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SUMMARY

o Atits latest meeting in June, the Swiss National Bank (SNB) decided to cut its
policy rate for the second time this year, bringing it down to 1.25%. We expect
one final rate cut in September, although it could come later.

o We continue to believe that the SNB will be reluctant to cut rates way below its
estimate of the neutral rate, which is likely to be around 1%. For the SNB to cut
rates below 1%, the bank would need to see the balance of risks to growth and
inflation shifting to the downside.

o Swiss bond yields fell in the wake of the French election announcement and SNB
meeting in June. But after reaching a low of 0.54% at the end of June, the 10-year
Swiss government bond yield had rebounded to 0.65% by 8 July, after the French
election.

o Taking into account the additional SNB rate cut that we now expect, we are
lowering our year-end forecast for the 10-year Swiss sovereign bond yield from
0.9% to 0.7%. We therefore remain underweight Swiss bond duration because of
the low yields on offer and because the inverted yield curve makes short-dated
Swiss bonds more attractive.

o Investors’ concerns over fiscal discipline in major economies are seen as
supporting the safe-haven Swiss franc. In particular, continued political concerns
in the euro area and the upcoming US presidential elections could give the
currency a boost. The Swiss franc could hover between CHF0.94 and CHF0.98
relative to the euro in the next months.

ONE LAST CUT BY THE SNB

At its June meeting, the Swiss National Bank (SNB) decided to cut its policy rate
for the second time this year, bringing it down to 1.25% (chart 1). The main
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justification given was that “underlying inflationary pressure [had] decreased again
compared with the preview quarter”. Crucially, the SNB’s conditional inflation
forecasts were revised lower by 10bp to 1.1% in 2025 and 1.0% in 2026, reflecting
(somewhat) lower second-round effects (chart 2). Since the SNB assumes stable
policy rates in their projections, the forecasts would have been even lower without
June’s rate cut, providing another justification not to delay this decision. For now,
the SNB sees monetary conditions as “appropriate”, but it left the door open for
further easing if needed. The weaker-than-expected June inflation print will proba-
bly also be seen as supporting the SNB’s rate cut.

The SNB continues to expect a moderate recovery in the Swiss economy, with real
GDP growth of around 1% this year, picking up to around 1.5% in 2025. However,
downside risks from external demand and (geo-)political uncertainty have in-

creased.
Chart 1: Policy rates and our projections Chart 2: Swiss inflation rate and SNB projections
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To some extent, the SNB’s dovish messaging also reflects their concerns over
currency appreciation. The language on FX interventions was left unchanged in its
June statement, with the SNB still “willing to be active in the foreign exchange mar-
ket as necessary”. But SNB chairman Thomas Jordan mentioned the “very im-
portant role” of the exchange rate, adding that the SNB would use all its mone-
tary policy measures” to ensure that inflation remains within the range con-
sistent with price stability”. The SNB is likely monitoring the political situation in
France and in the US very closely, and could intervene in case of excessive volatility
and unwarranted tightening of the Swiss franc.

Looking ahead, we expect one final rate cut this year. Our base case is that this
cut will come in September, but FX developments, policy decisions by other
central banks (particularly in the US and the euro area) and inflation make the
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timing difficult to predict. Should inflation surprise to the upside over the sum-
mer, the SNB is likely to refrain from cutting rates again for longer. We also main-
tain the view that the SNB will be reluctant to cut rates much below its esti-
mate of the neutral rate, which is likely to be around 1%. For the SNB to cut rates
below 1%, it would need to see more downside risks to growth and inflation.

SWISS BONDS AS A SAFE-HAVEN

Already strong in 2023 (up 8% in CHF), seven-to-10-year Swiss government bonds
have again outperformed year-to-date, posting a positive total return performance
of 0.7% (on 8 July), while German and US bonds have posted a negative performance
in local currency.

