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QCAM Insight

What the Swiss franc  
is telling us

The recovery of the euro last year gave the Swiss franc 

and the SNB some breathing room. This year, however, 

the tables have again turned. For the franc, it is not only 

developments with EURUSD that are crucial but also 

what happens in Europe. In our view, the CHF has more 

upside potential.

 

From early 2017 to before EURUSD broke out of its trad-

ing range in late April of this year, the Swiss franc had lost 

more than 12 percent versus the euro and about 5 per-

cent versus the US dollar. EURCHF stood at 1.20 in late 

April, a level the Swiss National Bank likes, and close to 

its PPP level. Since then, the franc has been broadly flat 

versus the dollar but has gained 6 percent versus the euro 

and nearly 9 percent versus the British pound. A look at 

the principal forces driving the franc today helps explain 

these developments.

• First, the franc is a European currency. Switzerland lies 

in the middle of Europe, its main trade and financial 

connections are with the rest of Europe, and the three 

largest Euro economies are its direct neighbors. We 

estimate that about 75 percent of the monthly change 

in EURUSD filters through to the USDCHF exchange 

rate.

• Second, the CHF is a safe-haven currency. Tensions in 

the Eurozone send capital flows into Switzerland.

• Third, the CHF is a surplus currency. Switzerland has 

had a current account surplus for the past 38 years in 

a row, averaging about 10 percent of GDP per annum 

over the past ten years.

• Finally, because of Europe’s central significance for 

Switzerland, the SNB is not indifferent to the EURCHF 

exchange rate. This was evident in the SNB’s many at-

tempts to arrest the franc’s appreciation during the 

European debt crisis of 2010-2012.

The failure of the franc to depreciate versus the dollar in 

tandem with the euro over the past four months suggests 

that something else was offsetting the effect of the broad 

dollar rally. Switzerland’s current account surplus remains 

large but there are no signs that it widened further.  And 

the SNB did certainly not buy francs on FX markets to drive 

up the currency’s exchange value. The main reason the franc 

has held its own against the dollar is, in our view,  the franc’s 

safe-haven status. With uncertainties simmering in Italy as 

its new government attempts to turn campaign rhetoric 

into actual policies, the growing anxiety about Brexit, which, 

deal or no deal, comes into force next March, and concerns 

Bernhard Eschweiler, PhD, Senior Economist
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about Turkey’s recent currency woes, it is small wonder that 

the franc is exhibiting its safe-haven appeal once again. Add 

to that the SNB’s reticence to intervene and the recipe for 

Swiss franc appreciation is complete.

Italy could trigger next flight to the franc

Looked at from the perspective of the Swiss franc, uncer-

tainties within Europe remain. News that the British gov-

ernment is drawing contingency plans for worst-case sce-

narios after the March deadline and recommending that 

companies and households plan for shortages is not instill-

ing much confidence. The summer holidays took the spot-

light off Italy for a while but they are now over, and the 

spread between 10-year German government bonds and 

Italian BTPs remains elevated, at about 300 basis points.

The next foreseeable occasion with the potential to es-

calate tensions in Europe is the 2019 Italian budget, which 

will be presented in September and voted on in October. 

The coalition government of the 5-Star Movement and the 

Northern League is running high in the opinion polls, which 
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emboldens its leadership but also increases the pressure 

on them to deliver on campaign promises. The additional 

cost of three key proposals – basic income, reduced retire-

ment age and a flat tax – is estimated at between 80 and 

120 billion euro per year. Even if measures equaling only 

half this sum are approved, this would more than double 

Italy’s budget deficit and set the country on a collision 

course with the European Union.

SNB unlikely to “do all it takes” 

The Swiss National Bank will probably not remain passive 

if renewed tensions in Europe divert more money into the 

CHF. However, the European debt crisis has shown the lim-

its of the SNB’s  ability to arrest CHF appreciation without 

resorting to capital controls, which are a taboo for Switzer-

land as a financial center. Moreover, countermeasures are 

expensive. With short-term interest rates deep in negative 

territory, and FX reserves up from just 9 percent of GDP 

before the financial crisis to their current level of 115 per-

cent, there is limited room to prevent CHF appreciating. 
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Economic developments in Turkey and Argentina have 

caused quite a stir in recent weeks. But this turbulence 

has so far had no noticeable impact on developed econ-

omies. The US Federal Reserve will continue raising in-

terest rates.

