive yield
levels, while hard currency bonds were sup-

ported by tighter credit spreads.
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The future remains uncertain

The outlook for the coming months remains
complex. The Fed may ultimately respond with
a rate hike if inflation proves more persistent
than desired, especially given the strength of
the labor market. The ECB, on the other hand,
may pause again to avoid placing excessive
strain on the economy. In credit markets, the
key question is how long historically tight

==== US Treasury yield curve
as of March 31, 2026

ceeceee German Bund yield curve
as of March 31, 2026

spreads can remain sustainable if the underlying
economy - particularly in Europe — continues
to weaken. Ultimately, developments in the
Strait of Hormuz are likely to have a greater
impact on financial markets in the third quarter
than any single economic data point. In our
current positioning, we favor high-quality
bonds with short- to medium maturities to
lock in the still attractive yields to maturity.
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GOLD: A CHALLENGING FIRST HALF, BUT THE STRUCTURAL

DRIVERS REMAIN INTACT
BY OLIVER WATOL

Gold started 2026 spectacularly. It surged past
USD 5,500 per ounce in January, with year-to-
date gains quickly exceeding 20%. By June 30,
however, the earlier momentum had largely
reversed. Gold gave back most of its gains,
finishing the first half around 7% below its
starting level.

Two pivotal events derailed the rally. First,
Kevin Warsh’s nomination as Federal Reserve
Chair restored confidence in the central bank,
prompting investors to unwind safe-haven
positions. Then, the Iran conflict in late
February delivered an unexpected blow. Rather
than benefiting from geopolitical tensions, gold
came under heavy pressure. Sharply higher oil
prices strengthened the US dollar and pushed
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bond yields higher, increasing the opportunity
cost of holding a non-yielding asset.

The result was broad-based de-risking. The
MOVE Index, which measures US Treasury
market volatility, surged from 60 to 110. Gold
tell below its 200-day moving average, and
investors sold gold to raise liquidity rather than

to hedge risk.

Despite this setback, we remain constructively
positioned. Following an extensive review and
broad discussion at our latest investment com-
mittee, we maintain our ovcrweight stance.
While acknowledging the near-term headwinds,
we remain convinced that the longer-term
investment case for gold is intact.



The structural drivers have not changed.
Central banks continue accumulating gold at
a remarkable pace. Gold has now surpassed
US Treasuries and the euro as an official reserve
asset by market value, accounting for 27%
of global reserves at the end of 2025 as high-
lighted by the European Central Bank in
its June 2026 report on the international role
of the euro.

Emerging market central banks continue to
lead this trend. Since the mid-2010s, they have
steadily increased their gold allocations.
According to the World Gold Council, the
share of gold in their official reserves has risen
from around 5% to 13%. Even so, this remains
well below the roughly 30% held by advanced
economies, leaving considerable scope for fur-
ther reserve diversification in the years ahead.

Geopolitics further reinforce this case. Rising
geopolitical fragmentation, persistent fiscal
deficits, higher defense spending, and growing
public debt all strengthen gold’s role as a long-
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term store of value. Increasingly, investors view
gold not only as a crisis hedge but also as stra-
tegic protection against sovereign debt risks
and the erosion of purchasing power.

We recognize that expectations of a restrictive
Federal Reserve continue to weigh on gold in
the near term. However, we believe current
market expectations may prove too hawkish.
Combined with our expectation of a gradually
weaker US dollar, this leaves room for gold to
recover from current levels.

Ultimately, gold’s role extends beyond short-
term performance. It serves as a form of port-
folio insurance. This year’s premium may have
appeared unnecessary so far. Yet history shows
that periods of uncertainty inevitably return.
When they do, investors are often grateful
for protection they once questioned. We there-
fore see little reason to reduce that insurance
today. Gold remains an important strategic
component of a well-diversified portfolio.

FROM RAILROADS TO DATA CENTERS, CONVERTIBLE BONDS AS
ENGINES OF INFRASTRUCTURE GROWTH

In the early 1880s, a Canadian-American rail-
road baron named James J. Hill found himself
in an uncomfortable position. He had a bold
vision of building a transcontinental railroad,
but no financier was willing to support it.
Equity investors found the project too risky.
Debt markets demanded coupons he could not
afford. Faced with this impasse, Hill responded
with an innovative solution. He issued a bond
that could one day become a share. Investors
who were too cautious to buy equity, but too
curious to walk away entirely, found in this
hybrid instrument exactly the compromise they
needed. Convertible bonds were emerging
as a new asset class.

There is a fascinating parallel between one
of the first US convertible bond issuers and
today’s market. The railroad companies of the
19th century were the “Al companies” of their
era. They required enormous capital invest-
ment, their growth potential was extraordinary
but highly uncertain, traditional lenders were
reluctant to provide financing, and investors
sought exposure to their upside.