The divergence in the performance of US, German and Swiss government bonds—
usually all considered as ‘safe-havens’—has widened in the past couple of years (chart
3). The 10-year Swiss yield started to decouple from the 10-year German Bund
yield in mid-2022, when it became clear that much more subdued inflationary pres-
sures in Switzerland than in the euro area would ensure that the SNB hiked rates
less aggressively than the European Central Bank (ECB). After hiking its policy rate
to a peak of 1.75% in June 2023 (compared to 4.0% for the ECB and 5.25-5.50% for the
US Federal Reserve (Fed)), the SNB surprised market participants by lowering its
policy rate earlier than either, with the first Swiss rate cut coming in March.

Market participants are now fully pricing in an additional rate cut from the
SNB over the next twelve months (chart 4). They are even contemplating the possi-
bility of more rate cuts over the medium term. The political uncertainty related to
the snap election in France and the related strengthening of the Swiss franc drove
the 10-year Swiss government bond yield down to 0.54% on 28 June, its lowest point
this year. With the French elections now behind us, 10-year Swiss and German gov-
ernment bond yields have both rebounded (to 0.65% and 2.54%, respectively, on July
8).

Taking into account the additional SNB rate cut that we now expect, we are
lowering our year-end forecast for the 10-year Swiss sovereign bond yield from
0.9% to 0.7%. Due to Swiss bonds’ safe-haven status, we could see the 10-year yield
decline lower than this in the autumn, towards 0.5%, as 2025 budget deliberations in
the euro area could reignite political uncertainty. Nevertheless, we expect govern-
ments to reach some sort of agreement over the fiscal path ahead, paving the way
for the 10-year Swiss yield to rise again towards our 0.7% year-end forecast. We
therefore remain underweight duration in the Swiss bond market because of
low yields and because the inverted yield curve makes short-dated Swiss bonds
more attractive.
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Chart 3: Swiss, German and US sovereign yields

PICTET WEALTH MANAGEMENT

Chart 4: CHF overnight index swap (OIS) curve
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FISCAL CONCERNS TO LIMIT CHF WEAKNESS

The Swiss franc has weakened since the start of the year as the SNB has shifted
to a more accommodative stance. However, this trend may not last, as the mone-
tary easing cycle in Switzerland is likely to prove shorter than elsewhere. What’s
more, the franc’s sensitivity to interest-rate differentials tends to be volatile (chart
5). After all, the franc appreciated significantly in 2022 and 2023 despite a sharp dete-
rioration in rate differentials.

Investors’ concerns about the large volume of high-cost debt in major economies
and ongoing fiscal slippage could increase. The hung parliament following the snap
legislative elections in France and the upcoming US elections have heightened these
concerns even more. Because of tight fiscal discipline in Switzerland, the franc is
seen as an attractive hedge against fiscal risks elsewhere (chart 6).

The Swiss franc is sensitive to portfolio investment flows. While rising fiscal con-
cerns could lead to higher foreign inflows and reduced Swiss outflows, this sup-
portive factor for the franc could be counterbalanced by continued global
growth and low Swiss yields.

Having reached our short-term target of CHF0.99 against the euro, we see reduced
downside potential for the franc given that fiscal concerns outside Switzerland
are likely to be at the top of investors’ minds in the coming months. Our base
case is for the franc to trade in a range between CHFo0.94 and CHF0.98 in the
foreseeable future, in keeping with our three-month projection of CHF0.97 (vs.
CHFo0.99 in our previous forecast) and year-end forecast of CHFo0.95 (vs. CHF0.99
previously). Besides the search for higher carry, we think that the Swiss franc’s
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upside potential could be limited by possible SNB interventions in the cur-
rency market as significant appreciation of the franc (on the back of heightened
fiscal concerns, for example) would likely be seen as endangering its price-stabil-
ity mandate.

Chart 5: Swiss franc vs. 10-year rates differential Chart 6: EUR/CHF vs. EA 10-year yield spreads
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DISCLAIMERS
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rope) AG, Neue Mainzer Str. 1
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Banque Pictet & Cie SA is es-
tablished in Switzerland, ex-
clusively licensed under Swiss
Law and therefore subject to
the supervision of the Swiss
Financial Market Supervisory
Authority (FINMA).

Bank Pictet & Cie (Europe) AG
is established in Germany, au-
thorised and regulated by the
Bundesanstalt fur Fi-
nanzdienstleistungsaufsicht,
the German Federal Financial
Supervisory Authority (Bafin).

