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4 Back to the Monetary Future

Status Quo
of Debt

Key Takeaways

= Since 2007, the year of the first In Gold We Trust = The US deficit of 5.8% (2025) corresponds almost

report and on the eve of the global financial crisis,
global government debt has grown by more than 50%
to 96.8% of GDP.

The current polycrisis — aging populations, military
buildup, the green transition, and geopolitical
instability — places a significant strain on public
finances.

Even primary balances are deep in the red in most
industrialized nations. Ironically, much-maligned ltaly
is the only notable exception, as Germany is now also
taking on debt on a historic scale.

exactly to the average for the In Gold We Trust report
era (2007-2026). However, the deficit remains far
higher than the long-term average of 3.8% for the
years 1975-2025.

Both historically and currently, government bonds
are proving to be a “fair-weather asset,” particularly
because the current significant increase in deficit
spending - like earlier ones - is being financed
through higher deficits, aka the “guns and butter”
principle.

In light of the structural deficits, citizens face the
threat of higher taxes, service cuts, and stricter fiscal
austerity measures.
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The day will come when citi-
zens will have to face the fact
that they must pay off the debts
the government runs up and
declares to be for the “good of the
people’.

High Debt, Hard Choices
IMF publication, March 2026

Ludwig Erhard

Germany, France, and the US were virtually neck and neck in terms of public

debt, each with a ratio between 60 and 65%; Italy’s ratio was just slightly above
100%; while Japan’s was still well below 200%. However, the global financial crisis that
struck shortly thereafter would severely shake up public finances.

H ow times have changed. In 2007, the year of the first In Gold We Trust report,

Public Debt, as a % of GDP, Q1/2000-Q3/2025
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Now, two decades later, the fiscal position of many countries — especially advanced
economies — is in danger of finally falling apart. Despite the consolidation phases fol-
lowing the 2007-08 global financial crisis and the Covid-19 pandemic, the long-
term upward trend continues unabated.

For 2026, the IMF expects a global public debt-to-GDP ratio of 96.8%. In 2007,
the year of the first In Gold We Trust report and on the eve of the global finan-
cial crisis, it was merely 60.9%. That is an increase of more than 50%. In absolute
terms, the trend is naturally even more dramatic. In just two decades, government debt
swelled from slightly more than USD 35trn to nearly USD 120trn, an increase of almost
3.5 times. Nominal global GDP grew by slightly more than 110% over the same period,
from USD 58.3trn to an estimated USD 123.6trn.
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This debt dynamic is largely attributable to the current polycrisis. At the same time,
the budget is under pressure from a multitude of developments, each of which, taken in-
dividually, already poses a major challenge to public finances: the energy transition, in
the EU accompanied by a simultaneous shift away from Russian energy supplies; mili-
tary rearmament; an aging population; migration flows and the resulting funding needs
for integration and border protection; and higher interest rates on government debt.

A striking break in the trend of government debt was the Covid-19 pandemic, with
its multitude of economic, political, and social upheavals. Not only was government
debt pushed to a new level, but the rate of increase in government debt has also accel-
erated since then.

Global Public Debt, as a % of GDP, 2000-2031e
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Source: IMF, Incrementum AG incrementum

Admittedly, the public debate may attach too much importance to the government debt-
to-GDP ratio. The study “Why Care about Debt-to-GDP?” rightly points this out. As an
alternative to the government debt-to-GDP ratio, the interest-to-GDP ratio is proposed,
which reflects the actual ongoing burden of government debt on the national budget.
After all, higher interest rates on a lower debt level can place a greater burden on the
budget than lower interest rates on a higher debt level.

The following chart tracks the evolution of the interest rate ratio, also starting in 2007.
The effects of the ultra-low interest rate policy — which temporarily provided significant
relief to governments and ushered in a golden age for finance ministers — are clearly vis-
ible, as is the end of that era. In a long-term comparison, the interest rate ratio re-
mains relatively low for many countries, as the average interest rate on government
debt does not yet fully reflect the rise in yields over the past few years. As of the end
of 2025, the average remaining maturity of marketable US government debt is just un-
der 6 years.

The world is not falling apart.
It is being reassembled —
and we are living through the
reassembly.

Niall Ferguson

Something’s gotta be done about
your kids!

Dr. Emmett Brown
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If you have a garden and a
library, you have everything you
need.

Marcus Tullius Cicero

It is not about winning or losing,
but about playing as long as we
can.

Anders Indset
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Interest Expenditure, as a % of GDP, 2007-2025
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Both indicators — the debt-to-GDP ratio and the interest rate ratio — point to the
same conclusion: The notion that leading industrialized nations are immune to debt
crises is definitively a thing of the past. This is also signaled by bond yields that are
climbing slowly but steadily, even though they remain far below previous peaks in a
long-term comparison. In the fall of 2025, French government bonds recorded a positive
spread against Italian bonds for the first time, a phase that lasted until mid-January and
ended abruptly when French Prime Minister Sébastien Lecornu survived a vote of no
confidence and pushed through the 2026 budget using Article 49.3 of the French Consti-
tution, against opposition resistance and without a majority of his own.

10 Year Government Bond Yield, 01/1990-04/2026
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Another factor weighing on public finances is the rise in geopolitical tensions and geo-
political fragmentation. In the In Gold We Trust report 2019, “Gold in the Age of Erod-
ing Trust,” we analyzed the importance of trust for human interaction in general and
economic cooperation in particular. Trust is arguably the most underestimated eco-
nomic resource in everyday life. Where trust among business partners or legal certainty
is lacking, significant additional costs arise. Simulation calculations from a study by Fer-
nandez-Villaverde and Song show that an increase in geopolitical fragmentation raises
government debt.!

1 See also: IMF: Fiscal Monitor, Chapter 1, April 2025
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Response to a 1 STD Increase in the Geopolitical Fragmentation
Index, as a % of GDP
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“Guns or Butter?” - “Guns and Butter!”

“Whatever it takes”; with these words, borrowed from Mario Draghi, Chancellor
Friedrich Merz underscored just a few days after winning the federal election in
March 2025 the seriousness with which he now intended to tackle Germany’s re-
armament. During the election campaign, Merz had still vigorously defended the debt
brake. A few weeks later, not only was the EUR 500bn “Special Fund for Infrastructure
and Climate Neutrality” approved, but it was also decided that defense spending exceed-
ing 1% of GDP would no longer be subject to the national debt brake.

