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QCAM Insight

Uncertainty persists

So far, 2019 has been marked by high levels of uncer-

tainty on FX markets, while volatility has remained 

low. We think uncertainty is likely to persist, but 

whether volatility will remain low remains to be seen.  

Uncertainty has been the dominant theme on FX markets 

this year. It began with the sharp market downturn at the end 

of 2018, when the US Federal Reserve was still projecting 

rising interest rates. Then the US-China trade conflict flared 

up, with negative repercussions for global manufacturing. 

Various geopolitical hot spots and the confusion around Brex-

it have only added to the prevailing sense of uncertainty.

But despite growing anxiety about the economic outlook 

and rising recession fears, financial markets have actually held 

up rather well. Global equity markets have gained more than 

10 percent year-to-date and there are no notable signs of 

acute financial stress. This is also evident on FX markets, which 

have been remarkably stable (see page 17 for our comment 

on FX volatility).

Central banks to the rescue

The main reason for the solid performance of financial 

markets this year was the course change in central bank mon-

etary policy. It started with the Fed, which shifted from a tight-

ening bias to a holding pattern and then a 25bps cut in inter-

est rates in July. The European Central Bank and the Bank of 

Japan have also signaled that they will also soon ease their 

policies. Other central banks have also started easing, nota-

bly in emerging Asia and Latin America and in Australia.

Winners and losers

FX performances have not been linear, but there have 

been clear winners and losers in FX markets despite the low 

volatility (see graph). The USD has held up well (+0.8% ytd in 

effective terms), while the EUR slopped a bit into the red 

(-0.3%). Best performing among major currencies have been 

the JPY (+6.4%), the CAD (+3.9%) and the CHF (+3.3%). On 

the losing end have been the GBP (-4.1%), the AUD (-2.1%).

The diverging FX performance reflects the different cur-

rency characteristics as well as economic and policy condi-

tions. The USD is well supported despite the Fed’s dovish 

shift by its anti-cyclical characteristic and the US economy’s 

relative better performance. The JPY benefits from the un-

winding of carry trades in times of uncertainty. The CHF is 

the premier safe-haven currency. And the CAD benefitted 

mostly from the rebound in oil prices since the start of the 

year. The AUD, on the other hand, is close to China and feels 

the chill from the US-China trade conflict. The trade-related 
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manufacturing malaise also hurts the EUR, while the GBP fell 

primarily over the rising probability of a hard BREXIT.

No relief in sight

We think it likely that uncertainty will persist. US presi-

dent Donald Trump is determined to force trade concessions 

from China with tariff threats, and he evidently expects this 

tactic will keep up the pressure on the Fed to lower interest 

rates further. China, on the other hand, is not showing any 

signs of being intimidated and probably has the resources to 

resist US pressure. Thus, a quick recovery in trade and man-

ufacturing confidence is unlikely. The risk is that the situation 

between the world’s two largest economies will worsen, push-

ing some economies – for example, Germany – into recession.

In Europe, the other major sources of uncertainty are 

Brexit and Italy. It’s not clear whether Britain’s new prime 

minister, Boris Johnson, will relent at the last minute or be 

forced out of office, but he seems determined to play hard-

ball to get a better deal for the UK. This keeps the risk of a 

hard Brexit high, with possibly grave economic implications 

for both the UK and the EU. Italy, on the other hand, is al-

ready on the brink of recession. Its fiscal position is precar-

ious and the nationalistic, anti-EU political parties appear 

to be gaining ever greater power.

More of the same ahead?

For currency markets, more uncertainty could mean 

more of the same: the USD holding the middle ground, the 

JPY and CHF gaining, while the EUR, AUD and GBP remain 

on the losing side. One outlier is probably the CAD. Ongo-

ing uncertainty, especially in the manufacturing sector, is 

likely to undermine oil prices, which so far provided the 

main support for the CAD.

The big question is whether the world’s central banks 

can keep it all together and prevent a financial meltdown. 

The gloom over manufacturing has reached a point where 

it could affect other areas, and most central banks, except 

for the Fed, have very limited means to respond. It is un-

clear which way currencies will move if central banks do 

indeed lose control, but we think volatility will surely rise.
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Political uncertainties stemming from the trade 

conflict between the US and China continue to stir 

up turbulence on financial markets. Economic con-

cerns are also omnipresent though the data does 

not yet indicate a recession. Will the trade combat-

ants reach an accord anytime soon? Central banks 

seem to doubt it.

