@
MONEX

USDCHF UPDATE

September 2023

Upside in USDCHF to be
capped by EURUSD downside
and SNB intervention

AUTHOR

SIMON HARVEY

Head of FX Analysis

+44 (0) 203 650 6472
Simon.Harvey@monexeuro pe.com




At eleven successive days and counting, the current rally in USDCHF is the
longest since 1975. In a market that has lacked durable trends, the unfettered
rally in USDCHF has unsurprisingly drawn a lot of attention, especially since
the Swiss National Bank’s latest decision to hold rates at 1.75% renders the
franc as an optimal funding currency. However, we think upside in USDCHF
is now limited and the path higher from current spot levels is unlikely to be
as smooth as the recent trend suggests.

SNB intervention likely to prevent EURCHF rising above 0.97

As we argued after last week’s interest rate announcement, FX intervention
is now the SNB’s primary policy tool given domestic growth has stagnated
and most of the expected resurgence in inflation is due to be imported.
While not officially confirmed, it is common knowledge that the SNB
monitors the EURCHF exchange rate as opposed to an undisclosed trade-
weighted index to determine when to intervene. This is unsurprising given
that Switzerland conducts 43% more trade with just five of eurozone nations
relative to the US and China together, in which we assume trade is
conducted in US dollars. In fact, this figure more than triples to 135% when
looking at Swiss imports alone in 2022, which is naturally the focus for
imported inflation.

While the SNB's intervention efforts have reduced recently, we expect sight deposit
data to reflect increased activity
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With upside risks to the SNB’s inflation projections building amid the rise in
oil prices and the percentage point rally in EURCHF since last week’s policy
decision, a development that has taken the cross towards the top of its recent
range, we think the central bank is likely to make good on its commitment to
intervene in FX markets to maintain a strong franc. While such actions weren’t
visible in sight deposit data for last week, suggesting that the SNB didn’t
intervene in FX markets aggressively to smooth the market response to their
decision to hold rates, we think the upcoming weekly data should begin to
suggest increased activity from the central bank now EURCHF trades close to
the upper end of its recent range.

With the SNB attentive to higher imported inflation, we expect them to prevent
EURCHF from rising above 0.97
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USDCHF unlikely to break fresh year-to-date highs in Q4

Under our expectation that upside in EURCHF will be capped at 0.97 by
SNB intervention to reduce upside inflation risks, a continuation in the

trend higher in USDCHF is dependent on price action in EURUSD. While

the single currency has generally been trending lower in recent weeks on
widening growth and rate differentials, a key hurdle is now present in the 1.05
psychological level.
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While there are conditions that could force the single currency to plumb
fresh lows—deteriorating activity data or inflation data in the eurozone, a
continued bid in the dollar on weak equities and higher long-term Treasury
yields, or widening peripheral eurozone bond spreads—all of these factors
will likely induce a haven bid in the franc against the euro, offsetting the
impact a decline in EURUSD will have on USDCHF.

“In fact, with EURUSD unlikely to approach parity again this year
without a sharp recession in the eurozone becoming an economic
reality, and the SNB unlikely to become concerned over excessive
franc strength above 0.95 on EURCHE we think upside in the
USDCHF will be limited at its current year-to-date highs of 0.944. This
would represent a 2.8% rally from current levels.”
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General disclosure

This material, including, any statistical information, is provided for informational
purposes only. It does not constitute advice and you should seek independent
advice if necessary.

The material is based upon information which we consider reliable, but may
not be accurate or complete, and therefore should not be relied upon. Any
estimates and forward-looking statements, or forecasts do not represent a
guarantee of future performance. The opinions expressed are as of January
2023 and subject to change. Reliance upon information in this material is at the
sole discretion of the reader. No permission is granted to reprint, sell, copy,
distribute, or modify this material, in any form or by any means except with the
written permission of Monex Europe Limited.