Chancellor Merz faced the well-known problem that increasing defense spending with-
out expanding the budget deficit would inevitably require significant cuts in other ar-
eas of spending. Merz thus acted in line with the findings of the study “Guns and Butter:
The Fiscal Consequences of Rearmament and War” Historically, according to the study,
which analyzed budget data from 20 industrialized nations for the period 1870—2022,
governments in industrialized nations preferred higher budget deficits in the short term
— i.e, “guns and butter” — to finance rearmament. In the long term, this resulted in a
toxic mix of higher taxes and a public spending ratio that remained elevated.

The authors do not answer the question of why governments prefer the “guns and
butter” option over “guns or butter” Yet the answer is obvious: because choosing the
first option can, at least in the short term, create the impression that rearmament and
social spending are not in competition with one another. By expanding the budget defi-
cit, voters are led to believe in a “both-and” scenario, thereby securing the loyalty of key
voter groups — at least in the short term — even as the ‘either-or” reality looms relent-
lessly in the background, eventually manifesting itself, with a slight time lag, in the form
of rising inflation.

The calculations of The Bank for International Settlements (BIS), presented by Secretary
General Pablo Hernandez de Cos (who has been in office since July 1, 2025) in a lecture
titled “Fiscal threats in a changing global financial system,” also show where this “both-
and” approach is likely to lead. In the baseline scenario, with primary deficits remain-
ing at the historically high level of 2024, public debt in industrialized nations would rise
only slightly to around 110%, while in emerging economies it would rise significantly to
just under 100%.

Without fiscal consolidation, population aging alone would cause debt-to-GDP ratios to
climb to around 170% (advanced economies) and 160% (emerging economies) by 2050.
If additional spending on the energy transition and military buildup amounting to 2% of
GDP is factored in, an additional 50 percentage points are added to the figures for both
groups of countries.

My policy on cake is pro having
it and pro eating it.
Boris Johnson

To wage war, you need first of all
money; second, you need money,

and third, you also need money.
Raimondo Montecuccoli

There’s no trick to being a
humorist when you have the
whole government working for
you.

Will Rogers
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As recent IMF calculations show, wars

War COStS more than any ﬁnanCial also incur significant economic costs.

In war-torn countries, economic output

crisis or natural disaster. Within falls by about 3% at the outset; within five

years, the average decline is around 7%.

ﬁVe YeaI'S, W&I’-tOI’I’l GCOnOmieS lOse The economic losses caused by conflicts

generally exceed those associated with fi-

7% Of Output - and the scars laSt nancial crises or severe natural disasters.

for a decade.

Weather forecast for tonight:
dark.

George Carlin

Always buy your straw hats in
the Winter.

Benjamin Graham

The economic consequences remain evi-
dent even a decade later.

The idea that government debt can be easily inflated away is a myth

However, it is a widespread and persistent misconception that higher inflation
rates can, in and of themselves, reduce government debt. As we highlighted in the
chapter “The Status Quo of Debt Dynamics” in the In Gold We Trust report 2022, “Stag-
flation 2.0,” inflating away government debt is only possible if a wave of inflation sud-
denly sweeps over a country. Bondholders alone foot the bill if they fail to anticipate a
wave of inflation.

The study “Are Government Bonds Safe in Times of War and Pandemic?” confirms this
fact. In times of war, as a result of unexpected waves of inflation and financial repres-
sion, it is bondholders? who must shoulder the lion’s share of a war’s financing costs,
with the authors treating the Covid-19 pandemic as a war due to the spending tsunami it
triggered. In peacetime, however, government bonds were indeed the safe asset. To put
it bluntly: Government bonds are a fair-weather asset.

Similarly, transfer recipients only experience a significant loss of purchasing power and
provide real relief to the budget if transfer payments are not indexed or are rapidly in-
creased as a result of political pressure. In the US, the automatic adjustment of Social
Security expenditures — known by the acronym COLA for “cost-of-living adjustment” —
has been enshrined in law since 1975.

However, this automatic mechanism designed to counteract a loss of purchasing power
for social benefits has a time lag that weakens its protective effect. The nominal adjust-
ment of social transfers occurs retroactively. Consequently, recipients are not compen-
sated for the loss of purchasing power that occurs until social benefits are raised to the
nominally higher level.

US CPI, yoy, and COLA (Cost-Of-Living Adjustments),
01/2010-12/2025
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2 For a more in-depth discussion, see the section “The Treasury-Fed Accord of March 3, 1951” in “The Status Quo of
Gold,” In Gold We Trust report 2021
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The creativity of finance ministers correlates with the precarious
state of public finances

Finance ministers are often rather austere figures. Yet at times they fairly burst with
creativity — for example, when it comes to inventing new taxes and levies. They also en-
joy coming up with the most creative neologisms to conceal or gloss over the poor state
of public finances. In Germany, for instance, special budgets have always been called
“special funds, even though they are actually special debts. Particularly ingenious is the
phrase revenue-side savings — a term that has been in common use in Austria for many
years — which refers to, you guessed it, increases in taxes and fees.

In addition, the rhetorical trick of referring to every government expenditure as an
“investment” is gaining traction. Thus, spending on the construction of a new play-
ground becomes an “investment in social cohesion” While this is not entirely incorrect
linguistically — since the finance minister does indeed “clothe” every expenditure in a
specific purpose (from the Latin investire for “to clothe”) — it does not correspond to the
much narrower economic definition.

Austria has come up with yet another original idea — a statistical trick — to lower the na-
tional debt ratio. Finance Minister Markus Marterbauer urged the federal states to in-
vest surplus liquid funds in federal treasury bonds, which are bonds with maturities
ranging from one month to 10 years, purchased directly from the Republic of Austria.
The simple reason: Government bonds held by other local authorities are consolidated
in accordance with ESA 2010, Regulation (EC) No. 479/2009, and the “Manual on Gov-
ernment Deficit and Debt — Implementation of ESA 2010, thereby reducing the na-
tional debt ratio.

In the US, this approach explains the difference between “public debt held by the public”
and “total public debt,” or between marketable and nonmarketable US federal debt. The
former accounts only for marketable US debt securities and stood at 99.4% at the end of
fiscal year 2025. The latter includes nonmarketable US federal debt, specifically that held
by the two US Social Security funds. At the end of 20235, this US federal debt was signif-
icantly higher at 122.3%.

