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A game-changer for European assets?

e The incoming German government’s removal of the country’s infamous “debt brake” is a serious pivot for the typically fiscally
conservative country, and one that we think highlights the value on offer in European assets.

e |n our view, the steepening of the Bund curve reflects market expectations of a boost to growth rather than concerns about
higher inflation.

o While rates markets have begun to price in this conclusion, European credit continues to offer an additional premium, set against

what is arguably a more stable fundamental backdrop than the US.

With market sentiment year-to-date having been almost
exclusively driven by President Trump’s actions and rhetoric,
this month we can finally offer readers some topic diversification
by focusing on the outlook for European assets in the wake of a
momentous fiscal pivot in Germany.

The incoming German government moved markets on March 5
with the scale of its proposed reforms to the country’s infamous
‘debt brake” Bellwether German government bonds sold off
aggressively and European equities rallied sharply in response
to a €500bn infrastructure investment plan and the removal of
limits on defence spending.

These constitutional amendments are not yet a done deal (they
require a two-thirds majority in the German parliament, which is
not guaranteed) and the details are yet to be finalised. However,
they represent a structural shift in attitude towards government
spending in traditionally fiscally conversative Germany, and
one which could have material implications for fixed income
investors.

Market reaction driven by growth, not inflation

The news saw German government bonds suffer their biggest
weekly sell-off since the 1990s, with 10-year Bund yields rising
40 basis points (bp) to around 2.9%. Does this signal discomfort
among investors about a larger German fiscal deficit?

Credit market performance

Total return Total return

YTD (%) last 30 days (%)
EURIG -0.27 -0.94
GBPIG 0.72 -0.78
USIG 1.90 1.14
EURHY 0.94 -0.12
GBP HY 1.92 0.03
US HY 1.29 -0.13
EMHY 2.03 0.58
Euro Senior Banks 0.07 -0.73
CoCo 1.79 -0.04

We doubt it. Germany’s current debt-to-GDP ratio of 62% is the
lowest in the G7; adding €1tr of debt would see its ratio rise to
around 83%, still well short of the G7's second least indebted
nation, which is the UK at 104% (see Exhibit 1). Absorbing the
additional Bund supply will almost certainly require an additional
yield to attract more buyers, but this is not a “fear premium’”.
Germany’s fiscal sustainability continues to be seen as healthy.

Exhibit 1: Germany has significant debt-to-GDP headroom

G7 country Debt-to-GDP ratio

Japan 255%
Italy 139%
United States 123%
France 112%
Canada 105%
United Kingdom 104%
Germany 64%

Source: Bloomberg, 31 December 2024

We have also witnessed a notable steepening of the Bund curve,
with longer dated yields rising more than the front end. Should
we interpret that as a lack of conviction from the bond market on
the economic implications?
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Again,we doubtit. While curve steepeningcanbe associated with
concerns about higher inflation, it is also driven by expectations
of higher economic growth. As we've discussed previously,
Europe’s disinflation progress has been more encouraging this
year, so again there’s more margin for error on this measure than
there is in the US. Especially given the jump higher in equities,
the key driver of the steepening looks to be the expectation that
Germany’s fiscal expansion is pro-growth.

The contrast in market interest rate expectations between the
European Central Bank (ECB) and the Federal Reserve (Fed) is
instructive here. Currently the Fed is expected to cut rates by
81bp over the next 12 months, while the ECB is expected to cut
by just 7Obp over the same period. However, consensus inflation
expectations for 12 months from now are 2.1% for the Eurozone
versus 2.7% for the US - in our view, the bond market expects
the Fed to cut faster not because inflation will be eradicated, but
because it is projecting a considerable convergence in growth
rates between the two regions.

European credit offers premium

But while rates markets have begun to price in this conclusion,
credit continues to offer an additional premium for those willing
to look at Europe.

As an example, the US Investment Grade ICE BAML Index with
anaveragecredit ratingof A-yields 5.15% at time of writing, while
the Euro Investment Grade Index ICE BAML Index (average
rating also A-) yields 5.62% when hedged back to US dollars.

Exhibit 2: Higher yields have meant higher returns for European credit
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The Euro index also benefits from being shorter in duration (4.6
yearsvs. 6.6 years), which means lower expected volatility.

In addition, starting yield has tended to be the best predictor of
multi-year total returnin fixed income, and since European credit
has tended to offer higher vyield historically it is not surprising
that the European investment grade (IG), high yield (HY) and
financials indices have all outperformed their US equivalents
in USD terms over the longer term (see Exhibit 2). Indeed, the
European IG and HY indices (when hedged back to USD) have
outperformed their US equivalents in nine of the past 12 years.

