
Highlights:

Yield on Swiss 
10-year bond 
at all-time low

ECB moots a 
rate cut

The SMI has lacked catalysts 
after topping around 10000 
points. Trend is now neutral.

Overview

Risk assets have continued rising, driven pri-
marily by expectations for expansionary mon-
etary policies accompanied by extra blasts of 
liquidity. Meanwhile the yield on the 10-year 
Swiss government bond has slid to an all-time 
low of -0.75%. This has sent investors rushing 
into peripheral Eurozone bonds to glean what-
ever semblance of yield that they can find. As 
a result, the returns on Italian government 
bonds are in free fall despite the country’s 
budgetary woes. Portugal is borrowing out to 
2024 at negative rates. The US is resuming 
trade talks with China – news which is under-
pinning stocks around the world. An American 
delegation heads to Shanghai this week.

The ECB last Thursday left the rate on its de-
posit facility unchanged at -0.4% but mooted 
a possible cut in the cost of borrowing in the 
near future. Actions in this upcoming phase 
of monetary easing could range from more 
bond purchases to sliding-scale interest rates. 
During the press conference that followed the 
governors’ meeting, ECB boss Mario Draghi 
offered a relatively candid view of the Eurozone 
economy, flagging a few areas of strength de-
spite the souring outlook. The job market is in 
fine form, reflected by an unemployment rate 
that has ebbed to a cyclical low of 7.5%. This, 
in turn, is underpinning consumer spending. 
By contrast, the state of Eurozone industry 
is steadily worsening as shown by the con-
tinued slowdown in manufacturing. Sentiment 
among German business leaders has hit its 

lowest ebb since 2014. Yet this does not nec-
essarily mean that a recession is in the pipe-
line. The ECB may opt to trim by only 10bp 
when it meets on 12 September.

In the US, GDP rose at an annual rate of 2.1% 
in the second quarter, which was better than 
expected. That was mainly thanks to consum-
er spending, which surged by 4.3%. Capital 
expending and the residential sector tended 
to hold growth back. Growth is slowing in tan-
dem with shrinking business investment. All 
in all, the data are neither good nor bad and, 
hence, unlikely to change the Fed’s stance 
when it announces its upcoming rate deci-
sion. It is expected to cut its target range to 
2.0-2.25% on 31 July.

On the corporate front, reporting season is in 
full swing. To date, the numbers have been on 
the reassuring side. Of the 205 S&P 500 firms 
that have released figures, close to 80% have 
beaten EPS estimates. For revenues, this fig-
ure is 59%.

FED LINES UP FOR ITS TURN
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SNB FACING DILEMMA

negative-rate mortgages were recently granted, 
and while these are special cases, the issue is not 
going to improve as the ECB plans to cut its key 
rate even further. 

So that leaves the SNB between a rock and a 
hard place, between lowering the main interest 
rate even further into negative territory, thus ris-
king a surge in mortgage lending, or holding rates 
and watching the franc climb relentlessly. In addi-
tion, the market will be closely watching the SNB 
when it reports its half-year results on 31 July. It 
is expected to have earned an impressive CHF 
40bn over the period.
The stock of bonds with negative yields stands 
at $13 billion. Government debt is actually beco-
ming a source of income. Germany recently poc-
keted €160 million by issuing a 10-year zero-cou-
pon bond at a par value of 104%. 

Although fixed income has performed well year 
to date, bear in mind that this is simply due to 
a downtrend in interest rates. Once the cutting 
is over, the wake-up call will be very unpleasant. 
And this is only a matter of time.

Paradoxically, now is still not a good time to be 
the central bank of a country whose finances are 
in pristine condition.

Switzerland year after year reports a budget sur-
plus. The national debt is a low 30% of gross 
national product. Add in the country’s famed poli-
tical stability and budget surplus and the Swiss 
franc is surging ahead. No country is an island. 
Everything depends on how the others are fa-
ring. Compared with Switzerland, the record is 
nowhere near as good.

The average national debt in the EU exceeds 
80% of GDP. In the US, it stands above 100%, in 
spite of 2.1% economic growth. Its budget defi-
cit is a mammoth 4.3%. But the record belongs 
to Japan, whose debt ratio is 240% and budget 
deficit 4%. 
In this setting, the SNB is unlikely to see the franc 
weaken any time soon. The central bank needs 
to keep its benchmark policy rate below that of 
the Eurozone to prevent the currency from rocke-
ting. But at the same time, it must stop the Swiss 
property market from overheating. The first ever 

-1

0

1

2

3

4

5

2000 2002 2004 2006 2008 2010 2012 2014 2016 2018

Yield on 10-year Swiss govt. bonds (%)

N°519
29 July
2019


