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QCAM Insight

FX hedging and interest 
rate spreads – the 
ultra-cheap days are over

Interest rate differentials between currency pairs offer 
not only carry opportunities but determine also FX for-
wards and, thus, hedging costs. The monetary policy 
conversion towards zero interest rates among major 
central banks led to an unprecedented compression of 
cross-currency interest rate differentials and hence the 
cost of hedging for those who have to pay the premi-
um. 

Prior to the financial crisis, the average absolute spread 

of 3-month lIBoR rates between the five major curren-

cies (USD, EUR, JPY, GBP and ChF) was around 250bps 

and in some extreme cases (for example, between the GBP 

and the JPY) as wide as 500bps. By mid 2009, the same 

average spread had collapsed to around 25bps.

to be sure, the compression of interest rate spreads be-

tween major currencies is a normal phenomenon in any 

monetary easing cycle. What was unusual in this cycle was 

the extent of the compression, its length and the relative 

stability. In the prior cycle (2002-07), average 3-month 

lIBoR spreads declined to around 200bps and stayed 

there for just a little over two years. In this cycle, average 

3-month lIBoR spreads stayed well below 100bps for 

roughly six years. Moreover, interest rate guidance by the 

major central banks gave spreads additional stability and 

predictability. From mid-2012 until early 2015, the aver-

age spread between the five major currencies was remark-

ably stable just around 25bps.

the main interruption was during the Euro crisis, when 

interbank rates in some places rose temporarily. the first 

departure from the ultra-low spread environment was 

the decision by the Swiss National Bank in early 2015 to 

abandon the peg of the ChF against the EUR and instead 

levy negative interest rates on deposits with the central 

bank. this pushed the average 3-month lIBoR spread be-

tween the five major currencies up to 60bps, though still 

very low by historical standards. the next move came in 

the second half of 2015 when the ECB and the BoJ also 

adopted negative interest rate policies and the Fed hiked 

interest rates for the first time. Since then, cross- 

currency interest rate spreads have continued to widen, 

although at a very modest pace. today, the average 

3-month lIBoR differential is around 85bps, which is 

roughly half the level of the low point in the previous cy-

cle. the widest spread is between ChF and USD at 175bps.

the ultra-low spreads were a boon for FX hedgers as 
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currency volatilities did not fall below the range of the 

prior cycle. Both actual as well as implied currency  

volatilities reached a low in 2014 at about the same level 

as the low in 2007. In fact, average volatilities in this  

cycle were higher than in the previous cycle and less  

synchronized between major currency pairs.

What to expect in 2017

What happens to interest rate differentials in 2017 de-

pends largely on the US and Fed policy. ECB, BoJ and SNB 

may change their policies, but that looks not very likely at 

the moment. the BoE will probably keep policy unchanged 

this year as well to cushion the Brexit transition. the Fed 

projects that it will raise the funds rate by 75bps in 2017. 

the market expects 50bps. the outcome depends largely 

on what the new administration will do around fiscal and 

trade policies and how the Fed will respond. the market 

is optimistic that trump’s policies will bring a favorable 

mix of regulatory relief, reasonable tax cuts and infrastruc-

ture spending and only cosmetic trade action.

Such a benign outcome is possible, but the market 

probably underestimates the risks to either side. the first 

risk is that trump uses his executive powers to focus first 

on trade. this could lead to disruptions against a back-

ground of an already aging business cycle and leave the 

economy weaker with the Fed doing little to nothing. the 

other risk is that he manages to get an aggressive fiscal 

package through Congress quickly, which could boost in-

flation and force the Fed to do much more.

thus, the possible range of US interest rate increases 

in 2017 is probably between 0 and 125bps with large 

probabilities at either end of the range. Assuming all  

other central banks stay put, that implies the average in-

terest rate spread between the five major currency pairs 

could move between the current 85bps and 135bps. this 

is a substantial rise from two years ago, but still low by 

historical standards. hedgers should take advantage of it, 

especially as currency volatility is unlikely to fall.
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Inflation rose broadly in December, but in Germany it 
soared. The tabloid newspaper Bild warned of a  
“Horror-Kurve” of inflation consuming Germans’ savings. 
Despite the outlook for two more months of rising in-
flation, the ECB does not appear ready to abandon its 
expansionary monetary policy.