This marketing communica-
tion is not intended for per-
sons who are citizens of, dom-
iciled or resident in, or entities
registered in a country or a ju-
risdiction in which its distribu-
tion, publication, provision or
use would violate current laws
and regulations.

The information, data and
analysis furnished in this doc-
ument are disclosed for infor-
mation purposes only. They
do not amount to any type of
recommendation, either gen-
eral or tailored to the personal
circumstances of any person.
Unless specifically stated oth-
erwise, all price information is
indicative only. No entity of
the Pictet Group may be held
liable for them, nor do they
constitute an offer or an invi-
tation to buy, sell or subscribe
to securities or other financial
instruments. The information
contained herein is the result
neither of financial analysis
within the meaning of the
Swiss Bankers Association’s
Directives on the Independ-
ence of Financial Research,
nor of investment research for
the purposes of the relevant
EU MIFID provisions. All infor-
mation and opinions ex-
pressed in this document were
obtained from sources be-
lieved to be reliable and in
good faith, but no representa-
tion or warranty, express or
implied, is made as to its accu-
racy or completeness.
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This marketing publication is
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SA. This marketing publication
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dicated. All rights reserved.
Copyright 2023.

Distributor: Bank Pictet & Cie
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This is a marketing communi-
cation distributed by Pictet
London Branch.

This document sets forth nei-
ther a personal recommenda-
tion tailored to the needs, ob-
jectives and financial situation
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press or implied warranty is
given as to future perfor-
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pressed reflect an objective
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mation. The market value of
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on the basis of economic, fi-
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the remaining term, market
conditions, the volatility and
solvency of the issuer or the
benchmark issuer. Moreover,
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positive or negative effect on
the value, the price or the in-
come of the securities or the
related investments men-
tioned in this document. It is
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Packaged Retail and Insur-
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ucts (“KIDs"), please note that
these may change without no-
tice. You should therefore en-
sure that you review the latest
version of them prior to con-
firming to Pictet London your
decision to invest. If you have
been provided with a link to
access the respective
KID/other product document,
you should therefore click on
the link immediately before
confirming to Pictet London
Branch your decision to in-
vest, in order to review the
most recent version of the re-
spective KID/other product
document. If you have not
been provided with a link to
access the relevant document,
orif you are in any doubt as to
what the latest version of the
respective KID/other product
document is, or where it can
be found, please ask your
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contact.

Pictet London Branch is not
the manufacturer of the prod-
uct(s) and the KID/other prod-
uct document is provided by a
third party. The KID/other
product document is obtained
from sources believed to be
reliable. Pictet London Branch
does not make any guarantee
or warranty as to the correct-
ness and accuracy of the data
contained in the KID/other
product document. Pictet
London Branch may not be
held liable for an investment
decision or other transaction
made based on reliance on, or
use of, the data contained in
the KID/other product docu-
ment.

By subscribing to the prod-
uct(s) proposed herein, you
acknowledge that you have (i)
received, in good time, read
and understood any relevant
documentation linked to the
product(s), including, as the
case may be, the respective
KID/other product document;
(i) taken note of the prod-
uct(s) restrictions; and (iii)
meet the applicable subjective
and objective eligibility condi-
tions to invest in the prod-
uct(s).

Pictet London Branch may, if
necessary, rely on these
acknowledgements and re-
ceive your orders, to transmit
them to another professional,
or to execute them, according
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political factors, time to ma-
turity, market conditions and
volatility, and the credit qual-
ity of any issuer or reference
issuer. Furthermore, foreign
currency rates of exchange
may have a positive or adverse
effect on the value, price or in-
come of any Investment men-
tioned in this document. Ac-
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willing and able to assume all
risks and may receive back
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Past performance should not
be taken as an indication or
guarantee of future perfor-
mance and no representation
or warranty, expressed or im-
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stitute the investment policy
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mates expressed herein reflect
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of publication and are subject
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opinions presented herein are
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reliable, BPCAL/Pictet HK
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not make any representation
or warranty as to its accuracy
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cepts no liability for loss aris-
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on this document presented
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this document at any time, in-
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interest in, any of the Invest-
ments mentioned herein, and
may or may not have relation-
ships with the issuers of or en-
tities connected with Invest-
ments mentioned in this docu-
ment. BPCAL/Pictet HK
Branch and their affiliates (or
employees thereof) may act
inconsistently with the infor-
mation and/or opinions pre-
sented in this document.

