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"WHAT IF THE SNB WENT DOWN TO A LOWER FLOOR?"

= Thanks to its commercial competitiveness, the Swiss economy is bending but not breaking

= With inflation having disappeared, the SNB was able to lower its key interest rates to zero

= Public debt is so low that long-term rates are also trending towards zero

= Everything is contributing to the appreciation of the Swiss franc versus the dollar and the euro

CHART OF THE WEEK: "Something just fell on the slats of your floor"
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FINANCIAL MARKETS ANALYSIS

The Swiss economy generally grows at a pace comparable to that of its European neighbours (see Fig. 2),
but it stands out for its greater ability to weather crises and recessions, as illustrated by the pandemic
(see Fig. 3). This should stand it in good stead as it closes out 2025 and begins 2026, as the outlook
darkens. A fortnight ago, the Swiss federal government lowered its forecasts, anticipating growth of 1.3%
in 2025 and 0.9% in 2026, which is well below the long-term average of 1.7% but in line with our
econometric models. These projections come amid high uncertainty in global trade. After a strong start
in the first quarter, activity slowed significantly between April and June. The weakness in industry was
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simply offset by strong momentum in services. The slowdown comes as companies brought forward
their shipments in the spring to avoid the introduction of US tariffs. They were right to do so, as on 1
August 2025 Washington announced a 39% surcharge on most Swiss products, a tax significantly higher
than the 15% applied to Eurozone countries. While some segments have been spared, such as finance,
consulting, IT, software and digital content, others, such as healthcare, have been hit hard, with a rate
of 100%. However, in practice, many classes of pharmaceutical products benefit from exemptions,
differentiated tariff regimes or technical thresholds. The healthcare sector should therefore not be as
badly affected as it could have been.

8% 8% 140 ) 140
—— Switzerland GDP (%YoY) Sw{tzarlar\d GDP
Euro Area GDP (%YoY) United-Kingdom GDP
6% 6% France GDP
’ 1 § Germany GDP
130

130

‘ %

o ) 4 ,»\ |
il ) 4 Pl -

0%
110 /
i
—

120

110

N

<
<

—_ |

100
-4% -4%

T T T T T T T T T T T T T T T T T T T 1 T 1%
1995 2000 2005 2010 2015 2020 2025 2010 2012 2014 2016 2018 2020 2022 2024 2026

The consequences of trade tensions are evident in recent statistics. In August, Swiss exports to the
United States fell by 22% compared to last year. The shock has hit the watchmaking, precision
instrument, mechanical engineering and agri-food sectors, such as cheese, particularly hard. This US
tariff disadvantage is compounded by weak demand from China. In the watchmaking sector, for
example, the Swatch Group has reported a 30% drop in its wholesale business in China and a 15%
drop in its retail network. According to the research institute at the Swiss Federal Institute of
Technology in Zurich, the current shockwave could reduce Swiss GDP growth by between 0.3% and
0.6%. The end of the year will be sluggish, and the subsequent improvement will be slow and
dependent on the external environment.

Despite recent difficulties and thanks to the strong competitiveness of Swiss companies, half of all
Swiss francs are earned abroad. Proof of this is that Switzerland is one of the few Western countries to
have a trade surplus with China (see Fig. 4).

The Swiss authorities and business community are continuing negotiations with Washington to obtain
customs duty relief, while preparing domestic measures to cushion the economic shock. If a bilateral
agreement were to be reached in the near future or if trade tensions were to ease, the economic growth
outlook would gradually improve. In the meantime, the Swiss economy remains below its potential,
hampered by the relative high cost of its exports, the pause in investment and cautious household
consumption.
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To boost growth, consumers would need to gradually regain confidence in the future. Since 2023 and
the global inflation shock, their morale has been low (see Fig. 5). However, at that time, annual price
growth was "only" 3.5% in Switzerland, while neighbouring countries recorded double or triple that rate.
Better still, prices have not risen at all in the last 18 months. Despite this stagnation, households
continue to anticipate a period of high inflation (see Fig. 6). It is likely that the surge in health insurance
premiums and electricity bills has recently misled them. Their return to reason should support private
consumption, which will serve as a natural buffer to the current economic slowdown.
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Over the next few years, Swiss businesses and households will continue to benefit from low, very low,
extremely low... even negative interest rates. There are two main reasons for this. Firstly, inflation is
low enough for the Swiss National Bank (SNB) to seek to support employment growth. Given the current
and prospective parameters (see Fig. 7), its President, Martin Schlegel, will be able to keep key interest
rates at zero for several quarters. However, as long as he can, he will avoid taking them into negative
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territory so as not to generate adverse economic effects. Now that the country has been removed from
the US grey list of currency manipulators, he will prefer to intervene in the foreign exchange market
rather than apply a negative interest rate policy (NIRP).