Fundamental case for Europe is strong

From a credit fundamentals perspective, we believe the
European market currently looks more favourable to fixed
income investors than the US. As well as an improving growth
outlook and benign inflation, data from S&P shows European
corporates and financial institutions saw more upgrades than
downgradesinboth 2023 and 2024, atrend which has continued
year-to-date.! By contrast, US corporates and financials have
both seen more downgrades than upgrades year-to-date, which
signals a gradual weakening of credit fundamentals.

While excessive regulation has historically been seen as a
brake on economic growth in Europe, making the region a less
compelling story for equity investors, high growth isn't required
to avoid defaults, which is a bigger driver of sentiment for fixed

1. S&P data sourced via Bloomberg, data as at 11 March 2025
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they will not be actively managed. Source: ICE Indices, Bloomberg, 31 January 2025.

Rates dashboard
Change (bp)
Current
(%)
2yr 3.94 -5 -33 -30
US Treasury 10yr 4.28 4 -22 -25
30yr 4.59 6 -11 -15
2yr 4.17 -1 8 -28
UK Gilt 10yr 4.67 14 22 6
30yr 5.28 16 23 11
2yr 2.20 16 17 12
German Bund = 10yr 2.90 40 54 53
30yr 3.19 34 57 59

Change (bp)
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incomeinvestors. Moreover, consumers in Europe benefitfroma
more protective welfare system and exhibit higher savings rates,
which are 15% in the Eurozone versus just 5% in the US. Both
borrowers and lenders in Europe tend to be more conservative,
reinforcing credit stability. More stringent regulation has also
been a net positive for bondholders in Europe by strengthening
financial institutions. European bank balance sheets are
generally stronger thanin the US, with capital levels significantly
exceeding regulatory requirements and low non-performing
loan levels. European banks are enjoying their best return on
equity levels in over a decade, thanks to margin expansion from
successive rate hikes, and they are on the whole less exposed to
the troubled commercial sector than their US peers.

Carry an attractive buffer to rates volatility

One of the key themes we highlighted at the beginning of this year
was continued volatility in rates markets, and Germany’s fiscal
pivot has certainly delivered more of that.

While the scale of this change and its impact on Bunds is unlikely
be repeated, many sources of rates volatility remain, not least
geopolitical risks; the Trump administration’s tariffs policy and
associated fears around US growth being the latest.

However, another of the key fixed income themes we highlighted
for 2025 was our expectation that carry will be the main driver of
returns. Sowhile it is too early to call for plain sailing in government
bond markets, we would be remiss not to point out that there isnow
additional carry on offer in Europe, set against what is arguably a
more stable fundamental backdrop than the US at present.
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Important information:

The views expressed represent the opinions of TwentyFour as at 11 March 2025, they may change, and may also not be shared by other members of
the Vontobel Group. This article does NOT express any political views or endorsements, but rather aims to objectively analyse the economic factors
and implications. The analysis is based on publicly available information as of the date above and is for informational purposes only and should not be
construed as investment advice or a personal recommendation.

Any projections, forecasts or estimates contained herein are based on a variety of estimates and assumptions. Market expectations and forward-
looking statements are opinion, they are not guaranteed and are subject to change. There can be no assurance that estimates or assumptions
regarding future financial performance of countries, markets and/or investments will prove accurate, and actual results may differ materially. The
inclusion of projections or forecasts should not be regarded as an indication that TwentyFour or Vontobel considers the projections or forecasts
to be reliable predictors of future events, and they should not be relied upon as such. We reserve the right to make changes and corrections to the
information and opinions expressed herein at any time, without notice.

Past performance is not a guarantee of future results. Diversification does not assure a profit or protect against loss in declining markets. Investing
involves risk, including possible loss of principal. Value and income received are not guaranteed and one may get back less than originally invested.
TwentyFour, its affiliates and the individuals associated therewith may (in various capacities) have positions or deal in securities (or related
derivatives) identical or similar to those described herein.

The index data referenced herein is the property of Merrill Lynch, Pierce, Fenner & Smith Incorporated (BofAML) and/or its licensors and has been
licensed for use by Vontobel. BofAML and its licensors accept no liability in connection with its use. Index comparisons are provided for informational
purposes only and should not be used as the basis for making an investment decision. It is not possible to invest directly in an index and they are not
actively managed.

