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QCAM Insight

The Italian problem 
is here to stay

Having swallowed whole the Italian government’s ear-

lier assurances of fiscal probity, financial markets react-

ed with surprise to the deficit plans of Italy’s new bud-

get. Rome may not be able to fool financial markets again 

but it will probably keep trying.

 

In the June issue of FX Monthly we warned that Italy has 

deep-seated structural growth and debt sustainability 

problems that only far-reaching reforms – and not the 

policies of the new governing coalition – could hope to 

resolve. In fact the policy priorities of the 5-Star Move-

ment and The League risk making matters worse. The ini-

tial deficit target, 2.4 percent of GDP for 2019-21, shocked 

financial markets. In an effort to calm the nerves of mar-

kets as well as those of rating agencies and the European 

Commission, one week later the government lowered its 

deficit targets to 2.1 percent of GDP for 2020 and 1.8 

percent for 2021. In our judgment, the new deficit targets 

are neither credible nor are they likely to improve senti-

ment, for the following reasons:

• First, no new, concrete measures like spending cuts 

were announced to justify the improved deficit out-

look.

• Second, the budget assumes that the extra spending 

will boost growth and, thus, indirectly offset the def-

icit’s impact. That seems unlikely since the new policy 

measures mostly consist of transfer payments – ear-

lier pensions and basic incomes – with little in terms 

of additional investment or tax cuts. Moreover, 

growth in the first half of this year already slipped be-

low 1 percent and business surveys point to stagna-

tion in the second half-year.

• Third, Italian fiscal plans have the habit of consistent-

ly missing their targets (see chart). On average, they 

miscalculate by around 0.5 percent of GDP in the first 

year and 1.0 percent of GDP in the second year. One 

source of slippage is probably the rather low budget 

figures assigned to the extra transfer payments; mar-

ket estimates are about double.

Market access set to worsen

We believe Italy’s 2019 deficit will end up being at least 1 

percentage point of GDP higher than the target, possibly 

even climbing to as high as 4 percent of GDP. Contrary to 

the government’s fiscal pronouncements, the plan would 

result in a rising debt-to-GDP ratio. This should become 

apparent when the government tries to raise additional 

Bernhard Eschweiler, PhD, Senior Economist

QCAM Currency Asset Management AG
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funding. Italy’s budget has a particular seasonality. Rev-

enues fall well short of expenditures in the first half of the 

year, while the dynamic partly reverses in the second half. 

Thus, while the government currently has no large fund-

ing needs, this will change abruptly early next year.

Moreover, Italy’s fund-raising efforts will coincide with 

the ECB termination of its government debt purchasing 

program. Between 2015 and 2017, the ECB bought twice 

as many government bonds as the government needed to 

borrow. This year, that support has already fallen signifi-

cantly. Next year it will be nil. Some observers hope that 

Italian banks will step up to fill the gap. But they already 

hold a lot of government debt, their excess cash at the 

Bank of Italy has fallen significantly and their capital base 

is constrained. Banks would need additional funding to 

absorb the government debt, as was the case during the 

European sovereign debt crisis in 2011/12, when the ECB 

launched its two LTROs, together worth more than EUR 

1 trillion. However, today is not 2011/12. ECB help will 

only come when the situation escalates to the point that 
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it threatens the survival of the euro, and then it will come 

with conditions attached. 

A source of permanent euro instability

We think tensions related to Italy will escalate. The only 

question is, how soon? But we are not convinced that the 

next escalation would mean we are entering into some 

form of an end-game. Too much is at stake for both Italy 

and the EC as a whole. We think a more likely scenario is 

one of recurring tensions met with partial solutions—

enough to avoid a Eurozone break-up and/or an Italian 

default, but without the structural reforms needed to set 

Italy on a path towards long-term debt sustainability. Thus, 

even if Italy does not sink the euro, on the currency mar-

kets it will probably be a chronic, periodic source of dis-

tress, much as the twin deficits are for the US dollar.
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The Swiss economy is running on all cylinders. Swiss 

companies are particularly benefiting from the robust 

global economy. But despite the shrinking cost-bene-

fit rewards of negative interest rates, the Swiss Na-

tional Bank remains cautious, avoiding any hint of mon-

etary policy normalization.