The economic recovery following the devastating finan-

cial crisis of a decade ago was notoriously slow to arrive. 

At the same time, however, it can also be said that this 

phase of the cycle has shown itself to be remarkably ro-

bust, especially in recent years. There has been some 

potentially toxic news to digest along the way — sharp 

oil price fluctuations, Brexit uncertainties, trade disputes. 

But the real economy has hardly been disturbed by these 

bumps in the road.

Currently, it is turbulence in some individual emerg-

ing market countries that is causing concern. As expect-

ed by many observers, Turkey has slipped into a curren-

cy crisis. The high level of Turkish private debt de  no - 

minated in foreign currencies, along with the country’s 

negative current account, limited economic policymak-

ers to two options. One option called for the Turkish cen-

tral bank to raise interest rates massively in order to re-

gain the confidence of international investors. However, 

this would rather quickly trigger a severe recession. The 

other option was to leave rates alone, and we now see 

the consequences of that path. The Turkish currency is 

losing much of its value and, as a result, debt denomi-

nated in foreign currency is increasing even more, add-

ing to the uncertainty surrounding the Turkish banking 

system, in particular. At the same time, inflation is rising 

very sharply. Turkey will not be spared a recession with 

the second option, either.

In Argentina, a combination of the legacy of past gov-

ernments, relatively high levels of public debt, high in-

flation and sluggish economic activity have undermined 

investors’ confidence. Here, economic policymakers re-

acted more decisively. The central bank resolutely raised 

interest rates, and public finances should be tamed with 

tough austerity measures. But this path is ultimately no 

easier, and in the short term a recession must be expect-

ed in Argentina, too.

Solid growth in the advanced economies

What about the impact of these troubling stories on the 

global economy? The developed economies have so far 

simply shrugged them off. Economic indicators continue 

to point to solid growth ahead. This is understandable, 

considering the direct effects these developments actu-

ally have. The importance of the Turkish and Argentine 

economies is relatively minor, with about 1 percent of the 

world’s economic output ascribed to Argentina, and even 

less to Turkey.

Any regional impact from Turkey’s woes on Europe 

is also low. As a market for German exports, for example, 

Turkey is only ranked 16th. And the outstanding debts 

of Turkish companies and banks are small compared to 

the European banking system. That said, it cannot be 

ruled out that Turkey’s economic problems could have 

a noticeable impact on profitability for certain individu-

al banks. From an overall market perspective, however, 

these are not large amounts.

The Fed’s “America First”  
strategy 

The macro perspective
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The Fed’s “America First”  
strategy 

The importance of Argentina for Latin America, however, 

is significantly greater. Argentina is the second-largest 

economy in the region. There are several countries that 

are in danger of being infected by insecurity stemming 

from Argentina’s woes. For example, Brazil also is afflict-

ed with high levels of public debt and its current econom-

ic outlook is not reassuring (see chart).

Further rising interest rates in the US

At the same time, interest rates in the US are expected to 

continue to rise. The booming American economy speaks 

for this prospect. The Federal Reserve can easily ignore 

the impact of struggling emerging markets. The Fed has 

been following an “America First” strategy for a long time 

– well before Donald Trump adopted that phrase. In its 

monetary policy, the Fed has long focused on its mandate, 

which, in turn, applies to US conditions only. In principle, 

it implicitly and explicitly takes no account of develop-

ments abroad. Unless, that is, they affect economic growth 

in the US. But problems in comparatively small emerging 

economies are not likely to do that. The irony of this self-

centred focus is that in the US as well, the national debt 

is simply not sustainable. But the special status of the US 

dollar, which is reflected in the global economy’s depen-

dency on that currency, means that America’s soaring debt 

will not have any imminent meaningful consequences for 

the US economy.
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The weakness in emerging market currencies has 

reached extreme levels of undervaluation. While “dol-

lar strength” is typically cited as a reason why emerg-

ing market currencies are currently struggling, there 

is more to this story. Part of the problem is also specif-

ic to the emerging markets, which are at a different 

stage of the business cycle. Historically, though, these 

periods of undervaluation are when investors are paid 

to take risk in emerging market currencies. 