When a macroeconomic story claims the front page of 

Bild, Germany’s biggest tabloid, you know something ex-

traordinary is going on. Early in January Bild splashed a 

gaudy graphic on its cover showing an unquantified fire-

red line cutting jaggedly upwards and literally ripping mon-

ey and savings books in half! the tag line drove the point 

home: “this ‘horror-Kurve’ threatens our savings!” 

Biggest jump since 1995
December’s inflation surge in Germany was in fact re-

markable. the rate of overall inflation doubled from 0.8 

to 1.7 percent, the biggest monthly jump since 1995. this 

sharp change in annual inflation may seem extraordinary 

but the 1.7 percent rate itself is not. that’s the level seen 

in 2013, before tumbling commodity prices – particular-

ly that of crude oil, which fell by 50 percent to below 40 

US dollars per barrel – exerted such a heavy restraint on 

inflation. Indeed, the negative inflation rates that fueled 

deflation in many countries were often cited by the  

European Central Bank as one of the main justifications 

for its expansionary monetary policies.

Energy prices still rule 
As it did when inflation shriveled over the past two years, 

the price of oil is again playing a major role in inflation’s 

revival. oil rose to over 50 US dollars a barrel in the past 

twelve months. higher gas and heating oil prices are trans-

lating into a higher overall consumer price level. Interest-

ingly, the latest rise in inflation has less to do with the cur-

rent development of the oil price than with the oil price 

levels of a year ago. Since the oil price hit bottom in the 

second half of 2015, the annual change of the oil price has 

risen more sharply since September 2016 than has the 

oil price itself (see chart).

Capital market interest rates on the rise
Because of the above effects, the latest increase in infla-

tion was foreseeable, as we have been pointing out for a 

while now. Capital markets, on the other hand, appeared 

surprised by rising inflation. Interest on 10-year German 

government bonds rose from -0.1 percent in September 

to almost 0.4 percent now. But because short-term inter-

est rates remain stuck in negative territory, we do not ex-

pect a sharp rise in savings interest rates in the near fu-

ture. As inflation rises, the real value of the money held in 

savings accounts declines. Bild, the tabloid, minced no 

words, pointing to the ECB as the culprit for this perceived 

threat to savings. But more august institutions, like ifo, the 

German Center for Economic Studies, have also called on 

the ECB to roll back its controversial monetary expansion 

policies. Concretely, it has urged the ECB to reverse its 

recent decision and end its asset-purchasing program in 

March, as originally planned.

Inflation rise leads to cries 
of  “Horror-Kurve” 

the macro perspective
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ECB unmoved by Germany’s complaints
the ECB will probably be hearing even more, and louder, 

critical voices from Germany in the coming months. As 

the base effects of the recovering oil price continue to un-

fold, the months of January and February are likely to post 

further increases in inflation. overall inflation may rise 

above 1.5 percent in the Eurozone as a whole, but Ger-

many faces a rate of around 2.5 percent. 

Nonetheless, in our view, the ECB is unlikely to cancel 

its recent nine-month extension of its asset-purchasing 

program, originally slated to end this March. For one thing, 

anticipating a stable oil price, we think that inflation will 

begin to retreat a bit after February. on the other hand, 

inflation rates have risen everywhere in recent months 

due to the base effect of energy prices. however, many 

economies continue to suffer from severely under- 

utilized productive capacity – not Germany but France 

and Italy, for example, and in consequence their national 

inflation rates are far lower than Germany’s and far  

below the ECB’s target of 2 percent.

Source: Thomson Reuters Datastream, Wellershoff & Partners
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China’s monetary policy focuses on growth, not on main-
taining the exchange rate regime. But this clear priority 
actually undermines the renminbi’s fixed rate and could 
ultimately lead to its undoing, even if the central bank 
still has ample foreign exchange reserves to counter any 
short-term moves against the renminbi.