Making accurate economic forecasts is difficult 

enough in «normal»times. But at the moment the 

opaque forces of political developments are making 

the task even harder. The recent intensification of the 

trade dispute between the US and China has once 

again demonstrated how quickly sentiment can shift, 

driven by the actions of individual politicians. Any fur-

ther escalation of the trade tensions between the 

world’s two largest economies could have serious con-

sequences. Tariffs on products obviously affect com-

panies’ bottom lines. But weakened confidence is 

probably even more damaging than impaired earnings 

because it undermines investments. And fluctuations 

in investment have historically had a major impact on 

the business cycle.

The greatest uncertainties triggered by the trade 

dispute could probably be quickly tamed by some sign 

of a preliminary compromise, which would put the 

darkest scenarios back in the drawer. But is that like-

ly to happen, or are the disputing parties bent on ac-

cepting greater collateral damage? The world’s cen-

tral banks are currently grappling with this difficult 

question.

Central banks face difficult decisions

Central banks are now asking themselves whether they 

should only look at the latest economic data, or is it wiser 

to take preventive action and loosen monetary policy in 

case the politicians fail to reach an agreement in good 

time. In fact, the economic situation has not changed. 

Worldwide, a marked weakness in manufacturing contin-

ues to be observed, partly caused by trade uncertainties. 

Growth in the consumer and services sectors have so far 

offset the decline in industrial investment. The leading 

economic indicators point to lower growth, but a reces-

sion is not yet in sight.

Be that as it may, more and more central banks are 

choosing to take preventative action. In doing so, they are 

following the pattern they established over the past few 

years: When in doubt, it’s better to undertake too many 

measures than too few.

Thus, at the end of July, the US Federal Reserve decid-

ed to lower its key interest rates by a quarter of a percent-

age point. This decision was expressly made not to com-

bat an imminent recession, but rather to mitigate the 

potential consequences of political risks. As a result, the 

Fed has abandoned its previous «data-dependent» mon-

etary policy bias, as it was repeatedly characterized in re-

cent years. Like the Fed, other central banks, such as those 

in Australia, New Zealand, South Korea, India, Brazil and 

South Africa, have also proactively cut their interest rates.

The ECB is weighing its options

Meanwhile, other central banks have openly talked about 

further interest rate cuts as a possible measure, but with-

Politics is challenging the 
world’s central banks

The macro perspective
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Politics is challenging the 
world’s central banks

out presenting any concrete plans. The European Central 

Bank is among that group. In addition to interest rate cuts, 

more bond purchases are also being discussed at the ECB. 

But both rate cuts and additional bond purchases are not 

without problems and the ECB is well aware of that. It is 

therefore using the time until its next rate decision is due 

to consider options to limit the negative effects of any ac-

tions it might undertake. Besides the risk that the demand 

for cash could rise sharply, further rate cuts in particular 

could incur additional costs for banks. The ECB is there-

fore considering making exemptions available to banks so 

that all bank assets held by the ECB would not be subject 

to negative interest rates. This practice is already familiar 

to the Swiss National Bank.

The SNB is also considering what steps it can take. 

As has recently been confirmed by the rise in banks’ 

sight deposits, the SNB is focusing primarily on fur-

ther foreign exchange interventions. Additional inter-

est rate cuts entail the risk that the demand for cash 

could surge. But a further expansion of the balance 

sheet is not without risks, as the SNB has also empha-

sized since the minimum euro exchange rate was lift-

ed. In sum, we think the challenges faced by the ECB 

and the SNB that stand in the way of an even more ex-

pansionary monetary policy offer a glimpse of those 

that central banks will face when the next recession 

actually does arrive.
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Speculation that the US might intervene in FX mar-

kets to weaken the dollar picked up over the past 

month. The US Treasury’s decision to label China a 

“currency manipulator” played into the theme of 

“currency wars” as part of the armory of a trade war.  

There are many ways for a government to weaken 

its own currency, the most powerful being to clear-

ly state its intention and then to put its money 

where its mouth is.

For decades US Treasury secretaries have tended to fall 

in line with the unwritten rule that favors a «strong dol-

lar.» The main reason for this stance has been that for-

eigners hold a lot of US federal government paper—USD 

6.5 trillion as of the end of May 2019. 