As can be seen in the chart on the next page, a diversified 

basket of emerging currencies is currently at its most ex-

treme levels of undervaluation, relative to purchasing 

power parity, since the start of the century. Emerging mar-

ket currencies are weak across the board. The valuation 

gap against the US dollar and the Swiss franc for this bas-

ket stood at around 44 percent in August 2018, 30 per-

cent against the euro and 15 percent against a weak Brit-

ish pound. This weakness also happened relatively 

quickly. In January of this year, the gap still stood at 11 

percent against the US dollar. 

Different cyclical positions

For context, note on the chart the various cycles that 

emerging market currencies have gone through. Initial 

weakness in the opening years of the 21st century, which 

coincided with the aftermath of defaults by Russia and 

Argentina and contagion fears about whether Brazil might 

choose the Argentina option. But then the emerging mar-

kets started getting their houses in order through reform 

and prudent monetary and fiscal policies. It was fashion-

able at that time to give central banks their independence 

and have them set inflation targets. Like magic, these good 

policies were rewarded by increased capital inflows and 

stronger currencies relative to the US dollar and also rel-

ative to their purchasing power parity. Let’s recall the days 

when the Brazilian real was trading below 1.60 and Bra-

zilians were buying up real estate in Miami with their 

strong money. 

Lingering effect of the 2008 financial crisis

The strong fundamentals of the emerging markets sup-

ported them as the global financial crisis erupted in 2008. 

After a short spike to the safety of the dollar, investors re-

alised that the emerging market banks did not hold sig-

nificant subprime debt and that they were flush with large 

holdings of foreign exchange. The emerging markets were 

strong. Against that background, emerging market cur-

rencies, which used to be known for their high interest 

rates, decided to trim rates as low as they could, as they 

watched the developed world enter the strange realm of 

negative interest rates. From an average interest rate of 

around 6.5 percent in the years leading up to 2008, the 

average interest rate on the diversified basket of curren-

cies in the chart fell to less than 2 percent by 2010 – way 

too low, we now know. They currently stand at 5.6 per-

cent, as the emerging markets try to fight capital outflows 

and tame inflation. 

China less supportive now

Given its size, China is hugely significant for the aggre-

gate growth rates of the emerging economies. After years 

More than just a dollar story

FX market talk
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of high growth rates, the Chinese economy now finds it-

self in a structural slowdown, causing it to not only have 

lower trend growth itself but also to drag down that of 

the emerging markets aggregate. China initially gave the 

emerging markets a growth boost, but its current role is 

less helpful to them.  As a trading giant, the trade tensions 

between the US and China threaten to put pressure on 

the renminbi, and a weaker Chinese currency should, log-

ically, weigh on the exchange rates of the emerging mar-

ket countries that trade with China. 

The wheat and the chaff

However, China is not solely responsible for the current 

turbulence in emerging financial markets. In fact, the 

group of emerging economies we judge to be in a critical 

position is fairly small. Next to Venezuela and Argentinia, 

only Turkey has rightly been scolded by financial markets 

for its unsustainable financial policy. In contrast, in most 

other emerging markets the economic groundwork has 

significantly improved over the past few decades. As such, 

the vast majority of them export capital and are not de-

pendent on foreign capital in spite of China’s slowdown. 

The lower exchange rates might therefore even be a ben-

efit to some emerging markets, as they should support 

economic growth. We believe that in the next few weeks 

financial markets will start to realize this, stop contagion 

and start separating the wheat from the chaff.
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garded as healthy normalization, since a continuation of 

2017’s growth would have inevitably resulted in the over-

heating of the German economy. For France, Italy and 

Spain, however, the recent slower pace of growth is un-

welcome. All three economies are less advanced than 

Germany in their economic cycles, which is reflected, 

among other things, in their persistent output gaps. The 

growth outlook for the second half of the year is also 

slightly weaker. For Spain, in particular, our leading indi-

cators are now signalling noticeably weaker growth mo-

mentum over the near term.