In the summer of 2015, China’s surprise currency deval-

uation triggered global panic. Since then, even small ex-

change rate movements by the renminbi have been re-

garded with suspicion. the currency’s movements since 

the start of the new year have been negligible compared 

with those of many other currencies. But with daily shifts 

of just under 1 percent, the renminbi has moved more in 

the first trading days of 2017 than it had since the sum-

mer of 2015.

China’s dwindling FX reserves...
the renminbi’s comparatively small daily exchange rate 

movements are, of course, due to the fact that China is 

one of the few countries that still maintains a fixed ex-

change rate. Granted, since 2015 the renminbi is no lon-

ger pegged exclusively to the US dollar. Instead, the  

People’s Bank of China strives to preserve a stable ex-

change rate against a basket of 32 currencies. this rate 

can be fine-tuned if the bank detects any marked specu-

lation against the renminbi. In response, the PBoC can 

significantly increase the range of permitted currency 

fluctuations in order to effectively wipe out such short-

term positions. And this appears to have been precisely 

the PBoC’s intention in the first trading days of 2017.

… are eroding the core of its exchange rate regime
In the meantime, the renminbi has returned to its usual 

course. But this calm will likely be short-lived, in our view. 

A fixed exchange rate is only sustainable if the central bank 

has enough foreign exchange reserves to support the cur-

rency. But, measured in US dollars, the PBoC’s foreign ex-

change reserves have shrunk by a quarter since the  

middle of 2015. And since the US presidential election in 

November, the reserves contracted further, markedly. At 

this point, we think the question can fairly be asked: can 

China’s central bank continue its exchange rate regime?

No impending currency disaster 
For now, no one need doubt that the PBoC can maintain 

its exchange rate regime. While it may have shed a quar-

ter of its foreign currency reserves, that still leaves some 

3 trillion US dollars on hand. the bank’s resolve to perse-

vere can be seen in its most recent actions. For example, 

on the one hand, the PBoC has responded to the latest 

capital outflows with the short-squeeze ploy mentioned 

above. At the same time, capital controls have been fur-

ther tightened. Complaints about how opaque and  

convoluted foreign exchange transactions are with China 

right now are accumulating rapidly.

No at-any-cost defense
looking at this dynamic with a longer-term perspective, 

our doubts increase that China’s current exchange rate 

The renminbi peg – 
China plays for time

FX market talk
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The renminbi peg – 
China plays for time

regime will survive. First, further currency outflows are 

ominously likely. As the stock of foreign exchange reserves 

has contracted sharply in recent months, the share of the 

money supply in renminbi has continued to increase sharp-

ly. through repo transactions, the PBoC has returned all 

the yuan it has received from the sale of foreign currency 

to the financial markets. the result is that the shrinking 

foreign exchange reserves are offset by an ever- 

increasing share of local currency. today, each outstand-

ing yuan is worth only half as many US dollars as it was 

five years ago.

Secondly, we doubt that the PBoC would be willing, 

even in an emergency, to raise interest rates to defend 

the exchange rate. the economic costs of this step would, 

we think, be politically unacceptable. If interest rates were 

raised to defend the exchange rate, this rate hike would 

effectively kill off the government-targeted growth rate 

of 6 to 7 percent annually. this is because in no other 

emerging country is the corporate sector more indebted 

than in China. Not a few companies are already only cling-

ing to survival thanks to today’s low interest rates.

Bottom line
In the short term, the renminbi’s exchange rate regime 

will survive for a while yet. But if it comes to crunch time 

and the capital outflows continue, China will not be able 

to maintain its exchange rate regime forever – and nor will 

it want to.