Equally irrelevant from an economic standpoint is the legal and administrative
maneuver of excluding certain expenditures from the calculation of the maximum
allowable new debt. This allows EU member states, under the so-called “national es-
cape clause” (Regulation (EU) 2024/1263, Art. 26) to spend up to 1.5% of GDP on addi-
tional defense expenditures for the years 2025—2028, without this amount being counted
toward compliance with the requirements of the Stability and Growth Pact (“Maastricht
criteria”). Economically, this distinction is irrelevant, for debt remains debt in economic
terms, even if politicians, bureaucrats, and lawyers attach a different legal or political la-
bel to certain expenditures.

Deep Dive US

Trump’s budget miracle has not materialized (yet?)

The boldest optimists expected (short-term) miracles from Donald Trump’s second
presidency and the now-defunct Department of Government Efficiency (DOGE), which
was originally established with significant input from Elon Musk. We did not share this
optimism in our analysis last year and referred to the “DOGE illusion” Nevertheless, the
number of federal employees has already been reduced by more than 10%.

The final accounts for the first fiscal year of Donald Trump’s second term are now avail-
able. The deficit fell slightly again to USD 1.8trn, down from USD 1.9trn in fiscal year
2024. Fiscal year 2026, which runs through the end of September, is also expected
to end with a deficit of less than USD 2trn. Given the surprisingly robust economic

Austria is a small world in
which the great ones hold their
trials.

Friedrich Hebbel

Always borrow money from a
pessimist. He won’t expect it
back.

Oscar Wilde

They’ve done studies, you know.
60% of the time, it works every
time.

Brian Fantana, Anchorman
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Blessed are the young, for they
shall inherit the national debt.
Herbert Hoover

For the immediate future...it’s
hard to bet against a long, steady
worsening of fiscal problems
without a political realignment
and restoration of the possibility
of bipartisan action.

Alan Auerbach
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development in the US the budget deficit as a percentage of GDP is likely to continue
to decline, after 6.6% in FY 2024 and 5.8% in FY 2025. Yet, the deficit is still miles away
from the long-term average of 3.8% for the years 1975—2025. Last year’s deficit of 5.8%
corresponds almost exactly to the average for the IGWT era 2007-2026.

US Budget Deficit, as a % of GDP (lhs), and in USD trn (rhs),
1970-2025
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In the fall of 2024, the current and then-designated Treasury Secretary Scott Bessent
had presented the 3-3-3 Plan. As economic policy goals of the Trump administration
to revitalize the US economy, the plan aimed to raise real economic growth to 3%, re-
duce the deficit to 3%, and increase oil production by 3 million barrels per day. So far, the
Trump administration has only come a small step closer to this highly ambitious defi-
cit target.

In the first half of FY 2026 (October 2025—March 2026), the budget deficit fell by
just over 10% compared with the same period last year. However, the deficit of
USD 1.2trn remains the third-worst start to a fiscal year on record. As a share of
GDP, the deficit for these six months is likely to have fallen from approximately 8.7% in
the previous fiscal year to below 8.0% due to nominal economic growth.

Customs revenue provided some relief. In the first six months of the fiscal year, it rose by
283% yoy to USD 167bn. The Supreme Court’s decision on February 20 declared certain
tariffs unconstitutional and ordered the payback of up to USD 182bn (plus interest). In
response, Donald Trump not only announced new special tariffs but also imposed them
immediately. At 10%, they are lower than the originally announced 15%.

Consequently, it remains unclear for the current fiscal year how high tariff revenues will
actually be in the end. In the first half of FY 2026, they accounted for 6.7% of total reve-
nues, compared to 1.8% in the previous year.

Both in the In Gold We Trust report 2024 and the In Gold We Trust report 2025,
we have already explained that the US is now in breach of what is known as Fergu-
son’s Law.? This principle, named after the British historian Niall Ferguson, states that
the hegemon risks losing its dominant position as soon as interest payments exceed de-
fense spending. This has been the case in the US since FY2024. Trump’s repeated an-
nouncement of an increase in military spending by well over 50% to USD 1.5trn would
be an attempt to avoid falling prey to Ferguson’s Law, not by balancing the budget but by
increasing military spending. There are considerable doubts as to whether this strategy
can succeed in the medium term, let alone the long term.

3  See “Status Quo of Debt Dynamics,” In Gold We Trust report 2025; “Status Quo of Debt Dynamics,” In Gold We
Trust report 2024
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US Government Spending by Category, as a % of GDP,
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The announcement of a dividend of “at least” USD 2,000 per resident from Trump’s tar-
iffs, excluding high-income earners, would put additional strain on the federal budget.
This supposed dividend has been parried by repeated calls to repeal the tariffs before the
midterm elections in November.

And the US budget outlook for the next 20 years is by no means rosy. The saying
“Predictions are difficult, especially when they concern the future” (Niels Bohr) is nat-
urally all the more true the longer the forecast period. This is even more true for ar-
eas where politics calls the shots; after all, legal regulations can be changed at virtually
any time. Nevertheless, long-term calculations have their merits. They outline in broad
strokes where the path would lead based on the current legal framework under certain
assumptions, such as for real GDP growth, population trends, etc.

US Budget Deficit, as a % of GDP (lhs), and in USD trn (rhs),
2026e—-2056e
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In absolute terms, nominal interest payments are already on track to double to
USD 2trn per year by 2034. In the more meaningful relative analysis, an increase of
just under 50% is projected by 2046 — from the current 3.2% of GDP to 4.7% in 20 years.

You don’t pay taxes — they take
taxes.
Chris Rock

In this respect, Trump, as a real
estate developer, understands
the importance of the cost of debt
servicing.

Chris Wood



https://www.incrementum.li/en/
https://www.incrementum.li/en/
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I believe that the word “social” is
the weasel word par excellence.
As a weasel is alleged to be able
to empty an egg without leaving
a visible sign, so can these

words deprive of content any
term to which they are prefixed
while seemingly leaving them
untouched.

Friedrich A. von Hayek
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US Interest Expenditure, as a % of GDP (lhs), and in USD trn (rhs),
1940-2025
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The clock is ticking: only 7 years left until the US Social Security fund
(OASI) is depleted

However, another significant fiscal event falls within this 20-year period. According to
current projections from the “2025 OASDI Trustees Report,” one of the two US So-
cial Security trust funds (OASDI), the “Federal Old-Age and Survivors Insurance Trust
Fund” (OASI), will be depleted as early as 2033. As of the end of 2024, it still held assets
of USD 2.5trn. Starting in 2033, the benefit level currently mandated by law would there-
fore have to be reduced to 77%. This benefit level could be covered by current revenues.
Alternatively, the Social Security contribution rate of 10.6% payable for OASI would
have to be significantly increased.