The global economy continues moving at a brisk pace. 

Neither turbulence in individual emerging markets, nor 

the trade disputes initiated by the US, nor the uncertain-

ties surrounding Brexit have so far led to any significant 

signs of a global slowdown. Although leading indicators 

have dipped slightly, they still point to growth continu-

ing at high levels.

Switzerland has not missed out on the benefits of a 

strong global economy. Its economy is doing very well. Ac-

cording to revised figures from the Federal Statistical Of-

fice, the Swiss economy already grew by 1.6 percent in 

2017 not the previously estimated rate of 1.1 percent. In 

the first half of 2018, growth accelerated further. Excep-

tionally high quarterly growth rates if 1.0 and 0.7 percent 

were recorded in the first half-year. And compared to the 

previous year, the economy grew by 3.4 percent in the 

second quarter. Swiss industry, in particular, greatly ben-

efits from strong foreign demand.

Small fluctuations in the exchange rate have 

no impact

In view of the SNB’s continuing, very expansive mone-

tary policy and the upbeat global environment, nothing 

speaks against further growth well above trend for the 

Swiss economy. However, according to leading indica-

tors, growth rates as high as those posted in the first half 

of this year are unlikely to be repeated (see chart). For 

example, exports stabilized at a high level in the summer. 

In addition, the fraught political situation in Europe may 

have an impact on the franc’s exchange rate, with uncer-

tain outcomes for the negotiations on the Italian budget 

and Brexit. However, the exchange rate’s influence on 

economic developments should not be exaggerated. 

Fluctuations of a few percentage points, as observed in 

recent months, only affect the margins but not produc-

tion for Swiss companies. The vast majority of Swiss com-

panies are positioned so that they can also live with 

EURCHF rates below 1.10.

The SNB remains expansive

Despite the very positive developments in the economy, 

the SNB has made no moves to alter the direction of its 

monetary policy. It has retained the negative interest 

rate it charges on the bank balances that it holds. And in 

its communications it is still trying to weaken the franc 

on currency markets. It deliberately tries to diminish or 

ignore the glowing performance of the Swiss economy. 

Actually, despite all the usual uncertainties of estima-

tion, it can be stated that Switzerland’s output gap has 

fully closed and is probably even positive. Full employ-

ment has been the norm in the labour market for some 

time now. In August, the seasonally adjusted unemploy-

ment rate was 2.6%. Not only in the real estate market, 

but also in other areas of the economy, the risk of over-

heating should become an issue. However, as we know 

A booming economy  
challenges a cautious SNB 

The macro perspective
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A booming economy  
challenges a cautious SNB 

from developments in other countries, inflation in this 

cycle is not very sensitive to capacity utilization. In ad-

dition, the recent appreciation of the franc puts some 

downward pressure on inflation. Accordingly, in Septem-

ber, the SNB also revised its conditional inflation fore-

casts downward for the medium term. As a result of in-

flation’s tame development, we think the SNB will 

probably not have to raise interest rates all too quickly.

Shrinking rewards of negative interest rates

It seems realistic that the SNB will respond to the declin-

ing cost-benefit profile of its negative interest rate policy. 

The rewards, such as they are, are growing ever thinner. 

The Swiss economy obviously can handle the current ex-

change rates well. However, the costs for banks, for finan-

cial stability, for savers and for the Swiss pension system 

remain in place. The SNB itself stresses that there is a risk 

of a correction, especially in the case of investment prop-

erties. It therefore encourages further regulation in this 

area. But the SNB itself could also help by raising interest 

rates to make investments outside the real estate sector 

more attractive. The systemically important PostFinance, 

which is plagued by profitability problems, would also ben-

efit from rising interest rates. And a permit for mortgage 

lending, as proposed by the Federal Council, would then 

be less urgent and would not need to be introduced in an 

already quite bubbly real estate market.
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The current weakness of emerging market currencies 

against the US dollar has reignited the perennial de-

bate about the underlying strength of these economies. 

