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1. EDITORIAL
DEBT CONCERN

Anyone who followed the economic news
this August — even from the comfort of their
deckchair — would have found it hard to
miss this warning regarding debt. ‘Con-
cerns about debt’ would have been a more
accurate way of putting it, as three specif-
ic concerns were coming to the fore simul-
taneously: those regarding US public debt,
those regarding the debts and liabilities of
the technology sector, and finally, regard-
ing the French debt...

In France, the yield on 10-year government bonds
broke through the 4% mark, and the spread against
Germany returned to the highest levels seen since
the last snap elections (around 85 basis points). A

sense of déja vu, albeit with a new twist: the vocif-

erous claims of political (and sometimes financial!)
scribblers arguing that all that was needed to re-
solve the debt problem was to “burn” or “freeze”
part of the debt issued by the French state. There
are still many months to go before the next presi-
dential election; We can safely bet that the ‘Lépine
Prize’ for unimplementable measures will contin-
ue in full swing... The France-Germany spread is

not going to stabilise any time soon.

Across the Atlantic, as outstanding government debt
passes above 40 trillion, long-term rates are rising
and nervousness is spreading at both the Fed and
the Treasury. There is dissent among Fed members,
who appear divided over future interest rate rises,
and an unexpected move by Scott Bessent (Treas-

ury Secretary), who on August 19" announced a

G1: AVERAGE CDS SPREAD FOR HYPESCALERS* (GREY, LEFT-HAND SCALE)
VS SILICON DATA TOKEN (RED, RIGHT-HAND SCALE)
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doubling of ‘long-term’ bond purchases (i.e. 10- to
30-year bonds). The announcement had only a very
fleeting effect on US debt levels; yields on 10- and
30-year bonds remained at high levels. Is it that
fateful figure of 40 trillion? Is it the fact that 20%
of tax revenue is now used solely to service the in-
terest on US debt? The fact remains that, despite
inflation figures that are not particularly alarming,
long-term rates are rising inexorably. It is now the
budget deficit, translated into debt, that is worrying
the market more than inflation figures. Whilst his-
torically the market has often reacted to monetary
policy, it is now more concerned with fiscal policy

— 50 no surprise to see Scott Bessent at the helm!

Finally, market participants have also taken stock
of the technology sector’s future debts and liabilities
over the summer. Beyond the debt issued, it is ‘take-
or-pay’ contracts that are sending the figures soar-
ing. These commitments made by companies such
as OpenAl to secure infrastructure projects are not,
strictly speaking, debts but as time goes on, they are
becoming just that. Adding up the debts and com-
mitments made by Anthropic and OpenAl alone
brings the total to nearly 1,000 billion... A glance
at the trend in token prices (future revenues) com-
pared with that of credit default swap spreads for
companies linked to artificial intelligence, clearly
reveals the unease felt by debt holders who are sud-
denly concerned that revenue growth will not be

sufficient to cover future commitments.
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Three fixed income markets, three very
distinct sources of concern, and the first
effects are already being felt: pressure on
US debt has already triggered a sharp ral-
ly in gold and Bitcoin. Elsewhere, the ef-
fects are still manageable, but watch out...
Carville (a US politician close to Bill Clin-
ton) was spot on; he witnessed the effects of
the 1993 rate hike that would ultimately re-
shape US fiscal policy, and he lived through
those periods where — to use an Anglo-Sax-
on expression — ‘the tail wags the dog’. His
quote has gone down in history: “I used
to think that if there was reincarnation, I
wanted to come back as the president or the
pope or as a .400 baseball hitter. But now I
would like to come back as the bond mar-
ket. You can intimidate everybody.”* One
can only agree and add that the adage ap-
plies just as much to the public sector as to

the private sector.

