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Key takeaways

B Central banks’ decisions are reshaping the financial
landscape

B The monetary policy shift is supporting high-yield
bonds and equities

B Opportunities are arising for investors taking advantage
of shifts in the yield curve and market volatility

B Maintaining a well-diversified portfolio regardless of
market conditions remains key as investors need to
brace for volatility

B Gold reached all-time highs, driven by an
accommodative Federal Reserve
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Several central banks have begun a new chapter in monetary policy: by initiating the first
round of rate cuts, they signalled the end of their battle against inflation. In September,

the Federal Reserve initiated its first rate decreases since March 2020, with a sharp 0.5%
reduction. This aligns with the European Central Bank and Bank of England which lowered
their rates by 0.25% in August and in June, respectively. The Swiss National Bank has
similarly implemented three 0.25% cuts since March. As monetary policy is easing globally
— with exceptions in Australia, Japan, and Norway —, investors are now assessing the
implications of this new cycle for their portfolios. What does this wave of rate cuts mean
for various asset classes?

Equities: set to benefit from
declining rates

With the broad impact of lower rates on the economy and purchasing power, interest rate
cuts act as a supportive catalyst for both businesses and consumers.

In a low-interest-rate environment, consumers are more inclined to purchase goods

that typically require financing, such as homes, automobiles and appliances. This boost

in consumer demand trickles up to corporations, reigniting manufacturing activity and
contributing to a new virtuous cycle for the overall economy. Equities of companies tied to
these consumer goods or related manufacturing sectors (e.g. home builders, construction
materials, industrial parts) are often the first to experience a reacceleration in growth,
fuelling investor interest in these cyclical areas of the market.

On the corporate side, a favourable rate environment boosts business investments and
improves debt profiles by reducing the cost of borrowing. Companies are encouraged

to increase borrowing for capital expenditure. Lower rates also trim financing costs

for expansions or acquisitions, potentially leading to higher growth rates and earnings
forecasts. Sectors with high levels of debt, such as real estate and utilities, are particularly
sensitive to interest rate fluctuations, benefiting from lower rates in terms of both earnings
and balance sheet health. Known as “bond proxies”, these sectors often exhibit an inverse
relationship between interest rates and share price performance: as rates fall, share prices
rise.

Equity valuations also benefit from a lower rate environment, as the present value of
future earnings are calculated using a discount rate. Lower interest rates reduce the
discount rate, which, in turn, increases the present value of projected cash flows and thus
the theoretical value of shares. This is most beneficial for “growth-oriented” companies
(notably those in the technology sector). While lower interest rates are generally beneficial
for many sectors, there are offsetting factors for banks and insurance companies. Better
economic growth should drive increased loan volumes and capital market activity, but this
may be offset by lower profit margins which tend to contract in an easing cycle.
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Fixed income: high-vyield and
emerging market bonds to
outperform

Widely seen as the return of the so-called “Fed put”, the shift in US monetary policy
suggests that the Federal Reserve is keen to support markets if economic conditions
worsen. This environment favours the riskier fixed-income segments, such as high-yield
and emerging market debt, which typically benefit from tighter credit spreads as investors
seek higher returns in a low-rate environment.

Typically, a Fed rate cut reduces yields and boosts bond prices due to their inverse
relationship, particularly for Treasury bills with maturities under one year. However, the
current landscape is more complex. Despite the 0.5% rate cut, yields on longer-term
Treasuries, such as 5- and 10-year notes, have risen, reflecting market expectations of
economic resilience and future inflationary pressures.

As the current inverted yield curve steepens, a return to a positive slope is evident.
Our expectation is for short-term rates, like the 2-year Treasury, to remain stable, while
longer-term bond yields should climb towards mid-4%. If this were to happen, it would
create an entry point for investors with a focus on longer-duration assets.

Fixed-income instruments linked to short-term rates, such as floating-rate notes and
senior loans, see yield declines as the Secured Overnight Financing Rate (SOFR, LIBOR’s
replacement) falls alongside the Fed funds rate.

Structured products: enhanced
valuations and opportunities arise

The interest rate component plays a key role in structured products, driving returns
alongside optional components linked to assets, such as equities, indices, commodities,
currencies, or even other rates.