Source: Thomson Reuters Datastream, Wellershoff & Partners
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November 2007, while, at the same time, wages have 

risen more sharply than they have in the past seven 

years. All these factors point to robust US economic  

activity in the coming quarters.

the Eurozone has continued its steady economic  

upturn and like the US, it also signals higher growth in 

the final quarter of 2016. Germany in particular is con-

tributing to the good economic outlook. Preliminary  

indicators for the German economy point to a quite sol-

id growth rate of 2.9 percent.

the US economic climate brightened in the second half 

of 2016. December’s sentiment surveys of the indus-

trial and service sectors showed notable improvements. 

the ISM Manufacturing Index has clearly recovered 

from its August low of 49.4, posting a hearty 54.7 points 

in December. the mood in the service sector is also up-

beat. At 57.2 points in December, the ISM Non- 

manufacturing Index is well above its 53-point average 

of the past ten years. In addition, at 4.7 percent, the  

unemployment rate in the US is as low as it was in  

Economic activity

Trend 
growth1

Real GDP growth2 W&P economic sentiment indicators3

Q1/2016 Q2/2016 Q3/2016 Q4/2016 9/2016 10/2016 11/2016 12/2016

United States 1.7 1.6 1.3 1.6 – 2.1 1.8 2.4 2.8

Eurozone 1.0 1.7 1.7 1.7 – 1.6 1.9 1.9 2.1

   Germany 1.4 1.8 1.7 1.7 – 2.5 2.8 2.7 2.9

   France 0.7 1.2 1.1 1.0 – 0.9 0.9 1.1 1.3

   Italy 0.2 1.0 0.8 1.0 – 0.3 0.6 0.5 0.5

   Spain 1.6 3.4 3.4 3.2 – 1.6 2.1 2.3 1.9

United Kingdom 1.8 1.8 2.0 2.3 – 1.9 2.0 2.2 2.4

Switzerland 1.5 1.1 2.0 1.3 – 1.2 1.0 0.9 1.1
Japan 0.4 0.3 0.9 1.0 – 1.8 1.8 1.7 1.8

Canada 1.6 1.3 1.1 1.3 – 1.3 1.1 1.1 1.1

Australia 2.4 2.5 3.1 1.8 – 2.4 2.3 2.4 2.5

Brazil 1.4 -5.4 -3.6 -2.9 – -0.9 -0.8 -0.8 -1.4

Russia 0.1 -1.2 -0.6 -0.4 – 1.2 2.5 3.6 3.7

India 7.7 7.9 7.1 7.3 – 6.7 6.2 6.7 7.3

China 7.4 6.7 6.7 6.7 – 6.8 7.2 7.0 7.4

Advanced economies4 1.4 1.6 1.7 1.6 – 2.0 2.0 – 2.6

Emerging economies4 6.0 4.8 4.8 4.9 – 4.7 5.0 – 4.8

World economy4 3.5 3.2 3.2 3.3 – 3.2 3.5 – 3.6

1  Current year-on-year trend growth rate of real GDP, in percent, according to the proprietary trend growth model of Wellershoff & Partners.
2  Year-on-year growth rate, in percent.
3  Wellershoff & Partners economic sentiment indicators are based on consumer and business surveys and have up to 6 months lead
    on the year-on-year growth rate of real GDP.
4  Calculations are based on nominal GDP weights derived from purchasing power parity exchange rates.

Source: European Commission, Penn World Table, Thomson Reuters Datastream, Wellershoff & Partners

Growth overview
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Source: Thomson Reuters Datastream, Wellershoff & Partners
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Global GDP share1 Current account2 Public debt2 Budget deficit2 Unemployment rate3

Ø 5 years Current Ø 5 years Current Ø 5 years Current Ø 5 years Current Ø 5 years Current