After all, weak currencies are associated with net cap-

ital outflows.  We argue that while the weakness of 

emerging market currencies does signal problems in 

certain sectors and in certain economies, in most cas-

es these appear to be more cyclical in nature.

The current weakness of many emerging market curren-

cies against the US dollar has an important cyclical compo-

nent to it. Whereas the US initially lagged behind the emerg-

ing market recovery after 2008, at this point – late in the 

cycle – the US is now growing well above its potential. Part 

of this late-cycle US growth spurt may be the result of a 

still accommodative monetary policy, recent tax cuts and 

the resulting large fiscal stimulus. In contrast, the emerg-

ing markets have slowed to around their potential growth, 

which means that, in business cycle terms, they’re current-

ly not in quite the same spot as the US. In addition, those 

parts of the emerging markets that have relied on foreign 

capital financing are experiencing headwinds from the grad-

ually rising US dollar interest rates. Both of these factors 

– growth above trend and rising rates – have been weigh-

ing on emerging market currencies for some time now. 

Don’t forget the longer-term trend

Yet, while the emerging markets may be in a weaker cycli-

cal position at the moment, it is worth keeping in mind the 

longer-term trends that keep reasserting themselves. As 

can be seen from the chart, the emerging markets’ share 

of global GDP has increased from USD 14 trillion in 2006, 

the year before the start of the financial crisis, to USD 32 

trillion last year. This represents an increase in this group’s 

share of global GDP from 27% to 40%. In other words, de-

spite the worst global financial crisis in decades, the emerg-

ing markets were able to increase their share of a larger pie 

by thirteen percentage points. This also means that the de-

veloped economies’ share of global GDP was reduced by 

thirteen percentage points over this same period. 

Seen from this perspective, the emerging markets did 

not have such a bad crisis – on a relative basis, they actu-

ally did rather well. The current weakness of many of their 

currencies must therefore also be seen against the back-

ground of the very slow recovery of the US economy right 

after the onset of the crisis, a recovery that now has final-

ly picked up strongly. 

A varied universe but an artificial benchmark

We know that the emerging markets consist of a very di-

verse group of countries, some of which tend to have high 

savings and current account surpluses, while others suf-

fer from low levels of savings and chronic current account 

deficits. Because of their high levels of domestic savings, 

the former group tends to be better insulated against ex-

ternal financial storms, while the latter group tends to be 

more reliant on foreign capital flows – and are, therefore, 

more exposed to externalities. This latter group includes 

Brazil, India, Indonesia, Mexico, South Africa and Turkey, 

among the larger, more liquid markets. 

While these economies are grouped together into 

benchmark indexes drawn up by committees in New York, 

Looking beyond the indices

FX market talk
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the shift to passive, index-linked investment sometimes 

reinforces the correlations between their asset prices. On 

a fundamental level, there does not appear to be any ob-

vious reason for the contagion afflicting the Argentinian 

peso to spill over to the Turkish lira, and from there to the 

Russian ruble and South African rand. Yet, when investors 

all hold the same currencies in the same benchmarks, 

there will be periods where the more liquid markets are 

hit hardest. Investors who are able to deviate from these 

artificial benchmarks should look into constructing alter-

natives. 

Cycles turn

While weaker currencies are an indication of net capital 

outflows, it is worth bearing in mind that currency depre-

ciation tends to have a positive impact on the balance of 

payments – over time. Weaker currencies reduce imports 

and boost exports. We should thus expect that emerging 

market currencies that have become very cheap relative 

to their purchasing power parity have less downside risk 

compared to when they were more highly valued, again 

in purchasing power parity terms. This also means that 

they have more upside potential. We highlighted this phe-

nomenon in previous issues of FX Monthly as the Turkish 

lira began to move very far away from its purchasing pow-

er parity rate. To be sure, the macro situation in Turkey 

has clearly deteriorated. Interest rates have skyrocketed, 

which will doubtless hurt the Turkish economy. But this 

is also part of the corrective medicine that will enable the 

currency to eventually narrow the gap that has opened 

up between its spot rate and its purchasing power parity.