According to the most recent data, the European econ-

omy continued to be robust in the second quarter. As 

was the case at the beginning of the year, healthy growth 

of 0.4 percent was recorded between April and June 

compared to the previous quarter. The economies of 

the Eurozone countries thus remain on course to 

achieve solid, above-potential growth this year.

However, with regard to some major individual Euro-

zone economies, the picture is mixed for the first half of 

2018. In the case of Germany, the somewhat weaker 

growth rate since the beginning of the year has to be re-

Economic activity

Trend 
growth1

Real GDP growth2 W&P economic sentiment indicators3

Q3/2017 Q4/2017 Q1/2018 Q2/2018 5/2018 6/2018 7/2018 8/2018

United States 1.7 2.3 2.5 2.6 2.9 3.8 4.0 3.4 4.1

Eurozone 1.0 2.8 2.8 2.5 2.2 3.2 3.1 3.1 3.0

   Germany 1.4 2.7 2.8 2.0 2.0 3.6 3.4 3.6 3.6

   France 0.7 2.7 2.8 2.1 1.6 2.2 2.3 2.3 2.2

   Italy 0.2 1.8 1.6 1.4 1.1 1.5 1.7 1.6 1.5

   Spain 1.6 3.1 3.1 3.0 2.7 2.9 3.0 2.7 2.6

United Kingdom 1.8 1.7 1.3 1.2 1.3 2.5 2.5 2.7 2.8

Switzerland 1.5 1.6 2.5 2.9 3.4 2.6 2.6 2.6 2.6

Japan 0.4 2.0 2.0 1.1 1.0 2.8 2.7 2.7 2.7

Canada 1.6 3.1 3.0 2.3 1.9 1.9 1.7 1.7 1.5

Australia 2.4 2.7 2.4 3.2 3.4 3.4 3.3 3.3 3.2

Brazil 1.4 1.8 2.1 1.2 1.0 0.7 0.2 0.6 0.9

Russia 0.1 2.2 0.9 1.3 1.8 -0.3 -0.5 -1.9 -1.1

India 7.7 6.3 7.0 7.7 8.2 6.6 6.8 6.7 6.6

China 7.4 6.8 6.8 6.8 6.7 7.1 7.0 6.9 6.8

Advanced economies4 1.4 2.5 2.4 2.3 2.4 3.6 3.7 3.4 3.7

Emerging economies4 6.0 5.7 5.5 5.7 5.7 5.0 5.2 5.0 4.9

World economy4 3.5 4.1 4.0 4.0 4.1 4.4 4.6 4.3 4.4

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 23.4 23.3 -2.3 -2.8 105.5 107.1 -4.7 -5.5 5.6 3.9