What might be different this time is that the glob-

al financial crisis showed that the US Federal Reserve 

was able buy up lots of US government debt without 

triggering a surge in inflation. The Fed’s balance sheet 

was at USD 870 billion in August 2007 and peaked at 

USD 4.5 trillion in early 2015. Against that backdrop, 

the US Treasury appears somewhat less dependent 

today on foreign buyers of its debt.  The current abil-

ity of the US federal government to finance itself eas-

ily also reflects the prevailing environment of extreme-

ly low interest rates. Accordingly, the unspoken threat 

that China could one day dump its holdings of US Trea-

sury bills also no longer seems so very worrying. A de-

cade or so ago, it would have had major implications 

for US Treasury bond yields. But today Chinese hold-

ings of US Treasuries stand at USD 1.1 trillion – less 

than a quarter of the Fed’s balance sheet at its recent 

peak. Moreover, aren’t central banks supposed to be 

all-powerful these days? 

An argument could even be made that when push 

comes to shove, the Fed could buy up much more Trea-

sury paper. In this regard, Japan provides a good ex-

ample for a developed economy. While the Fed’s bal-

ance sheet is currently just 18 percent of US GDP, the 

Bank of Japan’s balance sheet stands at 103 percent 

of Japan’s gross domestic product. And the BOJ’s hold-

ings of Japanese government securities currently 

stand at 87 percent of GDP.

Given this extreme example from Japan, the US 

Treasury does not need to adhere to the «strong dol-

lar» mantra as fervently as it has in previous decades. 

Moreover, the president of the United States has made 

it known that he thinks the Fed is not doing enough to 

narrow the interest rate gap with America’s main com-

petitors, that is, to lower rates and make the dollar less 

attractive. In this regard, regular readers of this col-

umn will know that we do not buy the argument that 

interest rates are a useful predictor of FX moves.  

The trade connection

Which currencies might be in focus? The countries 

that currently have a trade surplus with the US of more 

than USD 20 billion – the minimum threshold to be 

added to the Treasury’s monitoring list for currency 

manipulation – are, in descending order of the size of 

their respective surplus: China, Mexico, Germany, Ja-

pan, Ireland, Vietnam, Italy, Malaysia, India and Can-

US dollar intervention

FX market talk
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ada. With the exception of the Indian rupee, our pur-

chasing power parity chart shows that all these 

currencies are currently undervalued against the US 

dollar. The Japanese yen is the most undervalued, at 

around 20 percent, with the Chinese renminbi and the 

euro each at around 11 percent. Of the more under-

valued currencies, these three economies represent 

the bulk of the US trade deficit «problem.» China has a 

USD 419 billion goods surplus with the US, according 

to the most recent US Treasury assessment. The Eu-

rozone had a USD 152 billion surplus, and Japan a 

USD 68 billion surplus. US neighbors Mexico (USD 82 

billion) and Canada (USD 20 billion) currently have 

less undervalued currencies. The Mexican peso is 4 

percent undervalued and the Canadian dollar 7 per-

cent.

If the US were to intervene in FX market for the 

purpose of trying to achieve a trade outcome, it would 

have to focus its firepower on the yen, the euro and 

the renminbi. Intervention in the first two would be 

easier in terms of market liquidity, assuming that the 

US would want to hold negative-yielding Japanese and 

euro bonds.  Would the Trump administration want to 

finance the Chinese government in a trade war by buy-

ing renminbi bonds? A more plausible scenario might 

be intervening against the JPY and EUR as a signal for 

markets to push the rest of the world’s currencies 

higher.

With regard to the JPY and the D-Mark/euro, the 

lesson of previous interventions is that the US would 

stand a better chance of achieving its exchange rate 

objectives if the interventions were coordinated with 

its trading partners, a scenario that currently looks 

rather unlikely. 
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greater consumer and government spending. Mean-

while, corporate investment and industrial exports both 

stagnated in Q2 or even declined. Historically in the US, 

a sagging industrial sector has not necessarily been ac-

companied by a deterioration in consumer sentiment. 

In the Eurozone, however, this relationship is much more 

pronounced. If industrial growth continues to struggle, 

or to decline even more, we think that the services sec-

tor in the Eurozone will also be affected in the medium 

term.