The situation looks much better for the second, significantly smaller fund, the “Federal
Disability Insurance Trust Fund” (DI). Under the medium-range projection, its current
assets of USD 183.2bn are expected to grow to USD 703.8bn by the end of the projec-
tion period in 2034.

The US debt situation is even more alarming when considering the calculations in the
US Treasury Department’s Statement of Long-Term Fiscal Projections. According to
these calculations, unfunded Social Security liabilities now total USD 88.4trn over a 75-
year period. In 2021, this figure was only USD 71.otrn. If these obligations are added to
the official US federal debt of USD 47.8trn, the federal government’s total liabilities now
exceed USD 136.2trn — roughly five times the annual GDP.

The US total government debt of nearly USD 50trn may come as a surprise. Most re-
ports currently cite US debt at just over USD 39trn. However, this figure includes only
federal debt. In international comparisons, it is standard practice to cite total govern-
ment debt — that is, the debt of all levels of government (federal, state, local, and social
security). In this respect, the public debt of the US is underestimated.

Based on the latest available figures as of the end of 2023, the public debt of the states
and local governments amounts to USD 6.1trn. This would bring the total US debt as of
the end of 2023 to approximately USD gotrn, or 148% of GDP. US Treasury bonds held
by the US Social Security funds (OASDI) are included in this figure. In the meantime,
federal debt alone has grown by more than an additional USD strn, or just under 3 per-
centage points. The US debt level is therefore likely already over 150%. This puts the
US well ahead of Italy, whose national debt stands at around 137%.



https://www.incrementum.li/en/
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Under Kevin Warsh, the new

Chair of the Federal Reserve, Counting unfunded SOCial Security

will the Fed’s balance sheet

become even more interest-rate- Obligations, tOtal US feder al
sensie liabilities exceed USD 136trn —

The appointment of the new Federal Re-

serve Chair is, in and of itself, a topic for I'Oughly ﬁVC timeS annual GDR
he chapter “Status Quo of Inflation Dy- o
;amics.’l')tTheret, :ve will delve de;per inZo Tlle headllne ﬁgure Of USD 39trn

Kevin Warsh’s views relevant to monetary

policy. However, the selection of Warsh Captur €S Ol’lly a fI’ aCtiOn Of the

certainly also has implications for debt

trends, provided that the new chair — who tI' uth.
has only been in office for a few days —

can actually assert his views.

Warsh considers the Federal Reserve’s balance sheet total to be significantly too
high and wants to reduce it further. From its all-time high in April 2022 of just under
USD otrn, the balance sheet total was reduced by USD 2.5trn — or nearly 30% — by early
December 2025. Since then, it has been on a slight upward trend again. The Federal Re-
serve had announced that it would purchase USD 4obn in T-bills monthly through its
Reserve Management Purchases (RMP) program until Tax Day on April 15. From then
on, the pace of purchases should be significantly reduced.

Kevin Warsh is an outspoken opponent of quantitative easing (QE), unless QE is
used as an emergency measure. When another round of QE was decided in Novem-
ber 2010 under then-Chairman Ben Bernanke, Warsh resigned in protest at the end of
March 2011 from the position he had assumed at the end of February 2006 following
his nomination by President George W. Bush, even though he had originally approved
QE2. In 2014, years after his departure, he characterized QE — unless used in times of
emergency — as a “reverse Robin Hood” that increases social inequality by widening the
wealth gap.

Warsh’s dual strategy — lower key interest rates and balance sheet reduction — would,
as a result of falling demand for US Treasury bonds, make financing US government
debt more expensive at the long end but cheaper at the short end. This would result in
greater interest rate sensitivity of US debt, which, it is hoped, would lead to a re-
duction in financing costs.

Effective Federal Funds Rate and US Government Bond Yields,
01/2019-04/2026
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At the same time, Warsh is banking on a productivity boom as a result of the
hoped-for Al revolution. The productivity gains are expected to spur economic growth
and thereby improve the US federal finances through higher tax revenues and lower

QE is reverse Robin Hood. It’s
policy that steals from the poor,
to give to the rich.

Kevin Warsh

Computers are useless. They can
only give you answers.
Pablo Picasso
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I know very well that the
stability pact is stupid, as are all
decisions that are rigid.

Romano Prodi
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social spending. The US federal budget is also expected to be relieved by the detection
of fraud involving federal funds, thanks to the use of AI and software from Palantir. The
resulting lower federal deficit is then expected to ease pressure on the long end of the
yield curve as well — at least that is the plan.

Deep Dive Euro Area

As clearly highlighted in the In Gold We Trust report 2025 “The Big Long,” Ger-
many, under Chancellor Merz, has made a remarkable about-face, moving away
from its role as a fiscal model. This shift is now slowly becoming apparent in tradi-
tional economic indicators as well.

Budget Balance, as a % of GDP, 2007-2025
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The German deficit in 2025 would have been even higher had spending not been slowed
by bureaucratic bottlenecks in planning and approval. Instead of the originally planned
expenditures of EUR 143bn or 3.2% of GDP, only EUR 110bn, or around 2.5% of GDP,
could be spent. At 2.7%, the general government deficit was nevertheless considerable
— especially by German standards. In 2019, Germany still recorded a surplus of 1.3%; in
2018, the surplus was even higher, at 1.9% of GDP. In the current year, the deficit is ex-
pected to be 4.8%, then 4.3% in 2027 and 3.8% of GDP in 2028. Even under the EU Com-
mission’s approved exclusion of defense spending amounting to 1.5% of GDP, Germany is
unlikely to meet the 3% Maastricht limit. That said, it must be honestly acknowledged
that the Maastricht criteria are often viewed merely as recommendations rather
than a binding set of rules.

Euro Area Countries in Violation of 3% Deficit Rule, 1999-2025
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Germany’s “Club Med-ization”

The consequence of this excessive spending is a significant rise in German govern-
ment debt, which is expected to increase to at least 80% of GDP by 2030. In 2019, at
59.4%, it was still below the Maastricht ceiling of 60%. By 2029, three expenditure items
— social security systems, interest payments, and defense costs — are expected to con-
sume the government’s entire revenue. All other expenditures will have to be financed
by taking on new debt.