Eurozone 16.3 16.4 3.6 4.0 108.9 107.1 -2.2 -1.3 10.7 8.2

   Germany 4.7 4.8 8.0 8.3 78.8 68.4 0.7 1.5 6.4 5.2

   France 3.4 3.3 -0.6 -0.5 119.2 122.0 -3.5 -2.3 9.7 8.7

   Italy 2.6 2.5 1.9 2.2 155.0 153.0 -2.7 -1.8 11.9 10.8

   Spain 1.7 1.7 1.5 1.7 114.4 113.5 -5.2 -2.4 21.9 15.2

United Kingdom 3.6 3.4 -5.2 -3.1 113.4 116.8 -4.1 -1.4 5.4 2.5

Switzerland 0.9 0.8 10.0 10.7 42.8 40.8 0.3 0.7 3.2 2.4

Japan 6.3 5.9 2.5 3.7 218.9 225.5 -4.7 -3.0 3.4 2.5

Canada 2.2 2.1 -3.1 -3.2 88.4 86.6 -0.7 -0.8 6.8 5.8

Australia 1.8 1.7 -3.3 -1.9 36.9 41.7 -2.7 -1.7 5.8 5.3

China 14.2 16.1 1.9 1.2 42.0 51.2 -2.4 -4.1 4.0 –

Brazil 2.7 2.4 -2.5 -1.6 71.5 87.3 -7.1 -8.3 9.3 12.3

India 2.8 3.3 -1.3 -2.3 69.0 68.9 -7.0 -6.5 – –

Russia 2.2 2.0 2.8 4.5 15.5 18.7 -2.1 0.0 5.4 4.7

Source: Thomson Reuters Datastream, Wellershoff & Partners
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Source: Thomson Reuters Datastream, Wellershoff & Partners
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wage growth with its ultra-expansive monetary policy. 

One remedy that is now being considered by the gov-

ernment to break the stubborn lack of wage growth is 

a law that offers companies tax breaks if they imple-

ment wage increases.

In the US as well, wage inflation has not accelerat-

ed, despite the current economic boom. This is partic-

ularly evident in the case of real (inflation-adjusted) 

wages. For about three years now, this metric has ex-

hibited a clear downward trend.

Sharply rising energy prices in the first half of this year 

also led to a noticeable increase in inflation in many of 

the advanced economies. However, domestic inflation 

factors and, above all, wage growth, remain weak com-

pared to previous upswings.

Wage growth is still broadly flat. Case in point: Ja-

pan. Despite the good economic situation at present 

and the labour market’s absence of slack, large com-

panies in particular are still unwilling to adjust their 

salaries upwards. The stagnant wage growth is putting 

an unflattering spotlight on the Bank of Japan. For 

years, the central bank has been trying to stimulate 

Inflation

Ø 10 years1 Inflation2 Core inflation3

5/2018 6/2018 7/2018 8/2018 5/2018 6/2018 7/2018 8/2018

United States 1.6 2.8 2.9 3.0 – 2.2 2.3 2.4 –

Eurozone 1.3 1.9 2.0 2.1 2.0 1.1 0.9 1.1 1.0

   Germany 1.2 2.2 2.1 2.0 2.0 1.7 1.7 1.5 1.5

   France 1.0 2.0 2.0 2.3 2.3 – – – –

   Italy 1.2 1.0 1.3 1.5 1.7 0.8 0.8 0.7 0.9

   Spain 1.2 2.0 2.3 2.3 2.2 1.1 1.0 0.9 –

United Kingdom 2.3 2.4 2.4 2.5 – 2.1 1.9 1.9 –

Switzerland 0.0 1.0 1.1 1.2 1.2 0.4 0.5 0.5 0.5

Japan 0.3 0.6 0.7 0.9 – 0.3 0.2 0.3 –

Canada 1.6 2.2 2.5 3.0 – 1.3 1.3 1.6 –

Australia 2.2 2.0 2.1 – – 1.9 1.8 – –

Brazil 6.0 2.9 4.4 4.5 4.2 2.7 3.3 3.6 –

Russia 7.9 2.4 2.3 2.5 3.0 2.0 2.3 2.4 2.6

India 7.5 4.9 4.9 4.2 – – – – –

China 2.3 1.8 1.9 2.1 1.5 1.9 1.9 1.9 –

Advanced economies4 1.4 2.2 2.3 2.4 2.4 1.6 1.5 1.6 1.6

Emerging economies4 4.5 2.7 2.9 2.8 2.9 2.0 2.1 2.1 2.2

World economy4 2.8 2.5 2.6 2.6 2.6 1.6 1.6 1.7 1.6

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 1.163 2.67 1.69 0.96 0.25 3.08 1.95 1.24 0.43