For investors holding structured products in their portfolios, a decrease in interest rates
generally enhances the valuation of these investment solutions on the secondary market.
However, the extent of this impact depends largely on a product’s remaining maturity, with
longer-maturity instruments seeing greater valuation increases compared with those closer
to maturity.
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Equity-linked products, such as yield-enhancement instruments like reverse convertibles,
are likely to see a resurgence in demand. They generally become more attractive as rates
decline, benefiting from a widening equity risk premium relative to the risk-free rate, as

in a low-to-negative-rate environment. In addition, the recent volatility in equity markets
could further support their appeal, as heightened fluctuations tend to enhance the pricing
of options embedded in structured products. Products linked to fixed income, such as
credit-linked notes (CLNSs) or solutions capitalising on a steepening yield curve, should
also become more appealing, as they are likely to offer higher yields than traditional bonds
in a low-rate environment.

However, new capital-protected products may lose some appeal if long-term rates
decrease, as they become less attractive to investors compared with previous quarters.
This is because the cost of providing capital guarantees rises when rates decline. Still,
long-term rates remain elevated, offering an opportunity to lock in higher returns. For
instance, the current 3-year USD swap rate is still 1.50% above the decade-long average,
continuing to make it a compelling case for capital-protected solutions in today’s market.

Gold: all-time highs thanks
to a dovish fed

In September, gold surged to record highs, buoyed by the Federal Reserve’s larger-than-
expected rate cut and the Federal reserve’s dovish commentary on further easing. This
shift in monetary policy provides a tailwind for non-yielding assets like gold. Meanwhile,
rate cuts from other central banks might amplify this momentum effect.

From a portfolio perspective, asset allocation is heavily influenced by interest rate levels.
Low rates generally diminish the appeal of fixed income and cash savings, as they offer
lower yields, shifting preferences towards equities and high-yield bonds, which can deliver
superior returns provided investors are willing to accept higher risk profiles. However,
regardless of market conditions, portfolio diversification remains essential.
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EVOLUTION OF POLICY RATES BY MAIN CENTRAL BANKS
While the Federal Reserve reduced its policy rate by 50 basis points, the Bank of England maintained its interest rate at 5%

on 19 September.

Below is a summary of recent policy rate adjustments by central banks overseeing the world’s 10 most traded currencies
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Disclaimer

This document is a marketing communication containing GENERAL INFORMATION
on financial services reflecting the sole opinion of Union Bancaire Privée, UBP SA
and/or any entity of the UBP Group (hereinafter “UBP”) as of the date of issue. It is
not and does not purport to be considered as an offer nor a solicitation to enter into
any transaction with UBP, buy, subscribe to, or sell any currency, product, or financial
instrument, make any investment, or participate in any particular trading strategy in
any jurisdiction where such an offer or solicitation would not be authorised, or to
any person to whom it would be unlawful to make such an offer or solicitation. This
document is meant only to provide a broad overview for discussion purposes, in
order to determine clients’ interest. It does not replace a prospectus, KID, KIID or
any other legal document relating to any specific financial instrument, which may be
obtained upon request free of charge from UBP or from the registered office of the
issuer of the instrument concerned, where applicable. The opinions herein do not
take into account individual clients’ circumstances, objectives, or needs.

UBP performs analysis on the financial instruments based on market offer and
may maintain and/or seek to develop business affiliations with third parties for that
purpose; furthermore, UBP may create its own financial instruments. This generic
information is therefore not independent from the proprietary interests of UBP or
connected parties, which may conflict with the client’s interests. UBP has policies
governing cases of conflicts of interest and takes appropriate organisational measures
to prevent potential conflicts of interest.

The information contained in this document is the result neither of financial analysis
within the meaning of the Swiss Banking Association’s “Directives on the Independence
of Financial Research” nor of independent investment research as per the EU’s
regulation on MiFID provisions. EU regulation does not govern relationships entered
into with UBP entities located outside the EU.

When providing investment advice or portfolio management services, UBP considers
and assesses all relevant financial risks, including sustainability risks. Sustainability risks
are defined by the EU’s Sustainable Finance Disclosure Regulation (2019/2088) as “an
environmental, social or governance event or condition that, if it occurs, could cause
a negative material impact on the value of the investment”. For further information on
our sustainability risk management approach please visit [www.ubp.com].

Reasonable efforts have been made to ensure that the content of this document is
based on objective information and data obtained from reliable sources. However,
UBP cannot guarantee that the information contained herein and gathered by the
Bank in good faith is accurate and complete, nor does it accept any liability for any
loss or damage resulting from its use. Circumstances may change and affect the data
collected and the opinions expressed at the time of publication. Therefore, information
contained herein is subject to change at any time without prior notice. UBP makes no
representations, provides no warranty and gives no undertaking, express or implied,
regarding any of the information, projections or opinions contained herein nor does
it accept any liability whatsoever for any errors, omissions or misstatements in the
document. UBP does not undertake to update this document or to correct any
inaccuracies which may have become apparent after its publication.