Fig. 8 — Public debt ratio (% of GDP) Fig. 9 — Change in 30-year rates

Sweden 6.00 6.00

Switzerland

5.00
Norway
Netherlands 4.00
Germany
3.00
Austria
Portugal 2.00
Spain 101%
United Kingdom 103% 1.00 United Kingdom 100
United States
Belgium 105%
’ 0.00 France 0.00
Fi N Germany
rance 15%  eeeee Japan
Italy 138% 1.00 Switzerland 1.00
2005 2009 2013 2017 2021 2025

urce: Eurostat, Altitude IS Source: Bloomberg, Altituc

Secondly, public debt is low enough that long-term interest rates do not include a risk premium linked
to potential default, as is the case for many European countries and the United States. In Switzerland,
the constitutional debt brake mechanism has helped restore balance to public finances. Since its
implementation in 2003, public debt has fallen from 51% to 36% of GDP, whereas it often exceeds 90%
in the rest of Europe (see Fig. 8) and 120% across the Atlantic. This spectacular financial recovery has
reduced interest charges to less than 1% of public expenditure and resulting in strengthened investor
confidence. As a result, not only will medium- and long-term bond yields remain very low, uncorrelated
with other developed countries (see Fig. 9), but they could eventually return to negative territory if
investor demand for these safe assets were to strengthen.

Fig. 10 — Price index Fig. 11 — Appreciation of the Swiss franc
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Capital flows into Switzerland will contribute to the appreciation of the Swiss franc. To fully understand
the structural upward trend of the Swiss currency, it is necessary to examine the evolution of prices for
goods and services on both sides of the border and the means to offset differences. For decades,
Switzerland has experienced very low price inflation (see Fig. 10). This has enabled it to maintain the
purchasing power of its currency. Proof of this, if any were needed, is that there is no other country in
the world where 10-centime coins minted in 1879 are still legal tender. This inflationary situation seems
all the more advantageous when compared internationally. It is the corollary to the structural
appreciation of the Swiss franc against most other currencies, particularly the dollar and the euro (see
Fig. 11).

The last two decades have shown that the SNB's objective is not to prevent the franc from appreciating,
but to slow down its appreciation in order to give companies time to adapt and remain competitive.
Once again, after spending nearly two years selling billions of Swiss francs (and buying the equivalent in
dollars and euros, see Chart of the Week), the SNB may feel that it is time to slow down its interventions
in the foreign exchange market. In view of the latest comments from the Governing Board, this would
be entirely consistent. In its September press release, it stated that the economic situation was not a
cause for concern, that companies were expecting solid growth, and that there were no signs of a
sustained negative trend in inflation. If all goes well, it will no longer be necessary to prevent the franc
from appreciating.
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The SNB could "drop down a notch", allowing the euro-Swiss franc exchange rate to break through the
informal floor it has long defended at 0.92. At the same time, this would mean that the dollar could
trade below the 0.78 franc threshold (see Fig. 12). If this happens, new floors will need to be determined.

If their risk profile allows it, international investors who hold Swiss bonds and equities, particularly for
their defensive qualities, will also seek to take advantage of the franc's appreciation. This will allow
them to kill two birds with one stone.
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Markets Performances Last Price Momentum 1-Week (%) 1-Month (%) 2025 2024 (%) 2023 (%)
Year-to-Date (%)

(local currencies) Indicator (RSI)