United States 23.0 24.4 -2.5 -2.6 113.3 116.9 -5.8 -4.9 6.4 4.7

Eurozone 16.7 15.6 3.2 4.0 108.1 108.3 -2.6 -1.5 11.5 9.8

   Germany 4.8 4.5 7.8 8.8 80.5 71.7 0.2 0.5 6.6 6.0

   France 3.5 3.2 -0.9 -0.8 117.1 124.1 -3.9 -3.0 9.8 9.7

   Italy 2.7 2.4 1.5 3.0 152.2 159.5 -2.7 -2.4 11.8 11.6

   Spain 1.7 1.6 1.2 1.7 110.4 119.1 -6.6 -3.6 24.4 19.2

United Kingdom 3.7 3.3 -4.7 -4.8 109.6 113.1 -5.5 -3.1 6.4 –

Switzerland 0.9 0.9 10.3 9.2 45.0 41.7 0.4 1.3 3.1 3.5
Japan 6.5 6.4 2.0 3.8 225.6 237.5 -6.8 -5.2 3.8 3.1

Canada 2.3 2.0 -3.2 -3.1 88.1 90.5 -1.8 -2.3 7.0 6.9

Australia 1.9 1.7 -3.8 -3.9 34.3 43.2 -3.0 -2.5 5.8 5.7

China 13.6 15.5 2.4 1.6 40.0 49.9 -1.6 -3.3 4.1 –

Brazil 2.9 2.5 -2.9 -1.3 67.6 82.4 -6.4 -9.1 7.4 11.9

India 2.7 3.1 -2.1 -2.0 68.6 67.2 -7.2 -6.6 – –

Russia 2.4 1.8 3.2 3.5 14.9 17.9 -1.9 -1.5 5.4 5.4

Source: Thomson Reuters Datastream, Wellershoff & Partners
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Source: Thomson Reuters Datastream, Wellershoff & Partners
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December saw a sharp increase in the Eurozone’s over-

all inflation rate. November posted an annual overall in-

flation rate of 0.6 percent but in December it had near-

ly doubled, to 1.1 percent. Germany led the way, with 

overall inflation there rising from 0.8 percent to 1.7 per-

cent. We think this upswing in overall inflation will only 

increase pressure on the European Central Bank to re-

think its hefty asset-purchasing program.

the rate of overall inflation in the US rose to 2.1 percent 

in December. that the energy price component has been 

driving the uptick in overall inflation is evident, given 

that the core inflation rate has held almost steady at 2.2 

percent. We expect further increases in the overall in-

flation rate in the coming months. Wellershoff & Part-

ners expects the peak in March, when the February data 

is published. We think that by then the overall inflation 

rate in the US could be well above 2.5 percent.

Inflation

Ø 10 years1 Inflation2 Core inflation3

9/2016 10/2016 11/2016 12/2016 9/2016 10/2016 11/2016 12/2016

United States 1.8 1.5 1.6 1.7 2.1 2.2 2.1 2.1 –

Eurozone 1.5 0.4 0.5 0.6 1.1 0.8 0.8 0.8 0.9

   Germany 1.4 0.6 0.8 0.8 1.7 1.2 1.1 1.3 1.6

   France 1.2 0.4 0.4 0.5 0.6 – – – –

   Italy 1.5 0.1 -0.2 0.1 0.5 0.5 0.2 0.4 0.6

   Spain 1.5 0.2 0.7 0.7 1.5 0.8 0.8 0.8 –

United Kingdom 2.3 1.0 0.9 1.2 – 1.5 1.2 1.4 –

Switzerland 0.1 -0.2 -0.2 -0.3 0.0 -0.1 -0.3 -0.3 -0.3

Japan 0.3 -0.5 0.2 0.5 – 0.1 0.2 0.1 –

Canada 1.6 1.3 1.5 1.2 – 1.8 1.6 1.5 –

Australia 2.5 1.3 – – – 1.7 – – –

Brazil 6.2 8.5 7.9 7.0 – 7.1 6.9 6.6 –

Russia 9.2 6.4 6.1 5.8 5.4 6.7 6.4 6.2 –

India 8.0 4.4 4.2 3.6 – – – – –

China 0.1 0.3 0.8 0.8 – 1.7 1.8 1.9 –

Advanced economies4 1.5 0.9 1.1 1.1 1.3 1.4 1.4 1.4 1.4

Emerging economies4 3.7 2.6 2.7 2.5 2.4 3.0 3.0 3.0 3.0

World economy4 2.5 1.7 1.9 1.8 1.9 1.8 1.8 1.8 1.8

1  Average annual consumer price inflation, in percent.
2  Year-on-year change of the consumer price index (CPI), in percent.
3  Core inflation is a measure of inflation that excludes certain items that can experience volatile price movements, such as energy and  
   certain food items; year-on-year change of the core consumer price index, in percent.
4  Calculations are based on nominal GDP weights derived from purchasing power parity exchange rates. 