Several countries have recently reported their gross 

domestic product data for the second quarter and the 

figures confirm what our leading economic climate in-

dicators have predicted. In many places, second-quar-

ter growth was significantly lower than in the first quar-

ter and the global economy is now growing below its 

long-term trend growth rate.

This corroborates the view that manufacturing is 

weakening, while private consumption and the construc-

tion sector are sustaining economic growth. While sup-

port for first-quarter GDP growth in the US was broad-

based, second-quarter growth rose only thanks to 

Economic activity

Trend 
growth1

Real GDP growth2 W&P economic sentiment indicators3

Q3/2018 Q4/2018 Q1/2019 Q2/2019 4/2019 5/2019 6/2019 7/2019

United States 1.7 3.1 2.5 2.7 2.3 2.7 2.8 2.5 2.4

Eurozone 1.0 1.7 1.2 1.2 1.1 1.9 2.1 1.8 1.8

   Germany 1.4 1.2 0.6 0.7 – 2.2 2.3 1.8 1.4

   France 0.7 1.5 1.1 1.2 1.3 1.5 1.9 1.8 1.8

   Italy 0.2 0.5 0.0 -0.1 -0.1 0.4 0.7 0.5 0.7

   Spain 1.6 2.5 2.3 2.4 2.3 2.3 2.5 2.4 2.5

United Kingdom 1.8 1.6 1.4 1.8 1.2 1.6 1.1 1.1 1.0

Switzerland 1.5 2.4 1.5 1.7 – 1.9 2.0 1.9 1.5

Japan 0.4 0.2 0.3 1.0 1.1 1.9 1.8 1.7 1.6

Canada 1.6 2.0 1.6 1.3 – 0.7 1.1 1.6 1.6

Australia 2.4 2.8 2.4 1.8 – 2.6 2.7 2.7 2.6

Brazil 1.4 1.3 1.1 0.4 – 0.8 1.0 1.1 –

Russia 0.1 2.2 2.7 0.5 – 1.8 0.0 -1.1 -0.4

India 7.7 7.0 6.6 5.8 – 6.7 6.8 6.7 6.7

China 7.4 6.5 6.4 6.4 6.2 6.4 6.3 5.9 6.1

Advanced economies4 1.4 2.3 1.8 2.0 1.8 2.3 2.4 2.2 2.1

Emerging economies4 6.0 5.2 4.9 4.5 4.4 4.7 4.6 4.3 4.5

World economy4 3.5 3.8 3.4 3.3 3.2 3.5 3.5 3.2 3.3

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 24.0 24.5 -2.3 -2.4 105.7 110.3 -5.3 -6.6 4.9 3.7

Eurozone 16.1 15.6 3.8 – 109.2 – -1.8 – 10.0 7.5

   Germany 4.7 4.5 7.9 7.3 76.2 66.5 1.0 0.9 6.0 5.0

   France 3.3 3.2 -0.6 0.0 121.8 124.1 -3.3 -3.2 9.5 8.4

   Italy 2.5 2.3 2.3 2.6 155.5 151.0 -2.5 -2.4 11.6 9.9

   Spain 1.7 1.6 1.5 0.8 115.9 113.0 -4.3 -2.0 19.7 14.0

United Kingdom 3.6 3.2 -4.5 -5.6 113.7 112.4 -3.2 -2.1 4.7 3.2

Switzerland 0.9 0.8 9.2 9.6 42.7 40.3 0.7 1.4 3.1 2.1

Japan 6.1 5.9 3.1 3.0 220.8 225.6 -3.6 -2.5 3.1 2.3

Canada 2.1 2.0 -2.9 -3.1 89.9 88.0 -0.2 -0.6 6.6 5.7

Australia 1.7 1.6 -3.1 -2.1 38.7 41.1 -2.2 -1.5 5.7 5.2

China 14.8 16.3 1.7 0.4 44.5 55.4 -3.2 -6.1 4.0 –

Brazil 2.5 2.2 -1.9 -1.7 77.0 90.4 -7.9 -7.3 10.3 12.0

India 3.0 3.4 -1.5 -2.5 69.3 69.0 -7.0 -6.9 – –

Russia 2.0 1.8 3.8 5.7 15.6 13.8 -1.4 1.0 5.3 4.4

Source: Thomson Reuters Datastream, Wellershoff & Partners
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Source: Thomson Reuters Datastream, Wellershoff & Partners
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As in previous months, inflation in the Eurozone in 

July increased by about one percent. Unlike the Swiss 

National Bank, which only aims for a target range of 0 

to 2 percent for inflation, the European Central Bank 

sets its inflation target in a narrower band, at below, but 

close to, 2 percent. As inflation in the Eurozone is only 

one percent, the ECB has again promised to ease its 

monetary policy. As in the past, whether this easing will 

actually translate into higher inflation must be doubted, 

in our view.