World (MSCI) 1006.2 0.5% 2.3% 21.6% 18.0% 22.8%
USA (S&P 500) 6840 0.7% 2.3% 17.5% 25.0% 26.3%
USA (Dow Jones) 47 563 0.8% 2.6% 13.3% 15.0% 16.2%
USA (Nasdaq) 23725 2.3% 4.7% 23.5% 29.6% 44.7%
Euro Area (DJ EuroStoxx) 596.6 -0.3% 2.4% 21.7% 10.2% 19.5%
UK (FTSE 100) 9717 70.11 0.7% 4.1% 22.5% 9.6% 7.7%
Switzerland (SM1) 12235 -2.7% 1.0% 8.8% 7.5% 7.1%
Japan (Nikkei) 52411 75.52 6.3% 16.6% 33.8% 21.3% 31.0%
Emerging (MSCI) 1402 0.9% 4.2% 33.6% 8.0% 10.2%
Brasil (IBOVESPA) 149 540 73.44 2.3% 2.3% 24.3% -10.4% 22.3%
Mexico (IPC) 62769 2.7% -0.1% 30.5% -11.0% 22.4%
India (SENSEX) 83918 -0.2% 4.7% 8.8% 9.6% 20.5%
China (CSI) 4653 -0.4% 0.2% 20.9% 18.2% -9.1%
Com. Services (MSCI World) 160.8 0.3% 1.2% 30.1% 31.9% 38.1%
Cons. Discretionary (MSCI World) 464.9 1.1% 0.9% 11.4% 20.7% 29.5%
Cons. Staples (MSCI World) 284.2 -3.1% -1.2% 6.6% 4.7% 3.2%
Energy (MSCI World) 260.2 0.2% 0.3% 11.9% 2.9% 6.0%
Financials (MSCI World) 2133 -0.4% -1.3% 21.6% 25.1% 16.4%
Health Care (MSCI World) 370.6 -1.5% 2.9% 7.9% 1.5% 4.1%
Industrials (MSCI World) 466.0 -0.1% 1.5% 25.6% 12.8% 22.6%
Info. Tech. (MSCI World) 1008.7 3.2% 7.3% 32.0% 31.9% 51.5%
Materials (MSCI World) 365.1 -1.6% -1.9% 22.0% -7.6% 12.9%
Real Estate (MSCI World) 991 -3.4% -2.5% 4.1% -0.4% 5.3%
Utilities (MSCI World) 196.1 -1.3% 3.0% 25.5% 13.0% 1.6%
World (Aggregate) 3.43% -0.5% -0.3% 7.6% -1.7% 5.7%
USA (Sovereign) 3.91% -0.5% 0.6% 6.0% 0.6% 4.1%
Euro Area (Sovereign) 2.78% 0.1% 0.9% 1.2% 1.9% 7.1%
Germany (Sovereign) 2.40% 0.0% 0.7% -0.4% 0.6% 5.6%
UK (Sovereign) 4.37% 73.82 0.2% 2.5% 5.8% -3.0% 5.6%
Switzerland (Sovereign) 0.34% 0.1% 0.5% 1.7% 5.4% 7.9%
Japan (Sovereign) 1.44% 0.1% 0.3% -2.4% -2.1% 0.9%
Emerging (Sovereign) 6.01% 75.12 -0.1% 2.1% 12.1% 7.0% 11.0%
USA (IG Corp.) 4.82% -1.0% 0.1% 7.3% 2.1% 8.5%
Euro Area (IG Corp.) 3.01% 0.0% 0.5% 3.5% 4.7% 8.2%
Emerging (IG Corp.) 6.08% -0.1% 0.3% 7.5% 7.0% 6.7%
USA (HY Corp.) 6.78% -0.3% 0.0% 7.8% 8.2% 13.4%
Euro Area (HY Corp.) 5.35% 0.1% 0.0% 4.7% 8.2% 12.1%
Emerging (HY Corp.) 7.46% 75.09 0.1% 2.5% 12.0% 14.9% 13.1%
World (Convertibles) 548.0 0.2% 2.8% 24.4% 9.4% 12.3%
USA (Convertibles) 726.4 0.3% 3.2% 21.4% 10.1% 14.6%
Euro Area (Convertibles) 289.6 -0.2% 0.6% 24.4% 14.7% 7.3%
Switzerland (Convertibles) 278.2 -0.2% 1.5% 15.6% -10.5% 5.8%
Japan (Convertibles) 256.7 1.0% 2.9% 13.2% 6.4% 7.6%
Hedge Funds Industry 1770 90.59 n.a. 2.3% 9.9% 11.1% 7.8%
Macro 1424 79.59 n.a. 3.3% 6.1% 7.4% 1.6%
Equity Long Only 2419 83.50 n.a. 1.1% 9.4% 12.0% 15.9%
Equity Long/Short 1908 90.35 n.a. 2.7% 13.8% 14.0% 7.7%
Event Driven 1870 88.97 n.a. 1.9% 8.4% 8.7% 7.3%
Fundamental Equity Mkt Neutral 1813 96.40 n.a. 1.5% 9.8% 12.4% 6.6%
Quantitative Equity Mkt Neutral 1774 86.52 n.a. 1.2% 6.6% 9.8% 7.8%
Credit 1691 98.69 n.a. 0.8% 6.0% 8.5% 8.1%
Credit Long/Short 1711 100.00 n.a. 0.7% 5.1% 10.0% 11.2%
Commodity 1972 94.06 n.a. 2.7% 10.2% 14.7% 7.3%
Commodity Trading Advisors 1370 n.a. 4.8% 2.1% 7.9% -3.6%
VIX 17.44 6.5% 7.1% 0.5% 39.4% -42.5%
VSTOXX 17.81 8.1% 6.8% 4.8% 25.3% -35.0%
Commodities (CRB) 540.3 n.a. 0.8% -1.0% 0.7% 5.1% -8.0%
Gold (Troy Ounce) 4017 n.a. 0.9% 3.4% 53.1% 27.2% 13.1%
Silver (Troy Ounce) 49.00 n.a. 4.6% 2.1% 69.5% 21.5% -0.7%
0il (WT1, Barrel) 60.98 n.a. -2.1% -2.2% -15.0% 0.1% -10.7%
0il (Brent, Barrel) 65.21 n.a. -1.9% -4.0% -12.0% -4.6% -4.5%
USD (Dollar Index) 99.75 1.0% 2.1% -8.1% 7.1% -2.1%
EUR 1.1536 -0.9% -1.8% 11.4% -6.2% 3.1%
JPY 154.21 -0.9% -4.4% 1.9% -10.3% -7.0%
GBP 1.3142 29.29 -1.5% -2.5% 5.0% -1.7% 5.4%
AUD 0.6552 -0.1% -0.8% 5.9% -9.2% 0.0%
CAD 1.4014 -0.2% -0.4% 2.6% -7.9% 2.3%
CHF 0.8052 -1.2% -1.2% 12.7% -7.3% 9.9%
CNY 7.1159 -0.1% 0.1% 2.6% -2.7% -2.8%
MXN 18.543 -0.8% -0.8% 12.3% -18.5% 14.9%
EM (Emerging Index) 1841.1 0.1% -0.1% 6.6% -0.7% 4.8%
XBT 107 611 n.a. -3.4% -12.2% 14.8% 120.5% 157.0%