USDJPY 110.9 -2.35 -1.35 -0.78 -0.53 -2.71 -1.60 -1.10 -0.80

GBPUSD 1.295 1.52 1.03 0.31 -0.11 1.81 1.12 0.40 -0.07

EURCHF 1.126 -0.37 -0.35 -0.41 -0.58 -0.28 -0.26 -0.41 -0.67

USDCHF 0.968 -3.05 -2.04 -1.37 -0.83 -3.36 -2.22 -1.65 -1.09

GBPCHF 1.253 -1.53 -1.01 -1.06 -0.94 -1.56 -1.09 -1.25 -1.17

CHFJPY 114.6 0.69 0.69 0.58 0.30 0.66 0.62 0.55 0.29

AUDUSD 0.721 0.82 -0.18 -1.08 -2.15 1.32 0.13 -0.57 -1.58

USDCAD 1.320 -0.34 0.14 0.34 0.46 -0.50 0.12 0.10 0.23

USDSEK 9.103 -2.71 -1.84 -0.97 0.03 -3.03 -1.96 -1.16 -0.16

USDRUB 69.2 3.88 6.63 9.03 8.28 4.46 6.39 8.43 8.17

USDBRL 4.157 4.88 6.45 11.69 10.34 5.16 5.71 9.82 9.51

USDCNY 6.831 0.53 3.12 3.22 3.07 0.66 2.70 2.82 2.69

USDTRY 6.600 21.30 11.80 10.87 9.71 23.44 11.57 10.80 9.85

USDINR 71.91 7.47 7.47 8.58 7.85 4.64 4.40 6.40 5.93

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 1.163 -3.1 -1.1 -2.6 -11.6 1.29 1.12 - 1.46 -10.0

USDJPY 110.9 -1.6 1.4 1.9 12.1 85.1 70.3 - 100 30.2

GBPUSD 1.295 -4.3 -3.4 -0.9 -17.1 1.67 1.49 - 1.9 -22.4

EURCHF 1.126 -3.8 -2.9 -1.1 -8.8 1.20 1.12 - 1.28 -6.2

USDCHF 0.968 -0.7 -1.8 1.5 3.1 0.93 0.81 - 1.05 4.3

GBPCHF 1.253 -4.9 -5.1 0.5 -14.6 1.55 1.33 - 1.76 -19.1

CHFJPY 114.6 -0.9 3.2 0.4 8.7 91.7 77.5 - 105.9 24.9

AUDUSD 0.721 -7.8 -5.2 -9.8 -21.6 0.75 0.64 - 0.89 -3.4

USDCAD 1.320 5.3 1.8 7.9 27.1 1.19 1.09 - 1.29 10.9

USDSEK 9.103 11.2 4.3 14.5 37.0 7.33 6.33 - 8.32 24.2

USDRUB 69.2 20.2 10.5 20.6 107.7 44.6 35.4 - 53.7 55.2

USDBRL 4.157 25.3 9.8 33.4 80.6 2.86 2.31 - 3.41 45.2

USDCNY 6.831 4.9 6.6 4.7 11.6 6.41 6.21 - 6.61 6.5

USDTRY 6.600 74.1 46.8 92.3 222.0 3.50 3.14 - 3.85 88.8

USDINR 71.91 12.7 6.2 12.1 10.1 – – –

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

made problems, this bout of weakness is, in our view, 

also due to America’s latest economic boom and the as-

sociated dollar strength. This in turn seems to be rais-

ing investor concerns about the burden of high dollar-

denominated sovereign and corporate debt levels in 

many emerging markets. Add to this the now generally 

lower risk tolerance of market participants, which is also 

playing a part in keeping emerging market currencies 

under pressure currently.

In August, the Swiss franc once again assumed the role 

of safe haven for investors. Driven by speculation sur-

rounding the exposure of European banks to Turkish 

debt, the franc rose noticeably last month. In sum, it 

gained nearly 3 percent versus the euro and about 2.5 

percent against the US dollar. On a trade-weighted ba-

sis, the Swiss franc’s strength also made itself felt in Au-

gust. According to our PPP estimate, the franc is now 

overvalued by 4.5 percent.