This document may refer to past performance which is not a guide to current or future
results. All statements in this document, other than statements of past performance
and historical fact, are “forward-looking statements”. Forward-looking statements
do not guarantee future performances.

The tax treatment of any investment depends on the client’s individual circumstances
and may be subject to change in the future. This document does not contain any
tax advice issued by UBP and does not reflect the client’s individual circumstances.

This document is confidential and is intended to be used only by the person to whom it
was delivered. This document may not be reproduced, either in whole or in part. UBP
specifically prohibits the redistribution of this document, in whole or in part, without
its written permission and accepts no liability whatsoever for the actions of third

parties in this respect. This document is not intended for distribution in the US and/or
to US Persons or in jurisdictions where its distribution by UBP would be restricted.

Switzerland: UBP is authorised and regulated in Switzerland by the Swiss Financial
Market Supervisory Authority (FINMA).

UK: UBP is authorised in the United Kingdom by the Prudential Regulation Authority,
and is subject to regulation by the Financial Conduct Authority (FCA) and limited
regulation by the Prudential Regulation Authority.

Dubai: This marketing material has been communicated by Union Bancaire Privée
(Middle East) Limited, a company regulated by the Dubai Financial Services Authority
(“DFSA"). It is intended for professional clients and/or market counterparties only and
no other person should act upon it. The financial products or services to which this
material relates will only be made available to a client who meets the professional
client and/or market counterparty requirements. This information is provided for
information purposes only. It is not to be construed as an offer to buy or sell, or a
solicitation for an offer to buy or sell any financial instruments, or to participate in any
particular trading strategy in any jurisdiction.

Hong Kong: UBP is a licensed bank regulated by the Hong Kong Monetary Authority
(HKMA) and a registered institution regulated by the Securities and Futures Commission
(SFC) for Type 1, 4 &9 activities only in Hong Kong. The securities may only be offered
or sold in Hong Kong by means of documents that (i) are addressed to “professional
investors” within the meaning of the Securities and Futures Ordinance (Chapter 571
of the Laws of Hong Kong) and any rules made thereunder (the “SFO”); or (i) are
defined as “prospectuses” within the meaning of the Companies Ordinance (Chapter
32 of the Laws of Hong Kong) (the “CQO”) or constitute offers to the public within the
meaning of the CO. Unless permitted to do so under the laws of Hong Kong, no
person may issue or have in their possession for the purpose of issuing, whether in
Hong Kong or elsewhere, any advertisement, invitation or document relating to the
securities, directed at, or likely to be accessed or read by, the public in Hong Kong,
except where the securities are intended to be disposed of only to persons outside
Hong Kong, or only to “professional investors” within the meaning of the SFO.

Singapore: UBP is a bank regulated by the Monetary Authority of Singapore (MAS),
is an exempt financial adviser under the Financial Advisers Act 2001 of Singapore
to provide certain financial advisory services, and is exempt under section 99(1)
of the Securities and Futures Act 2001 of Singapore to conduct certain regulated
activities. This document has not been registered as a prospectus with the MAS.
Accordingly, this document and any other document or material in connection with
generic recommendations may not be circulated or distributed, whether directly or
indirectly, to persons in Singapore other than (j) institutional investors; or (i) accredited
investors as defined under the Securities and Futures Act 2001 of Singapore. This
advertisement has not been reviewed by the Monetary Authority of Singapore.

Luxembourg: UBP is registered by the Luxembourg supervisory authority the
Commission de Surveillance du Secteur Financier (CSSF).

Italy: Union Bancaire Privée (Europe) S.A., Succursale di Milano, operates in Italy
in accordance with the European passport — held by its parent company, Union
Bancaire Privée (Europe) S.A. — which is valid across the entire European Union. The
branch is therefore authorised to provide services and conduct business for which
its parent company, Union Bancaire Privée (Europe) S.A., has been authorised in
Luxembourg, where it is regulated by the Luxembourg financial supervisory authority,
the Commission de Surveillance du Secteur Financier (CSSF).

Monaco: This document is not intended to constitute a public offering or a comparable
solicitation under the Principality of Monaco’s laws, but might be made available for
information purposes to clients of Union Bancaire Privée, UBP SA, Monaco Branch,
a regulated bank under the supervision of the Autorité de Contrdle Prudentiel et de
Résolution (ACPR) for banking activities and under the supervision of the Commission
de Controle des Activités Financieres for financial activities.

© UBP SA 2024. All rights reserved.
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