Source: Bloomberg, Altitude Investment Solutions Total Return by asset class (Negative \ Positive Performance)
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DISCLAIMER

This document is issued by Altitude Investment Solutions (hereinafter "Altitude 1S"). It is not intended for distribution,
publication, or use in any jurisdiction where such distribution, publication, or use would be unlawful, nor is it aimed at any
person or entity to whom it would be unlawful to address such a document.

This document is provided for information purposes only. It does not constitute an offer or a recommendation to subscribe
to, purchase, sell or hold any security or financial instrument. It contains the opinions of Altitude IS, as at the date of issue.
These opinions and the information herein contained do not take into account an individual’s specific circumstances,
objectives, or needs. No representation is made that any investment or strategy is suitable or appropriate to individual
circumstances or that any investment or strategy constitutes a personal recommendation to any investor. Each investor must
make his/her own independent decisions regarding any securities or financial instruments mentioned herein. Tax treatment
depends on the individual circumstances of each client and may be subject to change in the future. Altitude IS does not
provide tax advice. Therefore, you must verify the above and all other information provided in the document or otherwise
review it with your external tax advisors.

Investments are subject to a variety of risks. Before entering into any transaction, an investor should consult his/her
investment advisor and, where necessary, obtain independent professional advice in respect of risks, as well as any legal,
regulatory, credit, tax, and accounting consequences. The information and analysis contained herein are based on sources
considered to be reliable. However, Altitude IS does not guarantee the timeliness, accuracy, or completeness of the
information contained in this document, nor does it accept any liability for any loss or damage resulting from its use. All
information and opinions as well as the prices, market valuations and calculations indicated herein may change without
notice. Past performance is no guarantee of current or future returns, and the investor may receive back less than he invested.
The investments mentioned in this document may carry risks that are difficult to quantify and integrate into an investment
assessment. In general, products such as equities, bonds, securities lending, forex, or money market instruments bear risks,
which are higher in the case of derivative, structured, and private equity products; these are aimed solely at investors who
are able to understand their nature and characteristics and to and bear their associated risks. On request, Altitude IS will be
pleased to provide investors with more detailed information concerning risks associated with given instruments.

The value of any investment in a currency other than the base currency of a portfolio is subject to the foreign exchange rates.
These rates may fluctuate and adversely affect the value of the investment when it is realized and converted back into the
investor’s base currency. The liquidity of an investment is subject to supply and demand. Some products may not have a
well-established secondary market or in extreme market conditions may be difficult to value, resulting in price volatility and
making it difficult to obtain a price to dispose of the asset. If opinions from financial analysts are contained herein, such
analysts attest that all of the opinions expressed accurately reflect their personal views about any given instruments. In order
to ensure their independence, financial analysts are expressly prohibited from owning any securities that belong to the
research universe they cover. Altitude IS may hold positions in securities as referred to in this document for and on behalf of
its clients and/or such securities may be included in the portfolios of investment funds as managed by Altitude IS.