0 20 40 60 80 100
Share of global GDP in percent
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The relative global weight of emerging markets has grown since the crisis

Source: Thomson Reuters Datastream, Wellershoff & Partners



That said, the economic outlook for the coming quarters 

is now accompanied by considerable uncertainties. Risks 

are mainly developing in the area of foreign trade, which 

is leading to weakening trends in industry in some indi-

vidual economies. A resolution of the China-US trade dis-

pute still seems a long way off, and this is now increas-

ingly depressing the global export climate. In addition, 

the fast-approaching Brexit deadline (March 29, 2019) 

and the budget drama in Italy are added uncertainties 

that have the potential to leave much deeper skid marks 

of an economic slowdown.

Well into the second half of the year the economic pic-

ture in the advanced economies still remains positive. 

The situation on the national labour markets has con-

tinued to improve in recent months, not only with en-

couraging employment figures but also increasing signs 

of stronger upward pressure on wages. On the corpo-

rate side, capacity utilization increased yet again. The 

investment boom has been supported by the ongoing 

favourable financing conditions, which continue to en-

courage companies to invest.

Economic activity

Trend 
growth1

Real GDP growth2 W&P economic sentiment indicators3

Q4/2017 Q1/2018 Q2/2018 Q3/2018 6/2018 7/2018 8/2018 9/2018

United States 1.7 2.5 2.6 2.9 – 4.0 3.4 4.1 4.3

Eurozone 1.0 2.7 2.4 2.1 – 3.1 3.1 3.0 2.9

   Germany 1.4 2.8 2.0 2.0 – 3.4 3.6 3.6 3.5

   France 0.7 2.8 2.2 1.7 – 2.3 2.3 2.2 2.0

   Italy 0.2 1.6 1.3 1.2 – 1.7 1.7 1.5 1.5

   Spain 1.6 3.1 2.8 2.5 – 3.0 2.7 2.6 2.4

United Kingdom 1.8 1.4 1.1 1.2 – 2.5 2.7 2.8 2.6

Switzerland 1.5 2.5 2.9 3.4 – 2.6 2.6 2.6 2.5

Japan 0.4 2.0 1.1 1.3 – 2.7 2.7 2.7 2.6

Canada 1.6 3.0 2.3 1.9 – 1.7 1.7 1.5 1.7

Australia 2.4 2.4 3.2 3.4 – 3.3 3.3 3.2 3.0

Brazil 1.4 2.1 1.2 1.0 – 0.2 0.6 0.9 0.8

Russia 0.1 0.9 1.3 1.9 – -0.5 -1.9 -1.1 -0.1

India 7.7 7.0 7.7 8.2 – 6.8 6.7 6.6 6.7

China 7.4 6.8 6.8 6.7 – 7.0 6.9 6.8 6.4

Advanced economies4 1.4 2.4 2.2 2.4 – 3.7 3.4 3.7 3.8

Emerging economies4 6.0 5.5 5.7 5.6 – 5.2 5.0 4.9 4.8

World economy4 3.5 4.0 4.0 4.1 – 4.6 4.3 4.4 4.3

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 23.5 24.2 -2.3 -2.8 105.5 107.1 -4.7 -5.5 5.6 3.7

Eurozone 16.3 16.2 3.6 4.0 108.9 107.1 -2.2 -1.3 10.7 8.1

   Germany 4.7 4.7 8.0 8.3 78.8 68.4 0.7 1.5 6.4 5.1

   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 3.3 -5.2 -3.1 113.4 116.8 -4.1 -1.4 5.4 2.6