*Fames Carville, May 29" 2009, Bloomberg —
Bond Vigilantes Confront Obama as Housing Falters



2. FIXED INCOME

A TRICKY "BACK TO SCHOOL

Pressure on rates

The Fed has been less credible since Kevin Warsh
took to the helm of the institution, and the markets
appear to doubt its genuine determination to com-
bat inflation. This is what has driven up long-term
rates. The bleeding seems to have stopped thanks
to interventions by the Treasury under the leader-
ship of Scott Bessent (intervention on the yen, 30-
year bond buy-back). In our view, a rate rise at the
end of July would, paradoxically, have triggered a
softening in long-term rates, as market participants
would have been relieved to see that the Fed’s deter-
mination to manage the inflationary surge remained
intact. US debt, which has reached $40 trillion, is
making headlines, but we believe the problem lies
elsewhere. What worries us most is the explosion
in debt among US tech and AI companies. Some
CDS spreads for hyperscalers are approaching high-
yield levels. The enormous financing needs in this
sector could trigger a correction in equity markets

and credit spreads.

Jackson Hole: so what?

The markets were expecting some clarification, or
even an admission of fault, from Kevin Warsh fol-
lowing his disappointing start in the job. Instead
of clarification, we were treated to a confirmation:
Warsh is hammering home his point and giving the
bond market the finger. Clearly, the slope of the
yield curve and the level of long-term rates are not
his concern. So much for the Fed’s third mandate!
This means that, despite pressure from the Trump

camp, rates could rise again soon.
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If the Fed raises its rates, the sooner the better. A
Fed concerned about inflation, which raises its key
rates just once as a one-off measure to avoid being
forced to embark on a cycle of multiple hikes be-
cause it failed to react in time, offers two advantag-
es. Firstly, the markets breathe a sigh of relief; the
Fed is finally tackling the problem head-on, which
is bearish for long-to-medium-term rates as war on
inflation has been declared. Secondly, higher rates
on 6—12-month maturities enable the Treasury to
attract more investors. Gonsequently, Operation
Twist can be implemented through larger issues of

T-bills to finance buy-backs of long-term bonds.

In summary

Long-term rates are at a 20-year high; credit spreads
are at historically low levels; and some distortions in
the short-term TIPS market are offering exception-
al investment opportunities in 18-month real rates.
These are currently the three pillars of our invest-

ment strategy in our global aggregate mandates.



3. EQUITIES

A HEATWAVE ON THE MARKETS?

Despite traditionally unfavourable seasonal
trends during the summer months, August
2026 will go down in history as one of the
hottest — but also one of the best — months
for stock markets this year. The leading
global equity index rose by 2.7%, driven
by a rebound in major US stocks (S&P 500
+2.6%) and, in particular, technology me-
ga-caps (Nasdaq 100 +4.2%). South Korean
(KOSPI +3%) and Taiwanese (TWSE +7%)
shares also benefited from renewed interest

in the theme of Artificial Intelligence (AI).

Once again this month, the overarching theme in
the financial markets remains artificial intelligence
(AI) and the ongoing cycle of massive Al-related in-
vestment. Spending on data centres is expected to
peak at nearly $600 billion* this year, a figure that
1s fuelling both investor enthusiasm and fears. The

earnings season has, moreover, continued to high-

light what some analysts have termed the ‘capex
wall> Meta, despite a 28% rise in revenue, saw its
share price fall by nearly 8% after announcing an
upward revision of its capital expenditure to §130—
143 billion, whilst Apple (which investors had crit-
icised for being too cautious on the topic of Al)
snatched the crown of the world’s largest market
capitalisation from Nvidia. Market sentiment has
shifted: having rewarded growth at any cost in re-
cent years, it is now the quality and sustainability
of that growth — debt levels and profitability — that
make the difference. Some technology-related stocks
have in fact, paid a heavy price for these height-
ened expectations, with sharp corrections over the
last two months for ARM, SK Hynix and Oracle.

The other major event of the month was the Jackson
Hole symposium (27th-29th August), the setting for
Kevin Warsh’s very first speech as Chair of the Fed.