Consumer price inflation in the US has hovered around 

two percent since 2017. The data from July confirmed 

this trend. The US Federal Reserve cited the continuing 

absence of inflationary pressure, despite a booming la-

bor market, to justify its decision to lower interest rates 

for the first time since 2009.

In Switzerland, the inflation rate fell noticeably in 

July, slipping 0.4 percent year-over-year. The Swiss 

franc’s recent appreciation against the euro, and the as-

sociated lower prices on imported goods, should con-

tinue to keep the rate of Swiss inflation low.

Inflation

Ø 10 years1 Inflation2 Core inflation3

2/2019 3/2019 4/2019 5/2019 2/2019 3/2019 4/2019 5/2019

United States 1.6 2.0 1.8 1.6 – 2.1 2.0 2.1 –

Eurozone 1.3 1.7 1.2 1.3 1.1 1.3 0.8 1.1 0.9

   Germany 1.3 2.0 1.4 1.6 1.7 1.5 1.4 1.4 –

   France 1.1 1.3 0.9 1.2 1.1 0.7 0.5 0.9 –

   Italy 1.2 1.1 0.8 0.7 0.4 0.6 0.4 0.4 0.5

   Spain 1.2 1.5 0.8 0.4 0.6 0.9 0.7 0.9 –

United Kingdom 2.2 2.1 2.0 2.0 – 1.8 1.7 1.8 –

Switzerland 0.0 0.7 0.6 0.6 0.3 0.5 0.6 0.7 0.4

Japan 0.3 0.9 0.8 0.7 – 0.6 0.5 0.6 –

Canada 1.6 2.0 2.4 2.0 – 1.5 2.0 2.0 –

Australia 2.1 1.4 1.5 1.6 – 1.4 1.4 1.5 –

Brazil 5.9 4.9 4.7 3.4 3.2 4.0 3.9 3.6 –

Russia 7.2 5.2 5.1 4.7 4.6 4.6 4.7 4.6 4.5

India 7.0 3.0 3.0 3.2 – – – – –

China 2.4 2.5 2.7 2.7 1.5 1.7 1.6 1.6 1.6

Advanced economies4 1.4 1.8 1.5 1.4 – 1.6 1.4 1.6 –

Emerging economies4 4.3 3.1 3.2 3.1 3.1 2.3 2.2 2.2 2.2

World economy4 2.7 2.4 2.4 2.3 – 1.7 1.6 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: 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 1.122 2.60 2.69 1.50 0.61 2.34 3.04 1.77 0.75

USDJPY 105.3 -2.28 -2.36 -1.25 -0.69 -1.95 -2.67 -1.56 -0.93

GBPUSD 1.208 1.41 1.50 0.68 0.16 1.16 1.77 0.78 0.16

EURCHF 1.088 -0.37 -0.35 -0.44 -0.48 -0.32 -0.28 -0.42 -0.57

USDCHF 0.970 -2.96 -3.04 -1.94 -1.08 -2.66 -3.32 -2.20 -1.32

GBPCHF 1.172 -1.55 -1.54 -1.26 -0.93 -1.49 -1.55 -1.41 -1.16

CHFJPY 108.6 0.68 0.69 0.68 0.39 0.70 0.65 0.64 0.39

AUDUSD 0.676 1.33 0.81 -0.43 -1.86 1.42 1.28 0.08 -1.34

USDCAD 1.324 -0.20 -0.36 0.07 0.44 0.06 -0.48 -0.15 0.25

USDSEK 9.569 -2.27 -2.69 -1.59 -0.28 -1.85 -3.01 -1.77 -0.43

USDRUB 65.6 5.17 4.59 8.49 7.41 5.41 4.47 7.97 7.09

USDBRL 3.989 13.54 13.54 12.45 9.83 3.32 4.78 8.61 8.94

USDCNY 7.068 0.44 0.48 2.38 3.06 1.09 0.43 2.13 2.70

USDTRY 5.557 14.62 19.83 13.31 10.66 14.06 22.18 13.26 10.71

USDINR 70.77 7.47 7.47 8.14 8.09 3.73 4.50 5.73 6.14

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: 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 1.122 -1.9 0.1 -1.9 -16.0 1.28 1.11 - 1.45 -12.4