Switzerland 0.9 0.8 10.0 10.7 42.8 40.8 0.3 0.7 3.2 2.4

Japan 6.3 6.0 2.5 3.7 218.9 225.5 -4.7 -3.0 3.4 2.4

Canada 2.2 2.0 -3.1 -3.0 88.4 87.3 -0.7 -1.2 6.8 5.9

Australia 1.8 1.7 -3.4 -2.8 36.8 40.5 -2.6 -1.4 5.8 5.3

China 14.2 15.9 1.9 0.7 41.8 50.1 -2.4 -4.1 4.0 –

Brazil 2.7 2.3 -2.5 -1.3 71.5 88.4 -7.1 -8.6 9.3 12.1

India 2.8 3.2 -1.3 -3.0 69.4 69.6 -7.1 -6.6 – –

Russia 2.2 1.9 2.7 6.2 15.4 15.3 -2.1 1.6 5.4 4.6

Source: Thomson Reuters Datastream, Wellershoff & Partners
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Source: Thomson Reuters Datastream, Wellershoff & Partners
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cent year-over-year, inflation accelerated again a bit in 

August, following a downward trend in the previous 

months. However, August’s increased pricing pressure 

is expected to be temporary, given that the price increas-

es were spurred by very volatile commodities. This 

should play into the hands of the BoE. Until a definite 

decision has been reached on the structure of post-

Brexit trade relations between the UK and the EU, the 

central bank will want to avoid a further increase in in-

terest rates as far as possible. British monetary author-

ities expect significant losses for the British economy, 

especially in the event of a hard Brexit.

The advanced economies have continued to avoid any 

big surprises on the inflation front. In the US, inflation 

has now reached its target of 2 percent, as measured 

by the Fed’s preferred consumer deflator, the person-

al consumption expenditures price index, or PCE. As 

expected, the Fed raised its key interest rate by a fur-

ther 0.25 percentage points at its September meeting. 

The US monetary authorities are thus remaining true 

to their promise of a gradual normalization of monetary 

policy.

In the UK, meanwhile, inflation continues to hover 

above the Bank of England’s targeted rate. At 2.7 per-

Inflation

Ø 10 years1 Inflation2 Core inflation3

6/2018 7/2018 8/2018 9/2018 6/2018 7/2018 8/2018 9/2018

United States 1.5 2.9 3.0 2.7 – 2.3 2.4 2.2 –

Eurozone 1.3 2.0 2.1 2.0 2.1 0.9 1.1 1.0 0.9

   Germany 1.2 2.1 2.0 2.0 2.3 1.7 1.5 1.5 1.7

   France 1.0 2.0 2.3 2.3 2.2 – – – –

   Italy 1.2 1.3 1.5 1.6 1.5 0.8 0.7 0.8 0.8

   Spain 1.2 2.3 2.3 2.2 2.1 1.0 0.9 0.8 –

United Kingdom 2.3 2.4 2.5 2.7 – 1.9 1.9 2.1 –

Switzerland 0.0 1.1 1.2 1.2 1.0 0.5 0.5 0.5 0.4

Japan 0.3 0.7 0.9 1.3 – 0.2 0.3 0.4 –

Canada 1.6 2.5 3.0 2.8 – 1.3 1.6 1.7 –

Australia 2.2 2.1 – – – 1.8 – – –

Brazil 6.0 4.4 4.5 4.2 4.5 3.3 3.6 3.6 –

Russia 7.8 2.3 2.5 3.1 3.4 2.3 2.4 2.6 2.8

India 7.5 4.9 4.2 3.7 – – – – –

China 2.3 1.9 2.1 2.3 1.5 1.9 1.9 2.0 –

Advanced economies4 1.4 2.3 2.4 2.3 2.3 1.5 1.6 1.6 1.6

Emerging economies4 4.5 2.9 2.8 2.9 2.9 2.1 2.1 2.2 2.3

World economy4 2.7 2.6 2.6 2.6 2.6 1.6 1.7 1.7 1.7

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 1.147 2.75 1.74 1.01 0.29 3.16 2.06 1.29 0.47