The verdict from the renowned Munich-based ifo Institute was scathing. It de-
scribed the 2026 budget as a “sham” (“Mogelpackung”). One reason for this harsh crit-
icism is the fact that the “Special Fund for Infrastructure and Climate Neutrality” is
largely not being used for additional investments, as announced. Of the ten largest in-
vestment items, totaling EUR 24.4bn, planned for 2026, not even EUR 6bn actually flow
toward investments. For example, EUR 7.6bn to social security funds is classified as in-
vestment expenditure, as are EUR 6.9bn for international aid, guarantees, and compen-
sation.

An initial assessment in spring 2026 reaches an even more damning conclusion for 2025.
The ifo Institute estimates that 95% of the EUR 24.3bn in funds allocated for investment
in 2025 were misappropriated, e.g., to plug budget holes. The Institute for the German
Economy (IW) calculates a misappropriation rate of 86%. However, due to the federal
election in the spring, the 2025 budget was not passed until the fall of 2025.

The ESM study “Public investment in ageing societies: rethinking fiscal stimulus in
structurally tight labor markets” highlights an important aspect. In labor markets
that are tight due to aging, additional government investment intensifies competition for
the already scarce resource of labor. Consequently, additional investments in an econ-
omy operating close to its capacity limit fuel inflation and crowd out private investment.
Bottlenecks caused by a shortage of skilled workers — whether in the planning or imple-
mentation of projects — have the same effect. Without an expansion of the labor supply,
the additional government spending thus simply leads to higher prices.

In this respect, thinking has often remained stuck in the 1970s, when employment pro-
grams were launched in the wake of the two oil crises. The then Austrian Chancellor
Bruno Kreisky (SPO) coined a Keynesian bon mot in 1979 — one that is at least well-
known in Austria: “A few billion more in debt causes me fewer sleepless nights than a
hundred thousand unemployed” At that time, however, the public debt-to-GDP ratio
stood at just 23.6%; a few years earlier it had been under 10%, and four years later it was
already over 40%.

What is remarkable about the development in Germany is the fact that Germany is
increasingly transforming into a state-subsidized economy. Within just a few years,
subsidies to companies have increased fivefold, and a further significant rise of 10% is
expected this year.

We all know what to do, but we
don’t know how to get re-elected
once we have done it.

Jean-Claude Juncker

In youth we learn; in age we
understand.

Marie von Ebner-Eschenbach
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The state is the great fiction
through which everyone
endeavors to live at the expense
of everyone else.

Frédéric Bastiat
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German Federal Corporate Subsidies, in EUR mn, 2016-2026
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It is therefore not surprising that discussions took place in Germany this spring regard-
ing an increase in the value-added tax by 2 or even 3 percentage points to 21% or 22%.
The most recent increase, from 16 to 19%, went virtually unnoticed by the public amid
the excitement of the 2006 World Cup on home soil. In that sense, it is a bad omen for
German consumers that, just like in 2006, a World Cup is coming up this summer, al-
beit on North American turf.

Germany’s massive surge in spending is also evident in its primary deficit, while It-
aly has been returning to a primary surplus on a quarterly basis since Q4/2024 and
on an annual basis since 2025. In other words: Without the burden of old debt — the
government debt-to-GDP ratio doubled to 120% between 1980 and 1994 — Italy’s fiscal
position would be exemplary.

Primary Balance, as a % of GDP, 2007-2025
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In its study “What will it take to stabilize debt in advanced countries?’, the Bruegel Insti-
tute calculated by how much the structural primary deficit must improve to stabilize the
level of public debt. Even though Bruegel describes the absolute level of the necessary
primary surplus as not “dramatically high,” the adjustment required for many countries
is substantial, particularly given the challenging domestic, foreign policy, and economic
conditions. Among the major economies, France needs to improve its structural defi-
cit by more than 5 percentage points. The US also finds itself in this less-than-illustri-
ous club.
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Required Fiscal Adjustment, as a % of GDP, 2024
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NextGenEU - Rosy projections backfire quickly

Unsurprisingly, the costs of the EU’s NextGenEU Covid-19 recovery fund have been
glossed over. Unsurprising, because shared EU debt is, above all, a political tool to en-
force a political goal — the EU central state. Combined with the maxim “Whatever the
cost,” which has been popular since the 2012 eurozone sovereign debt crisis, this creates
a toxic cocktail. And how this debt is to be serviced remains unclear. The only certainty
is that it must be repaid from 2028 through 2058. The amounts required for repayment
and the accruing interest are staggering, partly because the NextGenEU decision was
based on significantly lower interest rates. Starting in 2028, EUR 25bn—EUR 30bn will
have to be spent annually for this purpose. That corresponds to around 20% of the an-
nual EU budget.

Eurobonds - Never let a crisis go to waste

The proposal by Joachim Nagel, President of the Deutsche Bundesbank, for the strictly
limited issuance of joint debt likely came as a surprise to many — and presumably just
as many were irritated by it. Ultimately, it was withdrawn just as quickly as it was made.

Opposition to Eurobonds remains as resolute as it is persistent on many fronts, as
they would represent a further step toward greater integration, aka “United States
of Europe”. Advocates of a centralized United States of Europe, however, are calling
for the introduction of Eurobonds precisely for this reason. These are also seen as in-
dispensable for broader global acceptance of the euro. Whether this hope is justified is
highly doubtful, however, given the freezing of Russian currency reserves and their use
as collateral for a loan from EU member states to Ukraine. Blanchard et al., on the other
hand, argue in their proposal from last year that financial markets are calling for another
global, liquid, and secure financial instrument.

It is highly likely that any permanent introduction of Eurobonds would not reduce
national borrowing but would instead further increase overall debt. This is because
financing needs are increasingly spiraling out of control. The European Commission
estimates that EU member states will require annual investments of EUR 1.2trn through
2030 to achieve the EU’s climate goals. Defense spending is rising significantly, the cost
pressures of demographic change are steadily and irreversibly increasing in the medium
term, and the costs of immigration also remain high.

I love money. Got me a USD 300
pair of socks. Got a fur sink...
And, of course, I bought some
dumb stuff; too.

