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A few days ago the Swiss National Bank (SNB) unexpectedly ceased 
hedging the Swiss franc (CHF) against the euro, a policy that was started 
three years ago when the CHF, which was the stand out safe haven 
currency globally, was appreciating too sharply versus other 
currencies.  Over the past twelve months the CHF has devalued against 
the dollar by over 10%, and with further quantitative easing expected 
from the European Central Bank (ECB), perhaps the SNB decided that it 
no longer wished to be pegged against a trading bloc struggling to turn 
itself around. Whatever the reason, it caught the market on the hop, and for those investors using the CHF as a 
carry trade, it has proven to be a costly strategy.  At its most extreme the CHF appreciated by 39% versus the 
euro before settling down to a 13% rise by the end of the day. 

The immediate driver is that one of the largest buyers of the euro has been removed. Globally we know of at 
least 3 brokers who are either insolvent or in need of additional regulatory capital to continue trading, as in turn 
their clients have been unable to fund margin calls.  Longer term the impact is a little unclear, but profits for 
Swiss companies with large overseas operations will be watered down as revenues earned in other currencies 
are translated back into CHF.  Likewise, the goods/services of companies that manufacture in Switzerland for 
export will be materially more expensive, though the impact will have to be considered on a company-by-
company basis since many companies will undoubtedly have hedged some of their exposure. 
  
It’s important to note two things - although the ECB is actively trying to devalue the euro, the Eurozone runs a 
current account surplus (meaning that they save more than they spend), and being short the euro has been 
common practice for some time.  Although the euro could devalue further from here, for the two reasons 
aforementioned it is less clear how much further it has to go or indeed how long it will remain a weak currency. 
  
Investors with euro-denominated portfolios whose home currency is CHF will experience some pain, with a 
short-term loss of 13% by the close of the first day and exposure to further currency risk. The exposure to 
Switzerland within our portfolios ranges from 0.00% to 1.93%. At the time of writing the Swiss Market Index has 
fallen around 14% and the CHF has appreciated against the euro by 17%, so for most investors in the near term 
the fall in the stock market has been cancelled out by the rise in the currency, therefore the effects will be 
minimal. 
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