USDJPY 105.3 -4.0 -3.9 -4.9 3.1 86.3 71.1 - 101.5 22.0

GBPUSD 1.208 -5.1 -6.4 -5.4 -28.1 1.58 1.41 - 1.8 -23.5

EURCHF 1.088 -3.4 -3.8 -4.2 -10.3 1.19 1.1 - 1.27 -8.3

USDCHF 0.970 -1.6 -3.8 -2.4 6.8 0.93 0.81 - 1.04 4.7

GBPCHF 1.172 -6.6 -10.0 -7.6 -23.2 1.46 1.26 - 1.67 -19.9

CHFJPY 108.6 -2.5 -0.1 -2.6 -3.5 93.1 78.8 - 107.4 16.6

AUDUSD 0.676 -4.0 -2.7 -7.7 -27.1 0.70 0.59 - 0.85 -3.6

USDCAD 1.324 -3.1 -1.7 1.2 21.0 1.20 1.1 - 1.3 10.1

USDSEK 9.569 7.9 -0.4 5.1 39.1 7.63 6.58 - 8.69 25.4

USDRUB 65.6 -5.4 0.8 -2.4 81.6 46.9 37.3 - 56.5 39.9

USDBRL 3.989 2.9 0.3 3.8 75.3 3.06 2.5 - 3.62 30.4

USDCNY 7.068 2.9 2.6 3.1 14.8 6.27 6.05 - 6.5 12.7

USDTRY 5.557 4.5 -7.3 -12.8 157.3 4.21 3.8 - 4.62 32.1

USDINR 70.77 1.4 0.4 2.8 15.8 68.6 64.4 - 72.9 3.1

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: Thomson Reuters Datastream, Wellershoff & Partners

Not least due to the escalation in the US-China trade 

dispute, worries about the global economy have in-

creased lately. This anxiety has led to the Japanese yen 

and Swiss franc appreciating over the past month, since 

both currencies are viewed as safe havens. The euro-

franc exchange rate recently fell below the 1.10 mark 

for the first time in two years, and the Swiss National 

Bank seems to have resumed its interventions on for-

eign exchange markets, also for the first time in two 

years, in an attempt to counter the franc’s appreciation.

After seeing little movement on currency markets in re-

cent weeks, momentum picked up again since early July. 

As we noted in the July issue of FX Monthly, China’s tight 

control of the renminbi’s exchange rate also makes the 

currency a tool in negotiations with the US in connec-

tion with the trade dispute. Since 2008, one dollar has 

always cost less than seven renminbi. After Mr. Trump 

announced new import tariffs on Chinese goods, Chi-

na’s central bank allowed the USDCNY exchange rate 

to rise above this psychologically important mark for 

the first time. Chinese goods thus become cheaper as 

the renminbi weakens, thus diluting the effect of Trump’s 

announced tariffs.

FX overview
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Source: Thomson Reuters Datastream, Wellershoff & Partners

10
20
30
40
50
60
70
80

2000 2002 2004 2006 2008 2010 2012 2014 2016 2018

USDRUB

1.00

1.50

2.00

2.50

3.00

3.50

4.00

2000 2002 2004 2006 2008 2010 2012 2014 2016 2018

USDBRL

5.50
6.00
6.50
7.00
7.50
8.00
8.50
9.00

2000 2002 2004 2006 2008 2010 2012 2014 2016 2018

USDCNY

35
40
45
50
55
60
65
70
75
80

2000 2002 2004 2006 2008 2010 2012 2014 2016 2018

USDINR

1.00

1.20

1.40

1.60

1.80

2.00

2.20

1985 1990 1995 2000 2005 2010 2015 2020

GBPUSD

0.20

0.40

0.60

0.80

1.00

1.20

1985 1990 1995 2000 2005 2010 2015 2020

AUDUSD

1.00

1.20

1.40

1.60

1.80

2.00

2.20

1985 1990 1995 2000 2005 2010 2015 2020

EURCHF

0.50

1.00

1.50

2.00

2.50

3.00

1985 1990 1995 2000 2005 2010 2015 2020

USDCHF

0.60

0.80

1.00

1.20

1.40

1.60

1985 1990 1995 2000 2005 2010 2015 2020

Spot
PPP
Neutral territory

EURUSD

50

100

150

200

250

300

1985 1990 1995 2000 2005 2010 2015 2020

USDJPY

FX Monthly | 16



FX volatility

Source: 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 1.122 5.2 6.8 8.4 9.4 6.0 6.6 8.5 9.9