Convertible bonds solved this financing chal-
lenge then, and they continue to do so today
for companies building Al infrastructure, cloud
platforms, semiconductors, and data centers.
The financing logic has changed remarkably

little in more than 140 years.

The numbers are breathtaking. US convertible
bond issuance reached approximately USD 34
billion in the first four months of 2026 alone,
more than double that of the same period a year
earlier, according to Bank of America Global
Research. More than half of all new issuance
is tied, in one form or another, to artificial intel-
ligence: data centers, GPU clusters, power
infrastructure, and cloud capacity. The vocab-
ulary has changed, but the underlying dynamic
has not. These are capital-hungry companies
whose futures are bright but unproven, whose
equity is volatile, and whose founders are reluc-
tant to dilute their holdings at today’s valua-
tions. The convertible bond, as it did in the
railroad era, steps in to break the deadlock.

History, however, counsels humility alongside
enthusiasm. The railroad boom that once
inspired innovation also produced significant
financial stresses already in the 1870s. The
technology was real; the railroads did transform
America. Yet some railroad bond issues
defaulted before that transformation was
complete, inflicting losses on investors. Today,
with Morgan Stanley projecting over USD 250
billion in Al-related debt issuance from
hyperscalers alone in 2026, prudent investors
might reasonably ask whether we are witnessing
disciplined capital allocation or an escalating
cycle of competitive debt issuance.



At Bergos, we continue to value the character-
istics that have long distinguished convertible
bonds. Their convex return profile offers
participation in rising equity markets while
providing a degree of downside protection.
We therefore remain invested and believe con-
vertibles deserve a strategic role in a diversified
portfolio. At the same time, we maintain a
balanced stance. After another period of strong
performance, much of the global convertible
universe has become more equity sensitive,
reducing some of its traditional asymmetry.
In addition, a growing share of new issuance is
concentrated in Al-related sectors, where long-
term opportunities remain compelling but
valuations in parts of the market appear increas-
ingly demanding. Prudence therefore argues
against excessive exposure.
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CURRENCOCIES

MONETARY POLICY REVERSAL SUPPORTED THE US DOLLAR IN THE

SECOND QUARTER

BY STEFFEN KILLMAIER

Currency markets in the second quarter were
primarily influenced by geopolitical tensions

and changing interest rate expectations.

The conflict in the Middle East led to a sharp
rise in energy prices and intensified global
inflation concerns. As a result, market
participants adjusted their expectations
regarding the future course of monetary
policy. While interest rate cuts had still been
anticipated in many countries at the beginning
of the year, recent months have seen a growing
shift towards pricing in rate hikes. The US
dollar was among the main beneficiaries of this
environment. The Swiss franc also remained in
demand as a safe-haven currency.
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US dollar strength unlikely

to prove sustainable

Following prolonged negotiations, a peace
agreement between the United States and Iran
was signed at the end of the second quarter.
While the US dollar initially benefited from the
US role as a net energy exporter during the
conflict and appreciated accordingly, no
significant reversal occurred after the agreement
and the recent sharp decline in energy prices.
One reason may be that uncertainty persists
regarding the long-term stability of the
agreement. Not all key points of contention
have yet been resolved, meaning that a
geopolitical risk premium remains. However,
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the decisive driver of the ongoing dollar
strength is the renewed focus on monetary
policy in currency markets.

The United States has so far navigated the crisis
relatively well, supported by expansionary fiscal
policy, a thriving technology sector, and a high
degree of energy independence. Economic
activity and the labour market remain robust.
However, inflation in the US remains signifi-
cantly too high. The combination of a resilient
economy and persistent inflationary pressure
has led to a marked shift in expectations
regarding the future monetary policy stance of
the Federal Reserve. Expectations of rate cuts
have increasingly been priced out, while rate
hikes have gradually been priced in. As a result,
the interest rate differential has shifted further
in favour of the US dollar. This trend was
reinforced by the latest Federal Reserve meeting
under its new Chair, Kevin Warsh. His
unexpectedly hawkish remarks were interpreted
by markets as a signal that the central bank is

prioritising the fight against inflation for the
time being, providing additional support for
the US dollar.

In the short term, there is a risk that monetary
policy will continue to dominate market
developments and support the US dollar.
In our view, however, expectations of a
restrictive US monetary policy are now
largely priced into exchange rates, and the
recent sharp appreciation of the US dollar
appears excessive. Over the longer term,
Donald Trump’s unpredictable policies and
concerns about rising US government debt are
likely to come back into focus. These factors
could lead to a further loss of confidence in the
US dollar. Against this backdrop, we maintain
our forecast that the US dollar is likely to
weaken against the euro. Accordingly, we
remain positive on the EUR/USD exchange
rate over both a three-month and twelve-
month horizon, while acknowledging some
short-term risks.