Steve Martin

I hope life isn’t a big joke,
because I don’t get it.
Jack Handey, Deep Thoughts
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Is the era of unrestricted gold
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Financial repression

A popular method for indirectly im-

owner Ship ending? Wher (& gOVeI' n- proving public finances is the various

forms of financial repression. These in-

mentS once tOler atEd gOId aS a clude the legal obligation, particularly for

institutional investors such as insurance

priVate matter, they now treat it as companies and pension funds, to hold a

a fiscal target.

The only difference between a
tax man and a taxidermist is
that the taxidermist leaves the
skin.

Mark Twain

Start every day off with a smile
and get it over with.
W. C. Fields

Inflation is when you pay fifteen
dollars for the ten-dollar haircut
you used to get for five dollars
when you had hair.

Sam Ewing

certain percentage of their investment

portfolio in supposedly safe government

bonds. The regulatory preference for gov-

ernment bonds with the highest credit
rating — which, unlike other asset classes, commercial banks are not required to back
with capital — also boosts demand for government bonds and lowers bond yields below
the level that would have prevailed without this regulatory preference.

Capital controls, an instrument of financial repression that has been frowned upon in
the West since the definitive end of the gold standard and the introduction of the sys-
tem of flexible exchange rates, could, however, come back into vogue if there are major
and sustained capital outflows, e.g., as a result of prohibitive wealth or capital taxes. This
would not only prevent capital flight but also, at least in the short term, safeguard the
currency’s external value.

Gold in the crosshairs of the Treasury

Gold is now increasingly coming under the scrutiny of fiscal authorities. For the
first time, Belgium will impose a 10% capital gains tax on realized profits from invest-
ments in gold starting January 1, 2026. However, this new regulation will not be applied
retroactively; and the market value as of December 31, 2025, will serve as the tax basis,
regardless of the date of purchase. In Austria, a case caused a media stir because a cit-
izen who wanted to sell his gold was denied the sale because he could not prove when
and where he had purchased the gold. This demand for proof of origin, which is not re-
quired by law, had no tax-related basis but was due to an overzealous application of the
Anti-Money Laundering Directive.

In Italy, there were also heated discussions this spring regarding a proposed bill. Any-
one who cannot provide proof of purchase when selling gold will be required to pay a
26% tax on the proceeds of the sale. The proposal, which was ultimately withdrawn, pro-
vided for a kind of amnesty rule. Privately owned gold could have been legally registered
by paying a 12.5% tax. In the event of a subsequent sale, the tax would then be calculated
based only on the difference between the current selling price and the price at the time
of legalization.

These examples show that, even though many legislative proposals ultimately
failed, the days of buying and selling gold with virtually no restrictions are over.
Anecdotal evidence clearly points toward increasingly stringent government control
over gold in particular and assets in general.

Fiscal inflation

The IMF has also joined this competition of dubious ideas — which mostly only com-
bat the symptoms, and only in the short term, rather than solving the structural budget
problems at their root — with a questionable proposal of its own. Thus, allowing “con-
trolled inflation” for a certain period is advocated to enable gradual and sus-
tainable budget consolidation. Such “fiscal inflation” would succeed provided that
government bonds are not inflation-indexed. In the US, not even 10% of marketable US
Treasury bonds are inflation-indexed; in Germany, the figure is just around 4%.
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To put it bluntly, this means: The IMF
welcomes a sy’stematic devaluation C’C hen the IMF endOI' SesS
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investment in government bonds, e.g., in .

the second perglsion pillar. However,gvol— Sldef the dOCtOI'.
untarily exposing oneself to such a high

risk of a real loss of purchasing power is

likely to be more than just unwise, espe-

cially in light of this IMF recommenda-

tion.

Asset register

The specter of an asset registry continues to haunt the EU media. However, there is still
no concrete legislative proposal regarding a general requirement to register assets. Re-
gardless of how much substance should be attributed to the proposal for the pos-
sible introduction of such a registry;, it reflects growing concern over a reversal of
the burden of proof in tax matters: It is no longer the state that must prove that a cer-
tain amount of money was earned illegally or insufficiently taxed, but rather citizens
must prove that the money with which they make major purchases was earned legally
and taxed in accordance with the law. Albeit far-fetched, this reversal of the burden of
proof is justified by invoking the fight against money laundering and terrorism, emo-
tionally underpinned by the essentially totalitarian stance that anyone who has nothing
to hide has nothing to fear.

This rationale also serves as an argument for the renewed restrictions on cash use
in the EU starting in the summer of 2027. In just over a year, cash purchases worth
more than EUR 10,000- except between private individuals — will be prohibited. The
buyer’s identity must be recorded for purchases of EUR 3,000 or more. Currently, the
limit stands at EUR 10,000. Member states are free to set stricter limits. For example,
France and Spain set their national limits at just EUR 1,000 some time ago, while Italy
set its limit at EUR 5,000. Ongoing currency devaluation brings with it an equally ongo-
ing real reduction in the limit.

Conclusion

Our long-standing maxim, “Anything but bonds” is no longer a particularly bold
statement in light of the structural developments of the past decades. And yet it
represents a sharp departure from cherished habits* and from the mantra regurgitated
by finance ministers and investment guides, according to which government bonds are
safe because countries cannot go bankrupt. This is a deliberate distortion of historical
reality. Countries do not even have to formally go bankrupt for bondholders to suffer
(severe) losses.

The promise of receiving the full face value of a government bond at maturity offers
little comfort. Many investors will have to painfully realize, at the latest on the day of
payment, that while the nominalist view — according to which 100 monetary units are
always 100 monetary units without any qualification — is indeed significant in terms of
(financial) law, this equation does not hold true economically, especially in times of el-
evated inflation rates.

4  See chapter “The Psychology Behind Gold’s Underallocation” in this In Gold We Trust report

Seize the moment. Remember all
those women on the Titanic who
waved off the dessert cart.