USDJPY 105.3 6.0 8.2 9.0 9.8 6.1 7.8 9.4 10.6

GBPUSD 1.208 6.7 12.6 9.2 9.2 8.2 10.5 9.4 9.8

EURCHF 1.088 4.5 5.7 6.1 6.2 4.6 5.3 6.7 6.9

USDCHF 0.970 6.2 7.3 8.3 9.4 5.8 7.2 8.8 10.0

GBPCHF 1.172 7.0 12.6 9.3 9.4 7.9 10.2 9.5 10.0

CHFJPY 108.6 5.5 6.9 8.9 10.4 6.2 7.1 9.5 11.2

AUDUSD 0.676 6.6 8.5 9.7 10.9 8.0 8.8 10.3 11.7

USDCAD 1.324 5.0 6.0 7.9 8.5 5.9 6.2 8.2 9.1

USDSEK 9.569 6.8 9.1 9.7 11.2 8.4 9.1 10.0 11.7

USDRUB 65.6 8.4 10.6 17.0 14.2 10.0 11.6 17.2 15.0

USDBRL 3.989 11.6 13.0 15.8 14.7 14.3 12.7 15.9 15.4

USDCNY 7.068 4.1 5.7 4.6 3.4 3.8 5.6 5.4 4.4

USDTRY 5.557 14.8 16.5 15.1 13.3 22.1 18.4 16.1 14.6

USDINR 70.77 5.5 6.9 6.6 8.5 6.5 7.0 7.8 9.5

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: Thomson Reuters Datastream, Wellershoff & Partners
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Source: 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 -0.4 -0.1 -0.7 -2.9 -0.4 -0.1 -0.7 -2.9

Swiss government bonds 9.5 7.0 11.3 18.4 9.5 7.0 11.3 18.4

Swiss corporate bonds 5.8 3.5 6.4 12.0 5.8 3.5 6.4 12.0

Swiss equities (SMI) 19.5 3.9 11.7 37.3 19.5 3.9 11.7 37.3

European equities (Stoxx600) 13.0 -0.6 -0.5 32.8 9.1 -4.3 -4.7 19.1

UK equities (Ftse100) 10.7 1.1 -1.6 32.3 3.4 -9.1 -9.1 2.5

Japanese equities (Topix) 2.0 -1.8 -10.5 32.5 4.6 -1.7 -8.1 37.8

US equities (S&P 500) 16.4 2.2 3.8 64.1 18.3 6.3 6.3 53.4

Emerging markets equities 3.0 -2.5 -5.6 4.4 4.7 1.3 -3.3 -2.4

Global equities (MSCI World) 14.3 1.5 1.5 40.4 16.2 5.5 4.0 31.3

Swiss real estate 20.1 7.4 16.6 46.7 20.1 7.4 16.6 46.7

Global real estate 16.8 3.1 11.4 33.3 18.7 7.2 14.0 24.7

Commodities 0.1 -3.2 -8.8 -39.2 1.8 0.7 -6.6 -43.1

Brent oil 9.9 -18.2 -19.9 -43.3 11.7 -15.0 -17.9 -47.0

Gold 17.5 16.1 23.9 14.8 19.4 20.7 26.9 7.3

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

Performance overview
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Source: 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 euro has come under pressure against the Swiss franc 

over the past weeks. For the first time in two years, the 

euro fell below 1.09 francs. The SNB appears to be inter-

vening, trying to prevent the franc’s appreciation. If the 

US-China trade war continues to worsen or if President 

Trump were to hit Europe with punitive tariffs, the uncer-

tainty surrounding the economy, and thus the upward 

pressure on the franc, would increase. As things stand, the 

outlook for the SNB’s balance sheet does not look good.

EURCHF 1.00


