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The war in Ukraine is keeping the world on tenterhooks.
And the consequences reach far beyond Ukraine and
Russia. Energy prices are rising, fueling inflation and
increasing the risk of recession. What counts for the
portfolio is caution.

There is a war in Europe. The situation in Ukraine is
dramatic. Reliable predictions about further developments
are hardly possible at the moment; instead, the situation
must be constantly reassessed.

In the last few days, the financial markets have reacted,
sometimes violently, to new developments. Good news
has been scarce.

Nevertheless, the European stock markets reacted with
some gains to a media report according to which the EU is
to issue new bonds to finance the energy supply and the
increase of the defense budgets in the 27 member states.

This implies that investors have not yet thrown in the towel.
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However, this financial package alone will not be enough
for prices to calm down. An end to the war is not yet in
sight. The consequences will be felt far beyond the
countries involved and Eastern Europe. Be it with a view to
security and energy policy, be it in the economy.

The sharp rise in energy prices is fueling inflation. Filling
up at the pump is draining the wallet, and all the more so
as many people return to the office. This is not an easy
situation for central banks, as concerns about inflation are
now compounded by recession fears.

In our view, the risks in equity markets are dominant in the
short term. Therefore, the Investment Committee decided
at its monthly meeting to further reduce the position in
European equities. So we are in fact tactically lowering the
equity quota from neutral to underweight. We are thus
reaffirming the already defensive portfolio orientation.

Dr Felix Brill, Chief Investment Officer



+ Diversification is crucial

* ILS and gold as proven stabilisers

* Risk-optimised stock selection outperforms
capital market-weighted benchmarks

* Sharp rise in energy prices weighs on
economic outlook

+ High volatility dampens risk appetite

* Uncertainty about developments in Ukraine
weighs on markets
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Household savings and high order backlog
mitigate the economic consequences of
the war in Ukraine

Energy transition in Europe will be
accelerated, opening up potential for
growth

The Ukraine war is straining the already
tense supply-chain situation

Increased energy prices dampen global
growth

Uncertainty could lead to restraint in
investment
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War in Ukraine dampens growth

For the European economy, but also for the global
economy, the war in Ukraine will not be without
consequences. The increased energy prices are a
burden for the world economy. The war also reveals
how complex the production processes are in the
manufacturing industries Ukraine may not play a major
role from an economic point of view for Western
European countries as a whole, but the country
supplies, for example, cable trees to car manufacturers.
Without this key component the production lines are
standing still for European car builders. So looking at
the aggregated data obscures the actual dependen-
cies. Still, we are not counting on the economic
recovery to stall. This would only be the case if Russian
gas supplies were to stop. However, growth rates will
be significantly lower than originally expected.
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Fed starts tightening monetary policy but is
more cautions due the war in Ukraine

ECB claims a high degree of flexibility

SNB takes time with a change in monetary

policy

Questions about the right monetary policy
level are becoming more important

The Fed's balance sheet reduction remains
a risk

ECB risks not containing inflation in time if

monetary policy is too loose
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A difficult task for the ECB

With oil prices sharply rising, inflation rates continue to
go up. In the eurozone, inflation rose to a record high in
February at 5.8%. In the US, inflation rates are around
8%. With the US economy being less affected by the
war, the Fed is giving the greatest weight to inflationary
risks. The monetary policy tightening course is therefore
picking up speed. The task for the ECB is much more
difficult: The economic consequences of the war in
Ukraine are much more pronounced in Europe, but
there is also a risk of sustained high inflation in the
eurozone. ltis likely that the European monetary
authorities will continue to claim a high degree of
flexibility. However, a rate hike by the ECB in the current
year has become very unlikely.



+ Geopolitical uncertainty increases demand
for longer term government bonds

« Government bonds diversify a portfolio

* First US interest-rate cut based on money
market prices expected for 2024

* Fed will end its net asset purchases in
March meaning less support for treasuries

» ECB likely to show willingness to reduce
sovereign bonds purchases

* High interest rate risk
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Yields increase especially at the short end

Long-term sovereign bonds have seen a reversal in
recent weeks. The war in Ukraine raises concerns about
an economic downturn. In the US, the interest rate curve
continued to flatten. The difference between the 10-year
and 2-year US Treasuries was only about 0.3 percentage
points. In bond markets, expectations are that the Fed is
set for a series of interest rate hikes, while the economic
outlook is declining. Much will depend on the
continuation of the war in Ukraine. Given that the latter
is difficult to predict, financial market participants will
remain cautious. The potential for a significant increase
in yields is currently limited.