Far from providing the clarity the markets had ex-

G2: MOVE** INDEX (LEFT-HAND SCALE) VS. VIX INDEX (RIGHT-HAND SCALE)
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pected, Warsh deliberately avoided any form of for-
ward guidance, preferring to reaffirm his commit-
ment to the 2% inflation target whilst noting that
underlying trends had ‘not improved significant-
ly’. This more hawkish tone and greater focus on
inflation is still struggling to win over the markets,
as evidenced by the spike in long-term rates, which
have reached levels not seen for 20 years. Whilst
the effects have so far remained limited and con-
fined mainly to the bond markets, the warning is
serious enough to require the intervention of a sec-
ond ‘firefighter’ by the name of Scott Bessent, the
US Secretary of the Treasury.

The other key factor of the month was the volatili-
ty of energy commodities, which contributed to the
rebound in equity markets at the start of the month
as tensions around the Strait of Hormuz eased and
Brent crude fell to around USD 80 per barrel, be-
fore the announcement at the end of the month that
strikes against Iran had resumed triggered a surge
in oil prices and a slight pullback in equity markets.
It should also be noted that the geopolitical easing
in early August, combined with the release of reas-
suring US inflation figures (CPI at 3.4%, PPI down
to 4.7% 1in July), enabled the indices to set one re-
cord after another. This relative lull in the equity
markets is also evident in the VIX (the S&P 500’
implied volatility index); the ‘fear’ index ended the
month below 15% and showed a growing and un-
settling divergence from the MOVE index, the ba-

rometer of risk in the bond markets.
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In conclusion, August 2026 confirms the
trend of recent months, namely equity mar-
kets broadly driven by exceptional earnings
growth, thanks in particular to AI compa-
nies, but are now taking a more selective
approach given the scale of the announced
Al investments. The signals coming from
the bond markets call for caution and also

point towards a more selective approach.