Inflation in Switzerland

remains within the SNB’s target range

After the Swiss franc benefited from global
uncertainties for much of the second quarter,
demand has eased somewhat following the
recent de-escalation in the Middle East. Even
if the peace between the United States and Iran
proves sustainable, the global environment
remains characterised by numerous uncertain-
ties. Against this backdrop, the Swiss franc is
likely to retain its appeal as a safe haven and
remain in demand during periods of height-
ened risk aversion.

With regard to price stability, there is currently
no need for action by the Swiss National Bank
(SNB). Inflation stood at just 0.6% in May,
not only well below the levels seen in many other
economies but also comfortably within the
SNB’s target range. Accordingly, the SNB left
its key interest rates unchanged in June.
The current inflation trend provides the SNB
with scope to maintain its monetary policy

stance and continue focusing primarily on devel-
opments in the Swiss franc. The strong franc
remains a challenge for Switzerland’s export-ori-
ented economy, as it raises export prices and
reduces competitiveness. Against this back-
ground, the SNB has once again emphasised its
willingness to intervene in the foreign exchange
market should the franc appreciate excessively.

Given the ongoing (geo)political uncertainties,
we do not expect a sustained weakening
of the Swiss franc. Among G10 currencies,
the franc remains one of the most defensive
currencies. Switzerland’s political stability,
robust economy, and low government debt are
likely to continue supporting the currency as a
safe haven in the coming months. At the same
time, the potential for further appreciation is
likely to be limited due to the SNB’s increased
willingness to intervene. Against this backdrop,
we maintain a neutral stance on the EUR/CHF
exchange rate over both the three- and twelve-
month horizons.
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British pound largely unfazed

by political turbulence

Persistently high energy prices in recent months
have significantly altered the UK’s economic
landscape and further complicated the already
delicate balance between economic growth and
inflation. Even before the surge in energy prices,
the UK was grappling with stubbornly high
inflation. At the same time, economic growth
remains structurally weak and the labour
market is showing signs of softening. At least,
the anticipated further increase in inflation has
not materialised recently. The inflation rate
remained at 2.8% in May. This positive surprise,
together with falling oil prices following the
peace agreement, allowed the Bank of England
(BoE) to leave its policy rate unchanged in June.
However, the future course of monetary policy
remains highly uncertain.

The UK has also faced political turbulence in
recent months. Local elections were held in
May and were seen as an important test for
Prime Minister Keir Starmer’s leadership.
Following significant losses for the Labour
Party, the Prime Minister came under increasing
pressure and shortly afterwards announced his
resignation. While the political turbulence
briefly weighed on the pound, it quickly faded
into the background. The muted reaction of
financial markets is not surprising. Starmer’s
successor will already be the seventh prime
minister since Brexit ten years ago. Nevertheless,
ongoing uncertainty is likely to leave a degree
of a political and fiscal risk premium in the
valuation of UK assets. In this environment, we
remain neutral on the EUR/GBP exchange rate
over both three- and twelve-month horizons
and expect broadly sideways movement.
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This publication only serves information and marketing purposes.
The information provided is not legally binding and does not constitute
a financial analysis, nor a sales prospectus, nor an offer for investment
transactions, nor asset management, nor investment advice, and is not
a substitute for legal, tax, or financial advice. Bergos AG (referred to
hereinafter as “Bergos”) reserves the right to change the offering of services
and products, as well as prices, at any time without prior notice. Bergos
assumes no responsibility for the topicality, correctness, or completeness
of the information. Bergos refuses any and all liability for the realization
of the forecasts or other statements concerning returns, price gains or
other asset appreciation contained in this publication. This publication
was not prepared in compliance with the Directives on the Independence
of Financial Research and is also not subject to the prohibition of trading
after the dissemination of financial research. The investment suggestions
and investment ideas stated herein have not been tailored to your
personal circumstances. Investment decisions should always be made

on the basis of a given portfolio and consideration should always
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be given to your personal situation, risk appetite and risk tolerance.
Because investment suggestions and investment ideas can exhibit
different risk characteristics, we ask that you read the specific product
information and brochure entitled “Risks Involved in Trading
Financial Instruments” and consult your client advisor if you have any
questions. It is possible that Bergos itself or its directors or employees
have invested, currently invest, or will invest in investment instruments
concerning which this document contains information or opinions.
It is also possible that Bergos has provided, currently provides, or
will provide services to the issuers of such investment instruments.
It can also not be ruled out that employees or directors of Bergos have
worked, currently work, or will work for the issuers of such investment
instruments. Therefore, Bergos itself or its directors or employees could
have an interest in the future performance of investment instruments.
This information is only intended for use by the recipient and may not
be forwarded to third parties. The present information may not be

copied in part or in full without the written consent of Bergos.
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