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The franc remains “highly valued” mostly due to the presence of global risks and
uncertainty. The SNB has therefore reasserted the need to keep monetary policy
accommodative and, most of all, that it is ready to act on the currency market if

necessary. Weakening expected beyond the near term, but risks are skewed upwards.
Research Department

The Swiss franc has progressively appreciated against the euro in the course of 2019, displaying

a particularly strong trend between April and September, when it rose from lows in the EUR/CHF

1.14 area to highs in the EUR/CHF 1.08 area (Fig. 1). The underlying trend of the EUR/CHF  Nacroeconomic and Fixed
exchange rate remains essentially aligned with that of the EUR/USD, which has also weakened in Income Research

the course of the year, although the positive correlation between the EUR/CHF and the EUR/USD

has slackened somewhat compared to the average for the past few years, proving more

sensitive to global developments. Specifically, the strengthening of the franc is tied to the

deterioration of the international scenario, where the widespread slowdown of activi i Asmara Jamaleh

made worse by the risks stemming from US-China trade tensions and geopaliti i Economist

exchange rate (Fig. 2).

The deterioration of the global picture is having negative repercussio
well, as also pointed out by the central bank at its latest mone
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More in detail, the SNB continues to consider the franc as “highly valued” and the situation on
the currency market fragile. As a result, in light of recent developments on the international front
and of the domestic inflation scenario, the central bank confirmed that monetary policy needs
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to remain accommodative, leaving unchanged at -0.75% the intervention rate! and reasserting
its determination to act on the currency market if needed, with the aim of containing unwelcome
upward pressures on the exchange rate. The policy strategy remains unchanged: keeping
interest rates in negative territory and confirming the determination to act on the exchange rate
remain crucial in easing upward pressures on the franc and therefore stabilising the trend of
inflation, while offering support to growth at the same time.

The only operational change introduced on occasion of the September meeting was the
announcement of the adjustment of the calculation basis for the negative interest rate applied
to sight deposits held by banks with the central bank. The banks will continue to pay negative
interest on the share of deposits in excess of a certain exemption threshold. The adjustment will
concern this threshold, which starting on 1t November will be updated monthly based on the
evolution over time of bank balance sheets, and will be effectively raised in order to reduce the
costs for the banking system resulting from the presence of negative interest rates2. This move
may even be a prelude to a potential rate cut, as in September the SNB left rates unchanged,
whereas both the ECB and the Fed, respectively one week and one day beforehand, cut them,
creating a gap in policy action which fuelled a strengthening of the franc against both the euro
and the dollar on the wake of the SNB meeting.

ber. The central
policy decisions:

December, and the KOF leading indicator, due out on 30 Octo
bank will also take into account the evolution of the exchan

be considered in light of developments on the other ed. Any speeches by SNB
central bankers should also be monitored close ddress delivered on 2 October,
Maechler stressed that monetary policy mus modative to counter global
uncertainty, making explicit reference to the ke ) 1 on this front by developments in the
trade dispute between the US an
recourse to negative interest rat i at the difficulty lies in determining how
long this “temporary” phase sho affirmed the SNB’s determination to act on the
currency markets if deemed necessary.

In light of the scenario of global unce hich is unlikely to be resolved any time soon, we
continue to expect the franc to generally stabilise in the near term against the euro, at its strong
recent levels of EUR/CHF 1.08-1.10 on a 1m-3m horizon. Subsequently, on the other hand, the
franc should weaken back towards EUR/CHF 1.12-1.13-1.15 on a 6m-12m-24m horizon, given the
prospect of the SNB keeping monetary policy markedly accommodative for an extended period
of time, at least equal to the ECB’s timeline, to prevent a narrowing of rate/yield differentials to
the advantage of Switzerland prompting an undesired appreciation of the Swiss currency. The

1The SNB introduced a single policy rate on occasion of the meeting held on 13 June 2019. The new intervention
rate replaces the target range previously used for the 3m Libor, which until June was of between -1.25% and -
0.25%, and corresponds to the rate on the sight deposits of banks held with the central bank, of -0,75% in June.
This way, continuity of the parameters and of the monetary policy stance were maintained. The decision to
introduce a new policy rate was dictated by the “lack of guarantees on the future of the Libor”, as the British
banking supervision authority will suspend contribution to this rate after the end of 2021, and the SNB drafts its
conditioned inflation forecasts assuming unchanged interest rates along the entire forecasting horizon, which
is three years long and would therefore extend to beyond 2021 (the details are explained by the SNB in the
“Press Release - Monetary policy assessment of 13 June 2019:
https://www.snb.ch/it/mmr/reference/pre_20190613/source/pre_20190613.it.pdf).