Erma Bombeck
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Doing nothing is very hard to And the long-term outlook for government debt in the leading industrialized na-
do... you never know when you’re  tions is bleak. Such long-term projections also bring to light those “invisible” debts that
finished. currently exist as legally enforceable claims against the social security system — whether
Leslie Nielsen against pay-as-you-go pension systems or the healthcare system — for which govern-

ments, unlike corporations, are not required to set aside reserves.
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‘We have repeatedly pointed out that government debt represents only a portion of
total societal debt. In addition to the government — federal, state, local, and social se-
curity — private households and corporations are also in debt, although their relative
share of total societal debt as well as the respective sector-specific debt-to-GDP ratio
vary significantly from country to country. This leads to (highly) divergent public de-
bates and political dynamics in the event of interest rate changes and rising yields.
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Total Debt*, as a % of GDP, Q1/2000-Q3/2025
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*Government, Non-financial Corporations and Households incrementum
Finally, the following chart is extremely revealing, as it illustrates the gold back- That was then, this is now.
ing of US federal debt. In the early 1940s, and thus immediately before the US entered S. E. Hinton

World War II, US gold reserves covered 51% of US federal debt. By the end of 2025, this
figure had fallen to just 3%, though it had fluctuated around this level since the mid-
1990s. If, by the end of 2025, 51% of US federal debt were covered by gold reserves — as it
was in the early 1940s — the price of an ounce of gold would need to be valued at around
USD 75,000. Even reaching the interim high of 18% in 1980 implies a nearly sixfold in-
crease in the current gold price to around USD 26,000.

US Gold Reserves, as a % of US Public Debt, 01/1915-04/2026
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US Gold Reserves

Source: Nick Laird, LSEG, Incrementum AG incrementum
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We Trust
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This is the compact version of the In Gold We Trust report 2026.
The full report comprises 27 chapters and can be downloaded
free of charge at ingoldwetrust.report.
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About us

Ronald-Peter Stéferle, CMT

Ronmnie is managing partuer of Incrementum AG and

responsible for Research and Portfolio Management.

He studied business administration and finance in the USA and
at the Vienna University of Economics and Business Adminis-
tration, and also gained work experience at the trading desk of

a bank during his studies. Upon graduation, he joined the re-
search department of Erste Group, where in 2007 he published
his first In Gold We Trust report. Over the years, the In Gold We
Trust report has become one of the benchmark publications on
gold, money, and inflation.

In 2014, Ronnie co-authored the international bestseller Aus-
trian School for Investors, and in 2019 The Zero Interest Trap.
He is a member of the board of directors at Tudor Gold Corp.
(TUD), and Goldstorm Metals Corp. (GSTM). Moreover, he is
an advisor to Von Greyerz AG, a global leader in wealth preser-
vation in the form of physical gold stored outside the banking
system. He is also a Member of the Advisory Board at Monetary
Metals.

Mark J. Valek

Mark is a partner of Incrementum AG and is responsible

for Portfolio Management and Research.

While working full-time, Mark studied business administration
at the Vienna University of Business Administration and has
continuously worked in financial markets and asset management
since 1999. Prior to the establishment of Incrementum AG, he
was with Raiffeisen Capital Management for ten years, most re-
cently as fund manager in the area of inflation protection and
alternative investments. He gained entrepreneurial experience
as co-founder of philoro Edelmetalle GmbH. Since 2024, he has
been a Member of the Advisory Board at Monetary Metals. In
2014, he co-authored the book Austrian School for Investors.
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Incrementum AG

Incrementum AG is an owner-managed and FMA-licensed
investment and asset management company based in the
Principality of Liechtenstein. Our core competence is the
management of investment funds and asset management.

We evaluate investments not only on the basis of the global
economic situation, but also always see them in the context of
the current global monetary system. Independence and self-re-
liance are the cornerstones of our philosophy, which is why the
five partners own 100% of the company.

www.incrementum.li

We would like to thank the following people for their outstanding support

in creating the In Gold We Trust report 2026:

Gregor Hochreiter, Richard Knirschnig, Lois Hasenauer-Ebner, Doris Ringsmuth, Jeannine Grassinger, Stefan Thume,

Theresa Kammel, Daniel Luis Gomes, Denis Ott, Carlo “Migs” Caparas, David Waugh, Katrin Hatzl-Diirnberger, Ted Butler, Thomas
Vesely, Isabella Vesely, Florian Grummes, Elizabeth and Charley Sweet, Felipe Hurtado, Matthias Flodl, Kazuko Osawa, Bruce
(Yuichi) Ikemizu, Max Urbitsch, Dr. Judy Shelton, Craig Tindale, Luke Gromen, Grant Williams, Bernd Gorbach,

Wolfgang Stecher, SPINN'WERK, Markus Hofstadter, Seasonax, Jochen Staiger, Ilse Bauer, Paul Wong, Fabian Wintersberger,
Leopold Quell, Match-Maker Ventures, Richard Schodde, Silver Institute, World Gold Council, Mining Visuals, the whole

wonderful team at Incrementum and of course our families!
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Premium Partner

\

AGNICO EAGLE

Agnico Eagle

Canadian-based and led, Agnico Eagle is the
world’s second largest gold producer with a
pipeline of high-quality development projects
to support growth over the next decade.
www.agnicoeagle.com

BARRICK

Barrick

Barrick is a leading global mining, exploration
and development company with world-class,
long-life gold and copper assets spanning

17 countries. The largest US gold producer.
NYSE: B | TSX: ABX.

www.barrick.com

¥ ARGENTA SILVER

Argenta Silver

Argenta Silver Corp. is a growth-oriented
explorer focused on silver for the energy
transition. Its 100%-owned flagship El Quevar
project hosts a high-grade pure silver deposit
and covers 57,000 hectares in a tier-one
jurisdiction: Salta, Argentina.
www.argentasilver.com

.?Co\edonio Mining
& Corporation Plc

Caledonia Mining

Caledonia Mining is a profitable gold
producer in Zimbabwe, focused on sustainable
operations, dividends and disciplined growth
through exploration and development.
www.caledoniamining.com

azorite

GOLD CORPORATION

Asante Gold

Asante is a Ghana-focused gold producer
operating the Bibiani and Chirano gold mines
located within the Bibiani and Ashanti Gold
Belts. Both mines are currently undergoing
several operational growth initiatives to
significantly increase gold production in 2026
and beyond.

www.asantegold.com

CERRO DE

m PASCO

RESOURCES

Cerro de Pasco Resources

Cerro de Pasco Resources Inc. is advancing
its El Metalurgista project in central Peru
through the recovery of residual mineral value
from historic mining waste while supporting
environmental remediation.
WWWw.pascoresources.com
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ELEMENTAL
EQ ROYALTY

Elemental Royalty

Elemental is a gold-focused, growth-oriented
royalty company with a globally diversified
portfolio of over 200 royalties, anchored by
cornerstone assets and operated by world-
class mining partners.
www.elementalroyalty.com