Source: Bloomberg. BLOOMBERG®isatrademark and service mark of BloombergFinance L.P.and its affiliates (collectively “Bloomberg”). Bloomberg
does not approve or endorse this material, or guarantees the accuracy or completeness of any information herein, or makes any warranty, express
or implied, as to the results to be obtained therefrom and, to the maximum extent allowed by law, neither shall have any liability or responsibility for
injury or damages arising in connection therewith. This marketing document was produced and approved by TwentyFour Asset Management LLP
(“TwentyFour”), a company of the Vontobel Group (collectively “Vontobel”) for professional/institutional investors only.

The information contained in this document is not intended for distribution to or use by any person or legal entity in any jurisdiction or country in
which such distribution or use would violate any valid law or regulation or would require Vontobel or its affiliates to register within that jurisdiction
or country. Vontobel makes no assurances that the information contained in this document is suitable for use at all locations or by all viewers.

This document does not in any jurisdiction constitute, directly or indirectly, a recommendation, offer or solicitation to the public or anyone else to
subscribe to, purchase, hold or sell a financial instrument and is not to be construed accordingly.

This document is a general communication. It is not independent and was prepared exclusively for informational and educational purposes. The
information and opinions contained in this document (jointly “information”) are not to be taken as forecasts, research, recommendations or
investment advice, are not intended to predict actual results and no assurances are given with respect thereto. Certain information herein is based
upon forward-looking statements, information and opinions, including descriptions of anticipated market changes and expectations of future
activity of countries, markets and/or investments. We believe such statements, information, and opinions are based upon reasonable estimates and
assumptions. Actual events or results may differ materially and, as such, undue reliance should not be placed on such forward-looking information.
All forecasts, forward-looking statements and estimates contained in this document are speculative. Various risks and uncertainties mean that it
cannot be guaranteed that the estimates or assumptions made will prove to be correct and actual events and results may differ significantly from
those presented or expected in this document. The opinions expressed in this document may change as a result of market, economic and other
conditions. Information in this document should not be interpreted as a recommendation but as an illustration of general economic issues. Please
note that past performance is not a reliable indicator of current or future performance and that forecasts are essentially limited and must not be
used as an indicator for future performance.

All information in this document is provided on the basis of knowledge and/or the evaluation of the market at the time of preparing the document
or at the time stated in the document without making any express or implicit representations or warranties of any kind. However such information
can become void or change as a result of subsequent political or market events or for other reasons. Vontobel reserves the right to make changes
and corrections to the information and opinions expressed herein at any time, without notice, but is under no obligation to do so. Viewers bear sole
responsibility for decisions made on the basis of information in this document. They must not rely on information in this document when making an
investment decision or any other decision.

This document was not prepared on the basis of individual investor relations. Nothing in this document constitutes advice regarding taxes,
accounting, regulation, law, insurance, investments or any other form of advice regarding subscribing to, purchasing, holding or selling securities or
other financial instruments, making transactions or following particular investment strategies.

Vontobel is not liable for any direct or indirect losses or damage that result from the information available in this document, including but not limited
to loss of earnings, or for any losses or damage incurred as a direct or indirect result of the use of information contained in the document.

Vontobel releases itself, insofar as is possible under the applicable law, from any liability for direct or indirect damage or losses resulting from the
information provided here or from the absence of information. Although Vontobel believes that the information in this document was compiled with
all due care, Vontobel makes no express or implicit guarantee of the accuracy or completeness or the information, text, figures or other elements
included in this document. The document should not be used as a reliable basis for decisions. Vontobel accepts no liability in this regard.

The information included in this document does not constitute a contractual relationship between the provider of this information and the viewers
of this document and is not to be interpreted as such.

All aspects of this document are the copyrighted property of Vontobel or third parties. Information in this document is intended for your personal,
not commercial, use.

Vontobel, members of the management team or employees may have invested in the past or currently invest in financial instruments about which
information or opinions are included in this document, or they may invest in these instruments in future. Vontobel may also have provided services
in the past, may currently provide services or may provide services in the future for issuers of these financial instruments, including for example.
corporate finance or market making services. It is also possible that employees or members of the management team at Vontobel have in the past
exercised certain functions for the issuers of these financial issuers (e.g. work as member of the management team), or that they exercise these
currently or will do so in future. Vontobel, employees or members of the management team could therefore have a personal interest in the future
performance of financial instruments.