2 The details are explained by the SNB in the “Press Release - Monetary policy assessment of 19 September
2019”: https://www.snb.ch/it/mmr/reference/pre_20190919/source/pre_20190919.en.pdf).
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expected weakening, however, is modest, as the tendency towards a policy alignment between
the SNB and the ECB should keep rate/yield differentials relatively stable. Risks to the forecast
outlook are skewed to the upside, therefore the franc could prove stronger than expected (within
EUR/CHF 1.06-1.05 in the near term), as the uncertainties currently weighing on the global context
could prove more persistent or produce tail-end effects beyond the near term.
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Central banks (calendar)

Date (time) Country Monetary policy meetings

24 October

09:30 SEK Riksbank: interest rate announcement (current repo rate = -0.25%)

10:00 NOK Norges Bank: interest rate announcement (current depo rate = 1.50%)

13:45 EUR ECB: interest rate announcement (current main refi rate = 0.00% and current deposit facility rate = -0.50%)
30 October

15:00 CAD Bank of Canada: interest rate announcement (current BoC overnight lending rate = 1.75%)

19:00 usD Fed: interest rate announcement (current Fed Funds target range = 1.75-2.00%)

31 October

- JPY BoJ: policy announcement (current short-term policy rate = -0.10%, current long-term policy rate = 0.00%)
5 November

04.30 AUD Reserve Bank of Australia: interest rate announcement (current cash rate target = 0.75%)

7 November

13:00 GBP BOE: interest rate announcement (current bank rate = 0.75%) and publication of the Inflation Report
13 November

02:00 NZD Reserve Bank of New Zealand: interest rate announcement (current official cash rate = 1.00%)

3 December

04.30 AUD Reserve Bank of Australia: interest rate announcement

4 December

16:00 CAD Bank of Canada: interest rate announcement

11 December

20:00 usb Fed: interest rate announcement

12 December

09:30 CHF SNB: interest rate announcement (current policy rate = -0.7

13:45 EUR ECB: interest rate announcement

19 December

- JPY BoJ: interest rate announcement

09:30 SEK Riksbank: interest rate announcement

10:00 NOK Norges Bank: interest rate announcement

13:00 GBP BOE: interest rate announcement

Source: Research Department - Intesa Sanpaolo S.p.A.

Past Values e Rates Forecast
[BLANKO] -24m -12m -6m 09-10-19 +1lm +3m +6m +12m +24m
EUR/USD 117 1.15 1.0981 1.10 1.12 1.15 1.17 1.20
USD/JPY 113 113 111 107.31 105 108 110 112 114
GBP/USD 131 131 . 1.2223 1.22 1.25 1.28 1.32 1.35
EUR/CHF 1.15 1.14 13 111 1.10 1.0905 1.08 1.10 112 1.13 1.15
EUR/SEK 9.54 10.46 10.43 0.62 10.67 10.9189 10.80 10.60 10.50 10.40 10.00
EUR/NOK 9.37 9.50 9.70 9.86 10.0590 10.05 9.90 9.70 9.50 9.30
EUR/DKK 7.44 7.46 . 7.46 7.46 7.4687 7.46 7.46 7.46 7.46 7.46
USD/CAD 1.25 1.29 1.33 131 1.32 1.3299 1.34 1.32 1.30 1.28 1.26
AUD/USD 0.78 0.71 0.71 0.69 0.69 0.6743 0.66 0.68 0.70 0.72 0.74
NZD/USD 0.71 0.65 0.67 0.66 0.64 0.6315 0.62 0.64 0.66 0.68 0.70
EUR/JPY 132 130 125 122 118 117.88 116 121 126 131 136
EUR/GBP 0.89 0.87 0.86 0.90 0.89 0.8984 0.90 0.89 0.89 0.88 0.88
EUR/CAD 1.47 1.49 1.50 1.47 1.45 1.4606 1.47 1.48 1.49 1.50 151
EUR/AUD 151 1.62 1.58 1.62 161 1.6285 1.67 1.65 1.64 1.63 161
EUR/NZD 1.66 1.77 1.67 1.70 1.72 1.7384 1.77 1.75 1.73 1.72 171

Source: Thomson Reuters and Intesa Sanpaolo elaborations
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Appendix

Analyst Certification and Other Important Disclosures

The analysts drafting this report state that the opinions, forecasts, and estimates contained herein are the result of independent
and subjective evaluation of the data and information obtained and no part of their compensation has been, is, or will be directly
or indirectly linked to the views expressed.

This research has been prepared by Intesa Sanpaolo S.p.A. and distributed by Banca IMI S.p.A. Milan, Banca IMI SpA-London
Branch (a member of the London Stock Exchange) and Banca IMI Securities Corp (a member of the NYSE and FINRA). Intesa
Sanpaolo S.p.A. accepts full responsibility for the contents of this report. Please also note that Intesa Sanpaolo S.p.A. reserves the
right to issue this document to its own clients. Banca IMI S.p.A. and Intesa Sanpaolo S.p.A. are both part of the Gruppo Intesa
Sanpaolo. Intesa Sanpaolo S.p.A. and Banca IMI S.p.A. are both authorised by the Banca d'ltalia, are both regulated by the
Financial Conduct Authority in the conduct of designated investment business in the UK and by the SEC for the conduct of US
business.