In addition to the beating that the Turkish lira has 

been taking, which continued in August, some other 

emerging economies have also suffered conspicuous 

devaluations of their currency lately. Apart from home-

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 1.163 7.1 7.5 8.4 10.4 7.0 7.7 8.7 10.8

USDJPY 110.9 6.0 7.7 9.3 10.7 7.0 8.5 9.8 11.3

GBPUSD 1.295 7.6 9.2 8.5 9.9 7.9 9.6 8.9 10.4

EURCHF 1.126 5.0 6.1 5.8 6.5 5.4 6.3 6.4 7.0

USDCHF 0.968 5.7 6.8 8.5 10.3 6.8 7.3 9.1 10.7

GBPCHF 1.253 6.5 8.4 8.8 10.0 7.6 9.0 9.2 10.6

CHFJPY 114.6 6.1 7.1 9.2 11.5 6.5 7.8 10.0 12.1

AUDUSD 0.721 8.4 9.2 9.8 12.2 8.1 9.6 10.4 12.7

USDCAD 1.320 6.9 7.5 7.9 9.6 7.4 7.7 8.2 10.0

USDSEK 9.103 9.6 10.1 9.8 12.3 9.2 10.2 10.1 12.6

USDRUB 69.2 12.9 16.2 16.6 14.9 12.4 15.9 16.8 15.9

USDBRL 4.157 16.6 24.7 15.4 15.7 12.9 18.4 15.7 16.2

USDCNY 6.831 5.8 6.3 4.0 3.3 4.3 6.3 4.8 4.8

USDTRY 6.600 43.6 35.0 13.4 13.4 25.5 29.9 14.3 14.4

USDINR 71.91 5.5 8.3 7.3 9.3 4.7 8.4 8.5 10.4

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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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 -0.5 -0.2 -0.7 -2.3 -0.5 -0.2 -0.7 -2.3

Swiss government bonds -1.2 0.6 -1.4 12.5 -1.2 0.6 -1.4 12.5

Swiss corporate bonds -0.5 0.6 -0.8 11.3 -0.5 0.6 -0.8 11.3

Swiss equities (SMI) -2.9 3.6 3.0 30.5 -2.9 3.6 3.0 30.5

European equities (Stoxx600) -1.2 -2.5 3.3 44.0 -4.9 -5.3 2.2 31.2

UK equities (Ftse100) -1.6 -3.6 3.7 35.3 -6.4 -8.5 4.3 15.6

Japanese equities (Topix) -5.8 -4.8 8.6 63.3 -4.9 -7.8 8.1 50.2

US equities (S&P 500) 9.1 4.0 19.0 92.8 9.8 5.9 17.3 87.0

Emerging markets equities -10.2 -9.1 -3.4 22.0 -9.6 -7.5 -4.9 18.3

Global equities (MSCI World) 3.8 0.8 12.1 61.6 4.5 2.6 10.5 56.8

Swiss real estate -3.4 -0.6 -2.0 32.4 -3.4 -0.6 -2.0 32.4

Global real estate 1.4 1.6 4.4 42.0 2.1 3.4 2.9 37.7

Commodities -6.5 -8.4 -3.8 -37.0 -5.9 -6.7 -5.3 -38.9

Brent oil 14.8 -0.2 40.9 -34.4 15.6 1.6 38.9 -36.4

Gold -8.0 -7.6 -10.5 -13.5 -7.4 -5.9 -11.9 -16.2

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 materially 

different results. Although all information and opinions expressed in this document 

were obtained from sources believed to be reliable and in good faith, no represen-

tation or warranty, express or implied, is made as to its accuracy or completeness. 

All information and opinions indicated are subject to change without notice. This 

document may not be reproduced or circulated without the prior authorization of 

QCAM Currency Asset Management AG or Wellershoff & Partners Ltd. Neither 

QCAM Currency Asset Management AG nor Wellershoff & Partners Ltd. will be li-

able for any claims or lawsuits from any third parties arising from the use or distri-

bution of this document. This report is for distribution only under such circumstanc-

es as may be permitted by applicable law.

Number of the month

The interest rate differential between 10-year German 

and Italian government bonds has risen sharply in re-

cent weeks. At 130 basis points at the beginning of the 

year, it has lately swelled to 280 basis points. And in 

light of the current political situation in Italy it looks like 

this uptrend could continue for a while. 

280 basis points