Monex Europe Limited (“Monex Europe”) is part of the wider financial services
group, Monex S.A.PI. de CV. (formerly Monex S.A.B. de CV.) (“"Monex”), a global
investment-grade financial services institution.

Part of the Monex group, Monex Europe Limited is headquartered in London
(UK) and is an independent subsidiary of Monex Europe Holdings Limited.
Monex Europe Holdings Limited operates various other subsidiaries in the
FX industry; in the UK, Monex Europe Markets Limited; Monex Europe S.A. in
Luxembourg, Spain and The Netherlands; Monex Canada Inc. in Toronto; and
MonFX Pte Ltd in Singapore.

Not all products and services are available in all jurisdictions. Details of

the different entities can be found at www.monexeurope.com/contact-us.
Further information on the respective entities’ regulated status and available
products and services can then be found on the relevant links to the individual
jurisdictions’ website.

Market specific disclosures

United Kingdom: This document is distributed in the U.K. by Monex Europe
Limited (“Monex Europe”) and Monex Europe Markets Limited (“Monex Europe
Markets”). Monex Europe Limited is authorised and regulated by the Financial
Conduct Authority (FCA) under the Payment Services Directive (PSD) as an
Authorised Payment Institution - firm registration number 463951. Monex
Europe Markets Limited is an authorised and regulated investment firm, FCA
reference number 596146. Monex Europe Markets only transacts business with
clients who have been categorised as Professional or Eligible Counterparties.
Foreign exchange options and other derivative products are not suitable for
everyone and may present a high level of risk to your capital. You should seek
independent advice if necessary. This communication has not been reviewed
by the Financial Conduct Authority.

It is for information only and does not constitute investment advice, or an offer
to sell, or a solicitation of an offer to buy any investment product or service.

European Economic Area (EEA): This document is distributed in the EEA by
Monex Europe S.A., a company registered in Luxembourg with registration
number B230160 and has its registered office at 2 Rue Edward Steichen,
[-2540 Luxembourg. Monex Europe S.A. is authorised and regulated by the
Commission de Surveillance du Secteur Financier as a payment institution.
Licence number 16/20 and regulatory identification number Z00000023. The
entity delivers services to clients across Europe. This communication has not
been reviewed by the CSSF. It is for information only and does not constitute
investment advice, or an offer to sell, or a solicitation of an offer to buy any
investment product or service.

Canada: This document is distributed in Canada by Monex Canada Inc.
(“Monex Canada”). Monex Canada is a registered extra-provincial company
under the Canada Business Corporations Act. Corporation number: 884479-
8. Registered address: 199 Bay Street, Suite 4000, Toronto, Ontario, M5L 1A9.
Monex Canada is registered with the Financial Transactions and Reports
Canada is registered with both the Financial Transactions and Reports
Analysis Centre of Canada (“FINTRAC”) and the Revenu Quebec. In Toronto,
Ontario, Monex Canada is registered as an MSB with FINTRAC and holds
registration number M17698932. Additionally, Monex Canada holds a license
from Revenu Quebec with license number 11642. This communication has not
been reviewed by FINTRAC. It is for information only and does not constitute
investment advice, or an offer to sell, or a solicitation of an offer to buy any
investment product or service.

Singapore: This document is distributed in Singapore by MonFX Pte Ltd
(“MonFX"). MonFX Pte Ltd is licensed and regulated by the Monetary Authority
of Singapore as a Major Payment Institution under the Payment Services Act
2019 and as a Capital Markets Services Licence holder under the Securities
and Futures Act 2001. MonFX Pte Ltd is a company registered in Singapore
with registration number 201611101E and has its trading address as Asia
Square Tower 2, #23-01, 12 Marina View, Singapore 018961. The entity
delivers services to clients across Singapore and other APAC countries. This
communication has not been reviewed by the Monetary Authority of Singapore.
It is for information only and does not constitute investment advice, or an offer
to sell, or a solicitation of an offer to buy any investment product or service.
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