Endeavour @

Endeavour Silver

Endeavour Silver is a mid-tier silver producer
with mining operations in Mexico and Peru.
The Company also maintains a diversified
exploration portfolio across Mexico, Chile and
the United States, supporting organic growth
and operational excellence.

www.edrsilver.com

Lﬁ) FIRST MINING

GoLb

First Mining Gold

First Mining is a gold developer advancing
two of the largest gold projects in Canada,
the Springpole Gold Project in northwestern
Ontario and the Duparquet Gold Project in
Quebec.

www.firstmininggold.com

Premium Partner
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Elementum’

INTERNATIONAL AG

Elementum

Real values. More security for your financial
prosperity. Your competent partner for
strategic solutions in physical gold and silver.
For private individuals, families, employers
and employees.
www.elementum-international.ch

,’\) EQUINOX
"/ GOLD

Equinox Gold

Equinox Gold has a portfolio of high-quality
gold mines in Canada and the Americas, and
a pipeline of growth projects. The Company is
focused on disciplined execution, operational
excellence and long-term value creation.
www.equinoxgold.com

Fortuna
Mining

Fortuna Mining

Fortuna Mining is a Canadian precious
metals company with three operating mines
and exploration projects in Argentina, Cote
d’'Ivoire, Mexico, Peru, and Senegal, where
Diamba Sud is advancing toward a potential
mid-2026 construction decision.

www.fortunamining.com

® ENDEAVOUR
MINING

Endeavour Mining

Endeavour Mining is a leading global gold
producer and the largest in West Africa.

We are a World Gold Council member and
committed to the principles of responsible
mining and delivering sustainable value to all
our stakeholders
www.endeavourmining.com

FIRST MAJESTIC

SILVER CORP.

First Majestic Silver

First Majestic is a publicly traded silver and
gold producer with four underground mines
in Mexico. We also offer investment grade
bullion direct to consumers through our
100%-owned and operated minting facility,
First Mint, LLC.
www.firstmajestic.com

AARMONY'

Harmony

Harmony, South Africa’s largest gold producer,
operates in South Africa, PNG and Australia.
FY26 guidance is 1.4 to 1.5Moz gold and 17 500
to 18 500t copper. Reserves are 36.8Moz.
www.harmony.co.za
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Kinross

Kinross Gold is a Canadian-based global
senior gold mining company with operations
and projects in the United States, Brazil,
Mauritania, Chile and Canada.
www.kinross.com

Mineros

Mineros is a 50-year-old Latin American gold
producer operating mines in Colombia and
Nicaragua, with a pipeline of development and
exploration projects, including the La Pepa
Project in Chile.

WWWw.mineros.com.co

NORTHPEAK

North Peak Resources

North Peak, backed by the founders of
Kirkland Lake Gold and Rupert Resources,

is exploring and progressing the fully
permitted Prospect Mountain property, in the
unexplored centre of the historic high-grade
gold and polymetallic mining camp of Eureka,
Nevada, USA.
www.northpeakresources.com

Mining Corp.

Luca Mining

Luca Mining is a Canadian gold, silver and
base metal producer operating two mines in
Mexico, focused on optimizing operations,
growing production, and advancing high-
quality exploration opportunities.
www.lucamining.com

/1N
U/

MUNZE
OSTERREICH

Miinze Osterreich

Internationally renowned for its precious
metal processing, Miinze Osterreich AG
produces Austria’s circulation coins, Vienna
Philharmonic bullion coins in gold, platinum
and silver, and gold bars.
www.muenzeoesterreich.com

Ogussa

OGUSSA gold bars “made in Austria” from
Austria’s leading precious metals supplier.
Since 1862. Bar sizes ranging from 1 to 1.000
grams and up to € 10.000 — available for
purchase anonymously. Current buying and
selling rates at oegussa.at.
www.oegussa.at

McEwen

McEwen Inc. provides exposure to growing
gold and silver production in the Americas,
targeting 300,000 GEOs annually by 2030,
and the large-scale Los Azules copper project
in Argentina with robust economics and low
environmental impact (FS 2025).

www.mcewenmining.com

Newmont.

Newmont

Newmont is the world’s leading gold company
and a producer of copper, zing, lead, and
silver, with a world-class portfolio in Africa,
Australia, Latin America, North America, and
Papua New Guinea.

www.newmont.com

" PAN AMERICAN
|

— SILVER —

Pan American Silver

Pan American Silver holds a diverse portfolio
of silver and gold mines in the Americas
where they have been operating for over 30
years, earning a reputation for sustainability,
operational excellence, and financial discipline.
www.panamericansilver.com
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Pinnacle Silver & Gold
Pinnacle Silver and Gold is fast-tracking

production at the high-grade El Potrero
project in Durango, Mexico. With a successful
team and strong insider ownership, Pinnacle is
focused on creating shareholder value.
www.pinnaclesilverandgold.com

Sprott

Sprott

Sprott is a global asset manager focused

on precious metals and critical materials
investments. We offer funds, ETFs and private
strategies, with offices in North America and
shares listed as SIL

www.sprott.com

Von Greyerz

Global leader in wealth preservation for
HNWIs and Family Offices, offering physical
gold/silver ownership in the most secure
private vaults in Switzerland & Singapore,
an in-house precious metals trading desk,
transport & 25 years of experience.
www.vongreyerz.gold

Premium Partner
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Royal Gold

Royal Gold is a high-margin precious metals
company generating strong cash flow from a
large and well-diversified portfolio of stream
and royalty interests located in mining-
friendly jurisdictions.
www.royalgold.com

N
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TUDOR GOLD

Tudor Gold

TUDOR GOLD Corp. is a precious and base
metals exploration company focused on
advancing its Treaty Creek Project, in the
Golden Triangle of British Columbia, Canada,
which is amongst the largest gold-copper
discoveries in the last 30 years.
www.tudor-gold.com

Ol1T

o

Solit

With over 15 years of experience in the
precious metals market, the SOLIT Group
has generated a cumulative trading volume
of more than 15 billion and now serves over
500,000 customers worldwide.
www.solit-kapital.com

U.S. GOLD

coRP

U.S. Gold

U.S. Gold Corp. is an emerging U.S.-based
gold-copper developer poised to become a
110,000+ oz/year producer. With a world-
class asset portfolio in Wyoming, Nevada, and
Idaho.

www.usgoldcorp.com
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