Source: Thomson Reuters Datastream, Wellershoff & Partners

Inflation overview
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Source: Thomson Reuters Datastream, Wellershoff & Partners
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Source: Bloomberg, Thomson Reuters Datastream, Wellershoff & Partners
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Interest rates

Current 
exchange 

 rate

Interest rate differentials 3 months1 Interest rate differentials 12 months1

Current 1 year ago Ø 5 years Ø 10 years Current 1 year ago Ø 5 years Ø 10 years

EURUSD 1.063 1.33 0.72 0.32 -0.10 1.77 1.08 0.50 -0.02

USDJPY 115.0 -1.06 -0.54 -0.29 -0.82 -1.57 -0.92 -0.56 -1.00

GBPUSD 1.218 0.66 0.03 -0.18 -0.57 0.93 0.11 -0.17 -0.58

EURCHF 1.073 -0.42 -0.65 -0.37 -0.81 -0.43 -0.68 -0.46 -0.90

USDCHF 1.010 -1.75 -1.37 -0.69 -0.71 -2.20 -1.75 -0.97 -0.87

GBPCHF 1.230 -1.09 -1.34 -0.87 -1.28 -1.27 -1.64 -1.14 -1.46

CHFJPY 113.9 0.69 0.84 0.40 -0.11 0.63 0.83 0.40 -0.13

AUDUSD 0.749 -0.47 -1.31 -2.04 -2.59 0.17 -0.63 -1.43 -2.13
USDCAD 1.312 -0.07 0.20 0.73 0.47 -0.48 -0.19 0.47 0.27

USDSEK 8.920 -1.72 -0.92 0.14 0.36 -1.86 -1.21 -0.02 0.27

USDRUB 59.8 8.13 10.43 9.11 7.72 7.45 10.30 8.64 7.91

USDBRL 3.213 11.42 14.18 10.64 9.96 9.30 14.46 10.33 9.82

USDCNY 6.899 2.66 2.39 3.63 2.56 1.90 2.15 3.32 2.30

USDTRY 3.762 9.06 10.96 8.86 9.51 9.60 10.44 8.70 9.72

USDINR 68.21 7.47 7.47 8.76 7.28 5.42 5.95 6.52 4.63

1  The gap in interest rates between the second currency and the first one, in percentage points; e.g. US dollar minus euro for EURUSD.

Interest rate differentials overview
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Source: Bloomberg, Thomson Reuters Datastream, Wellershoff & Partners
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FX markets