USDJPY 113.2 -2.49 -1.40 -0.83 -0.53 -2.82 -1.70 -1.15 -0.80

GBPUSD 1.309 1.61 0.99 0.34 -0.07 1.87 1.07 0.44 -0.03

EURCHF 1.140 -0.40 -0.34 -0.41 -0.56 -0.32 -0.26 -0.41 -0.65

USDCHF 0.994 -3.16 -2.08 -1.42 -0.85 -3.49 -2.32 -1.70 -1.12

GBPCHF 1.301 -1.54 -1.09 -1.08 -0.92 -1.62 -1.25 -1.27 -1.15

CHFJPY 113.9 0.67 0.68 0.59 0.32 0.67 0.61 0.56 0.32

AUDUSD 0.708 0.91 -0.15 -1.02 -2.12 1.42 0.21 -0.51 -1.55

USDCAD 1.297 -0.34 0.06 0.32 0.46 -0.48 0.04 0.07 0.23

USDSEK 9.127 -2.85 -1.93 -1.04 -0.01 -3.10 -2.08 -1.23 -0.21

USDRUB 66.6 4.29 6.49 8.98 8.25 4.99 5.94 8.40 8.14

USDBRL 3.742 4.88 6.45 11.75 10.34 4.56 5.31 9.74 9.46

USDCNY 6.924 0.42 3.00 3.16 3.07 0.55 2.60 2.77 2.69

USDTRY 6.128 26.45 11.80 11.19 9.81 27.20 11.52 11.13 9.94

USDINR 74.36 7.47 7.47 8.50 7.84 4.56 4.44 6.33 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 1.147 -4.5 -2.1 -2.3 -15.1 1.28 1.12 - 1.45 -10.6

USDJPY 113.2 0.5 1.7 0.4 16.4 85.9 70.9 - 100.9 31.7

GBPUSD 1.309 -3.2 -1.2 -0.3 -17.8 1.66 1.48 - 1.9 -21.4

EURCHF 1.140 -2.6 -2.1 -0.9 -7.3 1.20 1.11 - 1.28 -4.8

USDCHF 0.994 2.0 0.1 1.4 9.2 0.93 0.82 - 1.05 6.5

GBPCHF 1.301 -1.3 -1.1 1.1 -10.3 1.55 1.34 - 1.77 -16.2

CHFJPY 113.9 -1.5 1.6 -1.0 6.6 92.1 77.8 - 106.3 23.7

AUDUSD 0.708 -9.5 -4.5 -8.8 -25.1 0.74 0.64 - 0.89 -4.8

USDCAD 1.297 3.5 -1.2 3.3 24.7 1.19 1.09 - 1.29 8.8

USDSEK 9.127 11.5 4.1 12.4 41.2 7.40 6.39 - 8.41 23.3

USDRUB 66.6 15.7 7.8 14.0 105.9 44.8 35.6 - 54 48.6

USDBRL 3.742 12.8 -2.7 17.7 69.5 2.89 2.34 - 3.44 29.5

USDCNY 6.924 6.3 3.9 4.5 13.1 6.41 6.21 - 6.61 8.1

USDTRY 6.128 61.6 27.3 64.1 208.7 3.75 3.4 - 4.11 63.3

USDINR 74.36 16.5 8.1 13.7 20.1 66.5 62.3 - 70.8 11.7

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

the losses since the beginning of the year have been con-

siderable. The Russian and South African currencies, both 

of which having lost around 12 percent in value against 

the US dollar since January, suffered relatively modest 

devaluations last month. The losses to the Brazilian real 

were more pronounced, having devalued by about 18 

percent against the greenback. And then there is the Ar-

gentine peso, which has shed more than 54 percent of its 

dollar value this year, again coming under heavy pressure 

in the wake of its recent sovereign debt crisis.

The Swiss franc developed rather weakly last month. 