US: Distributionto U.S. persons (as defined in Regulation Sunder the Securities Act of 1933) by TwentyFour Asset Management (US) LP (“TwentyFour
US”), Vontobel Asset Management, Inc. (VAMUS), TwentyFour US, and VAMUS are registered as investment advisers with the U.S. Securities and
Exchange Commission (SEC) in accordance with the current version of the 1940 U.S. Investment Advisers Act. Registration as an investment
adviser with the SEC does not presuppose a particular level of skills or expertise. TwentyFour US is a wholly-owned subsidiary of TwentyFour Asset
Management LLP. VAMUS is a wholly-owned subsidiary of Vontobel Holding AG, Zurich, Switzerland.

Canada: Information herein is provided for use with permitted clients / institutional investors only. Vontobel operates in Canada in connection with
our investment and business activity pursuant to the following: Vontobel Asset Management Inc. relies on the International Adviser Exemption
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in the provinces of Alberta, British Columbia, Saskatchewan, Ontario and Quebec and the Investment Fund Manager Exemption in Ontario and
Quebec. Vontobel Asset Management AG relies on the Investment Fund Manager Exemption in the provinces of Ontario and Quebec. TwentyFour
relies on the International Adviser, International Dealer and Investment Fund Manager Exemptions in the province of Ontario.

For US Offshore and LatAm: Information herein prepared and approved for institutional / professional investors and approved for use in certain
jurisdictions only. Vontobel offers a variety of products and services intended solely for qualified investors from certain countries or regions.
Your country of legal residence will determine the products or services that are available to you. Information herein should not be considered a
solicitation or offering for the sale of any investment product or service to any person in any jurisdiction where such solicitation or offer would be
unlawful or prohibited. Furthermore, this information is not intended for use in any jurisdiction which would subject Vontobel and/or TwentyFour
to any registration, licensing or other authorization requirement within such jurisdiction or country. It is the responsibility of the recipient to inform
themselves and observe applicable regulations and restrictions for their respective jurisdiction(s). Information herein is not intended for retail
investors and/or distribution to the general publicin any jurisdiction.

In Mexico: None of the funds managed by TwentyFour have been, and are not expected to be, registered in the National Registry of Securities
maintained by the National Banking and Securities Commission (‘CNBV”), and therefore may not be offered or sold publicly in Mexico. The funds
managed by TwentyFour may only be offered or sold to qualified and institutional investors in Mexico, pursuant to the private placement exemption
set forth under Article 8 of the Mexican Securities Market Law as part of a private offer.

Australia & New Zealand: Vontobel is represented in Australia by Vontobel Asset Management Australia Pty Limited (ABN 80 167 015 698), which
is the holder of Australian Financial Services Licence number 453140 (“Vontobel Australia”). Vontobel and Vontobel Australia are also an Overseas
Financial Adviser in the meaning of the Financial Advisers Act 2008 of New Zealand (“FAA"). Neither Vontobel Australia nor any other member of
the Vontobel Group has a presence in New Zealand.

Hong Kong: The content of this document was not reviewed or approved by any regulatory body in Hong Kong, including the Securities and Futures
Commission in Hong Kong. This document has been approved for use in Hong Kong by Vontobel (Hong Kong) Limited, a corporation licensed by
the Securities and Futures Commission. You are therefore advised to exercise caution and, in the event of doubt regarding the contents, to seek
independent professional advice.

Singapore: This document has not been reviewed by the Monetary Authority of Singapore. This document should not be considered as a solicitation
to the general public or a member of the general public in Singapore to subscribe to or purchase financial instruments, either directly or indirectly.

Japan: this material has been approved and is distributed by Vontobel Asset Management Pte. Ltd. (Financial Instruments Business Operator
conducting Investment Advisory and Agency Business) (Director of Kanto Local Finance Bureau (Kinsho) No. 3214) in order to provide general
information only, and is not intended as a solicitation for the purchase or sale of any financial instruments, or as a solicitation for an investment
management or investment advisory relationship. This document is to be used solely by your company for the purpose of research and informational
purposes, and may not be copied, reproduced, used for unrelated purposes or provided outside your company without our company’s consent.
Although this document has been prepared based on information that we believe to be reliable, we do not warrant its accuracy or reliability. The
information and data presented here are as of the date of preparation of this document. The historical performance and wording of this material
do not warrant or imply any future operating results. Past performance is not a predictor of future performance or results. All rights and obligations
relating to the information in this material belong to the information provider, and the content may be varied or modified without notice for any
reason determined by the information provider. Any investment or other judgment based on the information in this material shall be made at the sole
responsibility of the reader, and neither Vontobel Asset Management Pte. Ltd. nor any other information provider shall be held liable in any way for
any loss caused by the information in this material.
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