Current 
exchange 

rate

Performance1 Purchasing Power Parity2

YTD 3 months 1 year 5 years PPP Neutral territory Deviation3

EURUSD 1.063 0.7 -3.4 -2.0 -16.1 1.28 1.13 - 1.43 -16.7

USDJPY 115.0 -1.4 10.2 -2.6 49.4 91.9 61.4 - 122.3 25.2

GBPUSD 1.218 -1.4 -0.2 -15.4 -20.3 1.61 1.42 - 1.81 -24.5

EURCHF 1.073 0.1 -1.4 -1.9 -11.3 1.21 1.09 - 1.33 -11.4

USDCHF 1.010 -0.6 2.2 0.1 5.7 0.97 0.73 - 1.20 4.2

GBPCHF 1.230 -2.1 2.0 -15.3 -15.8 1.53 1.26 - 1.81 -19.9

CHFJPY 113.9 -0.8 7.9 -2.7 41.3 89.3 74.1 - 104.4 27.6

AUDUSD 0.749 3.5 -1.8 7.6 -27.2 0.71 0.59 - 0.82 6.1

USDCAD 1.312 -2.1 -0.2 -8.6 28.1 1.22 1.15 - 1.29 7.8

USDSEK 8.920 -1.8 1.2 4.2 27.3 7.37 6.44 - 8.30 21.1

USDRUB 59.8 -2.0 -5.1 -21.6 87.3 41.3 33.2 - 49.4 44.7

USDBRL 3.213 -1.3 0.6 -19.7 78.9 2.88 2.37 - 3.39 11.5

USDCNY 6.899 -0.7 2.6 4.7 9.4 6.88 6.64 - 7.11 0.3

USDTRY 3.762 6.9 21.9 24.3 102.1 2.67 2.46 - 2.89 40.7

USDINR 68.21 0.5 2.2 1.4 32.3 73.7 70.1 - 77.3 -7.5

1  Performance over the respective period of time, in percent.
2  Purchasing power parity (PPP) is estimated based on the relative development of inflation rates in two currency markets;
   the neutral territory is determined by +/- 1 standard deviation of the historical variation around the PPP value.
3  Deviation of the current spot rate from PPP, in percent.

Source: Bloomberg, Thomson Reuters Datastream, Wellershoff & Partners

dollar. the lira has been hit by a double whammy of acute 

political and economic uncertainty, one, of course, feed-

ing the other. In the third quarter of 2016, the turkish 

economy recorded negative GDP growth for the first 

time since 2009. Inflation of over 8 percent is an addi-

tional burden on the country. With its renewed bout of 

depreciation, the turkish lira, along with the Russian 

ruble, are the leaders in terms of deviation from pur-

chasing power, which now amounts to almost 50 per-

cent on a trade-weighted basis.

Against a basket of major currencies, the US dollar ap-

preciated by more than 6 percent in the final quarter of 

2016, on a trade-weighted basis. Versus the euro, the 

dollar gained around 8 percent. the ongoing market 

narrative of the ECB and the Fed’s divergent monetary 

policies may have driven this sharp increase in the dol-

lar. With its December rate hike and the prospect of  

further hikes in 2017, the Fed has increased the rela-

tive attractiveness of fixed-income investments in the 

US, triggering Eurozone capital outflows towards the 

US, thus increasing the pressure on the euro.

the turkish lira started the year 2017 with a deep 

dive, losing over 10 percent of its value versus the US 

FX overview
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Source: Thomson Reuters Datastream, Wellershoff & Partners
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FX volatility

Source: Bloomberg, Thomson Reuters Datastream, QCAM Currency Asset Management, Wellershoff & Partners
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QCAM volatility indicator3

Current 
exchange 

rate

Volatility 3 months1 Volatility 12 months1

Historical Implied Ø 5 years2 Ø 10 years2 Historical Implied Ø 5 years2 Ø 10 years2