* Source: Gartner



5. PERFORMANCES

EQUITIES | 31.08.2026
DOW JONES 53186 1,3% 4,2% 8,6% 10,7% | 13,0% & 12,9% | 16,2% @ -6,9% @ 20,9%
S&P 500 7686 2,6% 1,4% 11,7% | 12,3% @ 16,4% @ 23,3% : 26,3% @ -18,1% : 28,7%
us S&P500 EW 8872 1,9% 5,1% 7,0% 14,3% 9,3% 10,9% © 13,8% : -11,5% & 29,6%
NASDAQ 100 29 457 4,2% 2,9% ¢ 18,0% | 16,7% i 20,2% © 24,9% | 55,1% & -32,4% | 27,5%
RUSSELL 2000 2956 0,9% 1,3% 12,3% © 19,1% @ 11,3% : 10,0% @ 16,9% : -20,5% @ 14,8%
STOXX 600 651 0,3% 4,0% 2,7% 9,9% 16,7% 6,0% 16,6% | -9,9% i 25,8%
FTSE 100 10 824 -0,4% 4,0% -0,8% 9,0% 21,5% 5,7% 7,7% 4,6% 18,4%
EUROPE CAC 40 8335 2,1% 1,8% -2,9% 2,3% 10,4% | -2,2% ¢ 20,0% i -6,7% & 31,9%
DAX 26 258 2,5% 4,6% 3,9% 7,2% 23,0% | 18,8% i 20,3% @ -12,3% : 15,8%
SWISS MARKET 14 286 -0,4% 5,5% 1,9% 7,7% 14,4% 4,2% 7,1% | -14,3% | 23,7%
MSCI Asia ex Japan 1139 3,2% -2,0% 8,9% 24,6% © 29,3% 9,8% 3,6% | -21,5% | -6,4%
TOPIX 4156 3,8% 5,0% 5,5% 21,9% | 22,4%  17,7%  28,3% : -2,5% : 12,8%
EM &ASIA i - - -
HANG SENG 25 567 -1,2% 1,5% -4,0% i -0,2% i 27,8% : 17,7% : -10,5% & -12,6% @ -11,8%
CSI300 4625 0,8% 5,5% | -1,8% | -0,1% 17,7% © 14,7% | -9,1% | -19,8% i -3,5%
Communication Services 165,7 -0,1% i -8,0% : -0,8% : -0,6% : 30,9% @ 32,6% @ 44,0% @ -37,6% @ 13,4%
Consumer Discretionary 494,9 0,1% -2,3% 1,7% -1,6% 7,4% 20,4% 33,6% -34,0% 17,1%
Consumer Staples 313,9 -1,3% 1,8% 7,2% 5,6% 6,4% 3,5% 0,1% -8,0% | 10,8%
Energy 367,0 4,1% 9,9% 12,4% © 37,3% 9,8% -0,4% i -0,7% | 41,1% i 351%
Finance 255,0 1,0% 1,2% © 11,7% | 10,4%  26,1% & 23,8% @ 13,1% @ -12,4% @ 25,1%
SECTORS Healthcare 423,6 3,6% 10,2% 2,1% 6,0% 13,2% | -0,1% 2,4% -6,6% | 18,3%
Industrials 560,5 -0,6% 0,8% 1,9% 1 12,2% ¢ 23,0% © 32,2% i 52,3% | -31,3% : 15,1%
Information Technology |  1201,1 6,1% -0,3% © 29,5% | 23,4% i 234% | 11,7% | 21,2% © -14,6% @ 29,1%
Materials 468,1 9,5% 2,7% 1,8% i 18,1% © 23,4% | -7,5% 11,7% | -13,7% & 12,9%
Real Estate 1114,8 2,2% | -0,6% | -4,2% 5,8% 3,7% -0,6% 6,8% i -27,1% | 25,9%
Utilities 203,5 3,4% | -3,4% | -9,6% 2,1% 21,7% ¢ 10,0% | -2,5% : -7,0% 7,1%
ggfﬁfggg&% 31.08.2026 CURRENT | |
EUR-USD 1,162 0,8% -0,4% | -1,6% -1,1% 13,1% | -6,2% 3,1% -5,9% | -6,9%
EUR-CHF 0,939 0,9% 3,1% 3,4% 0,9% -0,9% 1,2% -6,1% | -4,6% | -4,0%
CURRENCIES USD-CHF 0,808 0,1% 3,5% 5,1% 2,0% © -12,3% : 7,8% -9,0% 1,3% 3,1%
USD-JPY 159,7 1,5% 0,3% 2,4% 1,9% 0,3% 11,5% © 10,5% : 13,9% @ 11,5%
USD INDEX 99,43 -0,5%  0,5% : 1,9% 1,1% -9,1% 7,1% 2,1% 8,2% 7,0%
Gold 4437,38 9,7% 2,3% | -15,9% | 2,7% 65,3% | 27,2% i 13,1% : -0,3% i -4,2%
Silver 66,58 15,6% © -11,6% @ -29,0% i -7,1% : 132,4% @ 21,5% : -0,7% 2,8% | -13,6%
COMMODITIES i - - R R R R R
WTI Crude Oil 85,76 1,3% | -1,8% | 28,0% : 49,4% : -21,0% i 0,1% : -10,7% : 6,7% 59,1%
Copper 14 446 4,4% 6,2% 8,7% 16,0% & 37,4% 2,2%  0,9% : -14,1% ;i 25,7%
FIXED INCOME 31.08.2026 ECURRENTE
RATES Us }0 year gvt . 4,75 0,00 0,07 0,21 0,14 -42bps i 69 bps Obps : 237bps i 60bps
German 10 year gvt 3,32 0,04 0,13 0,26 0,16 53 bps 34bps : -54bps : 275bps i 39 bps
Global Aig(lr;g“‘e UsD . 6098 0,1% -0,5% -1,4% 0,2% | 4,6% 3,4% 7,1% -11,2% -1,4%
Global Aghgd‘”;g“te EUR 217,8 0,0% -0,9% -2,2% -0,9% 2,5% 1,7% 4,7% -13,3% -2,2%
Clobal Aggregate CHE | 1565 | 02 | -13% | -3,5% | 24% | 03% | -L0% | 25% | -137% | 2,5%
US Treasuries 2421,9 0,3% -0,5% i -2,2% : -0,5% 6,1% 0,6% 4,1% | -12,5% : -2,3%
BONDS US IG Corporates 3531,0 0,4% -1,1% 1,8% | -0,4% 7,5% 2,1% 8,5% : -15,8% : -1,0%
US High Yield 2992,9 1,0% 1,0% 2,0% 2,7% 8,2% 8,2% 13,4% | -11,2% | 5,3%
Euro Government 2424 -0,6% : -1,8% | -3,0% i -1,0% 0,3% 2,0% 7,1% | -18,2% | -3,4%
Euro IG Corporates 266,1 -0,2% | -0,8% i -1,2% 0,1% 2,8% 4,7% 8,2% i -13,6% | -1,0%
Euro High Yield 513,0 0,5% 0,8% 1,2% 2,1% 4,6% 9,1% 12,8% | -11,1% | 4,2%
EM USD Aggregate 1406,9 0,7% 0,0% -0,1% 1,4% 10,9% 6,6% 9,1% | -15,3% i -1,7%