Losses against both the Norwegian and Swedish crowns 

were particularly pronounced for the franc, amounting 

to almost 4 percent. Although both Sweden’s central 

bank, the Riksbank, and Norway’s Norges Bank issued 

monetary policy statements in September, the reasons 

for the recent strength of the Nordic currencies prob-

ably lie elsewhere. The Riksbank’s report and forecasts 

seem to have especially disappointed the markets, as 

the Swedish krona briefly lost value following the cen-

tral bank’s meeting.

Emerging market currencies exhibited modest signs 

of recovery toward the end of September. Nevertheless, 

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 1.147 6.7 7.5 8.4 10.3 6.9 7.8 8.6 10.7

USDJPY 113.2 5.7 7.2 9.3 10.7 6.8 8.2 9.7 11.2

GBPUSD 1.309 7.5 9.6 8.6 9.9 7.8 9.7 9.0 10.4

EURCHF 1.140 5.2 5.9 5.8 6.5 5.4 6.3 6.4 7.0

USDCHF 0.994 5.5 6.5 8.5 10.2 6.6 7.3 9.0 10.7

GBPCHF 1.301 6.9 9.0 8.8 10.0 7.4 9.4 9.2 10.6

CHFJPY 113.9 6.0 7.2 9.2 11.4 6.5 8.0 9.9 12.1

AUDUSD 0.708 8.3 8.6 9.8 12.1 8.1 9.5 10.4 12.6

USDCAD 1.297 6.6 6.9 7.9 9.5 7.2 7.4 8.2 9.9

USDSEK 9.127 8.8 9.5 9.7 12.3 9.2 10.0 10.1 12.6

USDRUB 66.6 13.0 13.6 16.7 14.9 12.7 14.2 16.9 15.9

USDBRL 3.742 18.3 17.7 15.5 15.7 14.3 15.8 15.8 16.2

USDCNY 6.924 5.1 6.0 4.1 3.3 4.2 6.1 4.9 4.7

USDTRY 6.128 44.8 25.6 13.6 13.4 26.5 26.1 14.6 14.5

USDINR 74.36 7.0 8.3 7.1 9.3 5.2 8.6 8.4 10.3

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

Swiss government bonds -2.9 -1.7 -2.2 10.1 -2.9 -1.7 -2.2 10.1

Swiss corporate bonds -1.6 -0.9 -1.3 9.3 -1.6 -0.9 -1.3 9.3

Swiss equities (SMI) -1.1 3.3 0.2 34.4 -1.1 3.3 0.2 34.4

European equities (Stoxx600) -1.2 -1.8 -1.1 41.8 -3.8 -3.8 -2.0 31.2

UK equities (Ftse100) -2.6 -3.6 0.4 36.3 -3.8 -4.7 1.6 22.0

Japanese equities (Topix) -1.2 4.3 6.6 65.8 0.3 2.7 7.7 56.8

US equities (S&P 500) 9.4 4.3 15.4 88.6 7.2 4.2 13.7 72.9

Emerging markets equities -12.1 -6.0 -7.2 12.3 -13.8 -6.1 -8.5 2.9

Global equities (MSCI World) 3.7 1.6 8.8 56.7 1.7 1.5 7.3 43.6

Swiss real estate -4.7 -2.4 -0.9 32.3 -4.7 -2.4 -0.9 32.3

Global real estate -1.5 -2.5 1.8 30.8 -3.4 -2.6 0.4 19.9

Commodities -1.1 4.5 3.8 -31.9 -3.0 4.4 2.3 -37.6

Brent oil 27.3 10.6 52.5 -23.9 24.8 10.5 50.4 -30.3

Gold -8.8 -4.7 -7.3 -8.6 -10.6 -4.8 -8.6 -16.3

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

Argentina’s economy remains mired in crisis. The peso 

has fallen more than 50 percent against the US dollar 

since the beginning of the year. The central bank is do-

ing everything it can to stop the currency from collaps-

ing but it must do battle with an inflation rate of over 

30 percent. The resignation of the central bank’s pres-

ident after just three months in office is not very help-

ful either.
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