EURUSD 1.063 9.7 9.6 9.0 10.5 8.8 9.8 9.5 10.8

USDJPY 115.0 12.6 12.8 9.8 10.9 12.0 12.2 10.4 11.2

GBPUSD 1.218 10.5 12.2 8.3 9.8 12.8 11.8 8.9 10.3

EURCHF 1.073 4.9 5.7 5.4 6.3 5.5 7.3 6.4 6.7

USDCHF 1.010 8.7 8.8 9.3 10.6 8.4 9.7 10.0 10.8

GBPCHF 1.230 9.7 10.9 8.7 10.2 12.6 11.1 9.4 10.6

CHFJPY 113.9 9.5 10.0 10.6 11.6 11.2 11.2 11.4 12.1

AUDUSD 0.749 10.3 10.6 10.4 12.5 11.5 11.5 11.1 12.8
USDCAD 1.312 8.1 8.7 7.9 9.9 9.6 9.1 8.4 10.2

USDSEK 8.920 10.4 10.1 10.5 12.5 10.2 10.6 11.1 12.8

USDRUB 59.8 17.5 15.8 16.0 13.8 19.1 16.8 16.4 14.9

USDBRL 3.213 17.1 15.4 14.7 15.4 17.4 15.7 15.2 15.9

USDCNY 6.899 3.2 6.3 3.0 3.0 2.7 7.2 3.9 4.6

USDTRY 3.762 15.6 19.3 11.5 13.3 12.2 17.3 12.9 14.6

USDINR 68.21 4.2 6.2 9.0 9.6 4.1 7.5 10.1 10.5

3  The QCAM volatility indicator measures general volatility in global FX markets; the indicator is based on historical volatility
   of the main exchange rates, which are weighted by trading volume.

1  Annualized volatility, in percent.      2  Average of implied volatility.

FX volatility overview
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Source: Bloomberg, Thomson Reuters Datastream, Wellershoff & Partners
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Source: Bloomberg, Thomson Reuters Datastream, Wellershoff & Partners
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Performance of selected Swiss asset classes

Financial markets

Performance in either local curreny or USD1 Performance in CHF1

YTD 3 months 1 year 5 years YTD 3 months 1 year 5 years

Swiss money market 0.0 -0.2 -0.7 -1.0 0.0 -0.2 -0.7 -1.0

Swiss government bonds 0.4 -2.6 1.1 12.3 0.4 -2.6 1.1 12.3

Swiss corporate bonds 0.3 -1.4 0.4 12.2 0.3 -1.4 0.4 12.2

Swiss equities (SMI) 2.8 4.5 5.5 65.8 2.8 4.5 5.5 65.8

European equities (Stoxx600) 1.3 8.0 11.7 74.6 1.2 6.5 9.4 54.7

UK equities (Ftse100) 2.7 5.4 29.0 56.9 1.2 7.6 9.9 33.3

Japanese equities (Topix) 1.7 14.8 12.3 133.4 3.0 6.5 15.8 66.8

US equities (S&P 500) 1.7 7.2 21.0 96.4 0.9 9.4 21.4 109.9
Emerging markets equities 3.9 0.3 27.3 8.4 3.1 2.4 27.8 15.8

Global equities (MSCI World) 2.2 6.1 18.5 69.7 1.4 8.3 19.0 81.4

Swiss real estate 2.2 2.0 6.8 33.6 2.2 2.0 6.8 33.6

Global real estate 0.6 0.3 11.9 62.2 -0.2 2.4 12.2 73.3

Commodities 1.2 2.6 18.8 -37.0 0.4 4.7 19.2 -32.7

Brent oil -1.3 8.3 82.4 -49.4 -2.1 10.6 83.1 -45.9

Gold 3.2 -4.7 10.4 -26.9 2.4 -2.7 10.8 -21.9

1  Performance over the respective period of time, in percent.

Performance overview
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Source: Bloomberg, Thomson Reuters Datastream, Wellershoff & Partners
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Legal Disclaimer

This report has been prepared and published by QCAM Currency Asset  
Management AG and Wellershoff & Partners Ltd. The analysis contained herein 
is based on numerous assumptions. Different assumptions could result in mate-
rially different results. Although all information and opinions expressed in this 
document were obtained from sources believed to be reliable and in good faith, 
no representation or warranty, express or implied, is made as to its accuracy or 
completeness. All information and opinions indicated are subject to change with-
out notice. This document may not be reproduced or circulated without the pri-
or authorization of QCAM Currency Asset Management AG or Wellershoff & 
Partners Ltd. Neither QCAM Currency Asset Management AG nor Wellershoff & 
Partners Ltd. will be liable for any claims or lawsuits from any third parties  
arising from the use or distribution of this document. This report is for distribu-
tion only under such circumstances as may be permitted by applicable law.

Number of the month

In China, for once, more means in fact more. China’s  

current economic recovery – mainly driven by yet  

another construction boom – has led us to revise our 

growth forecast. Now, the W&P GDP Growth Stat for 
China shows an annual growth rate of 6.7 percent – just 

like the official number.
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