Source: Bloomberg, 31.08.2026
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Legal information

This document intends to provide information and opinions on dif-
ferent matters. It is intended only for this purpose. This document
does not constitute an advice, an offer nor a solicitation by Banque
Eric Sturdza S.A. or on behalf of Banque Eric Strudza S.A. to buy
or sell any financial instrument or to subscribe to any financial in-
strument. This document does not contain any recommendation per-
sonal or generic and does not take into account the investment ob-
jectives, financial situation or needs, or knowledge and experience
of any persons. This document does not contain any offer or any
solicitation to purchase or subscribe to any financial services or to
participate in any financial strategy in any jurisdiction. It does not
constitute an advertisement or an investment recommendation or a
research or strategy recommendation. Moreover, it is provided for
informational and illustrative purposes only and does not contain fi-
nancial analysis. This document mentions and presents benchmarks
which may only be used for comparison. The information provided
must not be relied on and must not be the only source to make a de-
cision about financial investments. It is also not a legal or tax advice,
or any recommendation about any kind of financial services and is
not intended to constitute any kind of basis on which to make a de-
cision on a financial investment. Banque Eric Sturdza SA is not re-
sponsible and may not be held responsible for any loss arising from
decision taken on the basis of the information provided in this doc-
ument or for any liabilities arising from such decision. Although all
due diligence has been performed to ensure that this information is
accurate at the time of its publication, no guarantee is given regard-
ing its accuracy, exhaustiveness or reliability. The information pro-
vided may change, even immediately after publication and there is
no obligation to provide an up to date information at any time. Fur-
thermore, the information provided in this document do not intend
to provide all the legal and necessary information on financial in-
struments or on issuers. Other publications from Banque Eric Stur-
dza SA may in the past or in the future reach different conclusions
from the information contained in this document. Furthermore, the
present document and the information provided do not in any way
engage the responsibility of Banque Eric Sturdza S.A., its affiliated

companies, or its employees.
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Information on risks

Investments are subject to a variety of risks. Before taking any deci-
sion of investment or entering in any transaction, any investor should
request detailed information on the risks associated with the decision
of investment and with the financial investment. Some type of prod-
ucts are in general bearing higher risks than others but general rules
cannot be relied on. It is remembered that past performance is not
a reliable indication of future results and that historical returns and
past performance as well as financial market scenarios are not relia-
ble indicator of future performance, significant losses remaining al-
ways possible. The value of any investment depends also on the fact
that the base currency of the portfolio is different from the currency
of the investment subject to the foreign exchange rates. The exchange
rates may fluctuate and adversely affect the value of the investment

when it is realized and converted in the base currency of the portfolio.

Distribution information

This document is not directed towards specified jurisdictions or to-
ward specific person or entity resident in a specific jurisdiction and
doesn’t constitute any act of distribution, in jurisdiction where such
publication or such distribution is contrary to the applicable law or
regulation or would be contrary to any mandatory license require-
ment. This document is provided for the sole use of its recipient and

must not be transferred to a third person or reproduced.
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