The information used to pre-
pare this document and/or
any part of such information,
may have been provided or
circulated to employees
and/or one or more clients of
BPCAL/Pictet HK Branch be-
fore this document was re-
ceived by you and such infor-
mation may have been acted
upon by such recipients or by
BPCAL/Pictet HK Branch.

This document is provided
solely for the information of
the intended recipient only
and should not be repro-
duced, published, circulated
or disclosed in whole or in
part to any other person with-
out the prior written consent
of BPCAL/Pictet HK Branch.

Singapore

This document is not directed
to, or intended for distribu-
tion, publication to or use by,
persons who are not accred-
ited investors, expert investors
or institutional investors as
defined in section 4A of the
Securities and Futures Act
2001 (“SFA") or any person or
entity who is a citizen or resi-
dent of or located in any local-
ity, state, country or other ju-
risdiction where such distribu-
tion, publication, availability
or use would be contrary to
law or regulation or would
subject BPCAL and any of its
affiliates or related corpora-
tions to any prospectus or reg-
istration requirements.

BPCAL is a wholesale bank
regulated by the Monetary
Authority of Singapore
(“MAS”) under the Banking
Act 1970 of Singapore, an ex-
empt financial adviser under
the Financial Advisers Act
2001 of Singapore (“FAA") and
an exempt capital markets li-
cence holder under the SFA.
Please contact BPCAL in Sin-
gapore in respect of any mat-
ters arising from, or in connec-
tion with this document.
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Hong Kong

This document is not directed
to, or intended for distribu-
tion, publication to or use by,
persons who are not “profes-
sional investors” within the
meaning of the Securities and
Futures Ordinance (Chapter
571 of the Laws of Hong
Kong) and any rules made
thereunder (the “SFO”) or any
person or entity who is a citi-
zen or resident of or located in
any locality, state, country or
other jurisdiction where such
distribution, publication,
availability or use would be
contrary to law or regulation
or would subject Pictet HK
Branch and any of its affiliates
or related corporations to any
prospectus or registration re-
quirements. If you do not want
Pictet HK Branch to use your
personal information for mar-
keting purposes, you can re-
quest Pictet HK Branch to
stop doing so without incur-
ring any charge to you.

In distributing an investment
product as agent for a third
party service provider, Pictet
HK Branch distributes the
product for the third party ser-
vice provider and the product
is a product of the third party
service provider but not Pictet
HK Branch. In respect of an el-
igible dispute (as defined in
the Terms of Reference for the
Financial Dispute Resolution
Centre in relation to the Fi-
nancial Dispute Resolution
Scheme) arising between Pic-
tet HK Branch and you out of
the selling process or pro-
cessing of the related transac-
tion, Pictet HK Branch is re-
quired to enter into a Finan-
cial Dispute Resolution
Scheme process with you;
however any dispute over the
contractual terms of the prod-
uct should be resolved directly
between the third party ser-
vice provider and you.

Banque Pictet & Cie SAis a
limited liability company in-
corporated in Switzerland. It is
an authorized institution
within the meaning of the
Banking Ordinance and a reg-
istered institution (CE No.:
BMG891) under the SFO car-
rying on Type 1 (dealing in se-
curities), Type 4 (advising on
securities) and Type 9 (asset

management) regulated activi-
ties. The registered address of
Pictet HK Branch is 9/F.,
Chater House, 8 Connaught
Road Central, Hong Kong.

Warning: The contents of this
document have not been re-
viewed by any regulatory au-
thority in Hong Kong. You are
advised to exercise caution in
relation to the offer. If you are
in any doubt about any of the
contents of this document,
you should obtain independ-
ent professional advice.
Please contact Pictet HK
Branch in Hong Kong in re-
spect of any matters arising
from, or in connection with
this document.
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