* Russia's default is already reflected in the
emerging-market index

« Higher prices for oil & co help commodity-

exporting emerging economies

+ Chinese bonds diversify emerging markets

* Emerging market bonds may continue to
suffer from short-term risk aversion

* Increased political risks in a range of
emerging markets

* Long maturity of emerging market bonds
carries high interest rate risk
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Russia's default

The spreads on emerging market bonds have recently
increased markedly. Compared to US Treasury
securities, the spread has increased by around 100
basis points in recent weeks, based on the Bloomberg
Emerging Index (USD), to now more than 440 basis
points. The sub-index for Russian USD government
bonds lost around 90% of its value. The latter explains
the evolution of the overall index. With Russian
government debt already reflecting a default, the risk of
Russia has already been almost fully priced in the broad
emerging market index. The further path of emerging
market bonds now depends on the general risk
sentiment rather than on Russia's credit risk. As long as
the nervousness in stock markets remains high, the risk
premium on emerging market bonds will not retreat.



* Strong industry trends, full order books
and skills shortages provide solid
foundation

« Shifts in production chains trigger
additional impulse

* Increased defense spending in Europe
provides impetus for engineering

* Emotional market movements may lead to
further price losses, even in regions that
have held up better so far

* An increased country risk premium will
weigh on capital markets in the medium
term

* New challenges for profitability growth
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Simply too much

First a global pandemic, now a war. Both challenges
overshadow two other issues preoccupying capital
markets. On the one hand, a strategic consolidation
phase following the dominant digital growth trend, on
the other hand, the tightening of monetary policy. The
individual related issues such as financing costs, supply
chain disruptions, new security thinking (including on
crypto-assets and data security) are feeding each other
to some extent. It is likely that this crisis complex has not
yet been processed at the current fundamental
valuations, neither with regard to the consolidating
technology sector and possible effects on the cost of
capital, nor with regard to the risk budget of strategic
investors.



* Full order books support the economy

* Recent euro devaluation increases
international competitiveness of European
companies

* Increased defense spending is beneficial
for manufacturing sectors in Europe

* Emotional market movements may lead to
further price losses

* The medium-term cost of the war is not yet
foreseeable
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European stocks under pressure

The war in Ukraine is triggering a period of weakness in
the European equities. Higher commodity prices, supply
chain problems but also lower valuations are the drivers
of the price move downward. So far, however, the
expected profit losses due to the war and its
consequences have not yet been taken into account in
the expectations. It is therefore important to observe in
the coming weeks how this development will be
assessed by market participants. The significantly lower
valuations could therefore be deceptive. The slowdown
or even suspending of production, seen for example in
the automotive industry, will leave its mark through in
the first quarter. The current situation remains tense and
uncertainty in the markets will remain high.



* In the event of geopolitical uncertainties
and increased volatility in equities, gold is
considered a safe haven

* Inflation hedge

* Russia's export problems could threaten

supply

* Stronger USD reduces purchasing power

* Rising bond yields

* Prospect for more restrictive monetary
policy
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Time to shine

If geopolitical uncertainty increases, safe havens are in
demand. Gold benefits in such a market environment
because of its high liquidity, stability and excellent
diversification features. Driven by the war in Ukraine,
listed gold funds again recorded net inflows, lifting gold
prices to well above $1,900 per ounce. In addition to
the increased risk aversion of investors, a further
increase could also be driven fundamentally. According
to the World Gold Council, Russia is considered the
second largest gold producer (10% of the annual
supply). More sanctions, or less willingness to export,
could reduce supply. Moreover, as gold is seen as a
hedge against inflation, rising energy and commodity
prices also help.



« Safe havens are currently in demand
* EURis losing against a strong CHF and
usD

* Russian ruble devalues and is de facto non-
tradable

* High-beta currencies such as the SEK are
currently losing

* Recovery potential of emerging-market
currencies is currently limited due to
geopolitical developments
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It is all about safe havens

The Swiss franc and the US dollar are once again in
demand as safe havens are sought after. While the euro
is lagging behind these two currencies, it gains against a
variety of currencies.

Geopolitics is, in any case, the central driver of currency
markets. It is difficult to estimate how long this will last.
But, if there were some easing in Ukraine in the coming
months, recent movements in foreign-exchange
markets could turn into the opposite. For this reason, we
maintain our view and expect the euro to gain both
against the franc and against the US dollar. In the short
term, however, a strong dollar and a strong franc may
be prevailing.

The detailed view on currencies can be found here: link


https://www.vpbank.com/sites/default/files/220302_E_Our_View_Currencies_March.pdf
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Important legal advice

This documentation was produced by VP Bank AG (hereinafter the bank) and distributed by the companies of the VP Bank Group.
This documentation does not constitute an offer or an invitation to purchase or sell financial instruments. The recommendations,
estimates and statements contained therein reflect the personal views of the relevant analyst of VP Bank AG at the time of the date
stated on the documentation and can be changed at any time without prior notice. The documentation is based on information that
is considered reliable. This documentation and the assessments or assessments made therein are prepared with the utmost care,
but their accuracy, completeness and accuracy cannot be guaranteed or guaranteed. In particular, the information contained inthis
documentation may not include all relevant information on the financial instruments covered or their issuers.

For more important information on the risks associated with the financial instruments in this documentation, the proprietary
business of the VP Bank Group or the management of conflicts of interest in relation to these financial instruments, and for the
distribution of this documentation, see https://www.vpbank.com/legal notes
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