Opinions and estimates in this research are as at the date of this material and are subject to change without notice to the
recipient. Information and opinions have been obtained from sources believed to be reliable, but no representation or warranty
is made as to their accuracy or correctness.

purchase or sale of any financial products. It should not be regarded as
judgement.

No Intesa Sanpaolo S.p.A. or Banca IMI S.p.A. entities accept any liabili
arising from any use of material contained in this report.

This document may only be reproduced or published together wi

Residents in Italy: this document is intended for distrib fessional clients and qualified counterparties as defined in
Consob Regulation no. 20307 of 15.02.2018, as sub and supplemented, either as a printed document and/or
in electronic form.

Person and residents in the UK: this
private customers under rules of |

ibution in the United Kingdom to persons who would be defined as

US persons: this document is int:
Rule 15a-6. US Customers wishing
Corp. in the US (see contact details above).

the United States only to Major US Institutional Investors as defined in SEC
ction should do so only by contacting a representative at Banca IMI Securities

This document is for the exclusive use of the person to whom it is delivered by Banca IMI and Intesa Sanpaolo and may not be
reproduced, redistributed, directly or indirectly, to third parties or published, in whole or in part, for any reason, without prior
consent expressed by Banca IMI and/or Intesa Sanpaolo. The copyright and all other intellectual property rights on the data,
information, opinions and assessments referred to in this information document are the exclusive domain of the Intesa Sanpaolo
banking group, unless otherwise indicated. Such data, information, opinions and assessments cannot be the subject of further
distribution or reproduction in any form and using any technique, even partially, except with express written consent by Banca

IMI and/or Intesa Sanpaolo.

Persons who receive this document are obliged to comply with the above indications.

Valuation Methodology

Comments on macroeconomic data are prepared based on macroeconomic and market news and data available via
information providers such as Bloomberg and Thomson Reuters-Datastream. Macroeconomic, exchange rates and interest rate
forecasts are prepared by the Intesa Sanpaolo Research Department, using dedicated econometric models. Forecasts are
obtained using analyses of historical statistical data series made available by the leading data providers and also on the basis of
consensus data, taking account of appropriate connections between them.
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Disclosure of potential conflicts of interest

Intesa Sanpaolo S.p.A. and the other companies belonging to the Intesa Sanpaolo Banking Group (jointly also the “Intesa
Sanpaolo Banking Group”) have adopted written guidelines “Modello di Organizzazione, Gestione e Controllo” pursuant to
Legislatve Decree 8 June, 2001 no. 231 (available at the Intesa Sanpaolo website, webpage
https://www.group.intesasanpaolo.com/scriptlsir0/si09/governance/eng_dlgs_231_2001.jsp ) setting forth practices and
procedures, in accordance with applicable regulations by the competent Italian authorities and best international practice,
including those known as Information Barriers, to restrict the flow of information, namely inside and/or confidential information, to
prevent the misuse of such information and to prevent any conflicts of interest arising from the many activities of the Intesa
Sanpaolo Banking Group which may adversely affect the interests of the customer in accordance with current regulations.

In particular, the description of the measures taken to manage interest and conflicts of interest — related to Articles 5 and 6 of the
Commission Delegated Regulation (EU) 2016/958 of 9 March 2016 supplementing Regulation (EU) No. 596/2014 of the European
Parliament and of the Council with regard to regulatory technical standards for the technical arrangements for objective
presentation of investment recommendations or other information recommending or suggesting an investment strategy and for
disclosure of particular interests or indications of conflicts of interest as subsequently amended and supplemented, the FINRA Rule
2241, as well as the FCA Conduct of Business Sourcebook rules COBS 12.4 - between the Intesa Sanpaolo Banking Group and
issuers of financial instruments, and their group companies, and referred to in research products produced by analysts at Intesa
Sanpaolo S.p.A. is available in the "Rules for Research " and in the extract of the "Cor del on the management of inside
information and conflicts of interest’ published on the welsite a dhSanpaolo S.p.A., webpage
ong /with a summary sheet on the
website of Banca IMI S.p.A. webpage https://www.bancaimi.com/en/bancaimi/chisia umentazione/normative.html. This
documentation is available to the recipient of this research upon making st to the Compliance Department, Intesa
San Paolo S.p.A., Via Hoepli, 10 - 20121 Milan - Italy.

Furthermore, in accordance with the aforesaid regulations, the di
conflicts of interest are through webpage
https://www.group.intesasanpaolo.com/scriptlsir0/si09/studi “Jhe conflicts of interest published on the internet
site are updated to at least the day before the publishing'dat i . We highlight that disclosures are also available to
the recipient of this report upon making a written re Sanpaolo S.p.A. - Macroeconomic and Fixed Income
Research, Via Romagnosi, 5 - 20121 Milan - Italy.

tesa Sanpaolo Banking Group’s interests and

and by the European Financial Stability Facility.
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