* BARC'.AYS FICC RESEARCH

Economics

Marc Giannoni
Chief US Economist

M O n eta ry PO I I Cy C h a I I e n g eS ;1ar201.3i2r?r?o?1?£barclays.com

BCI, US

The SNB and its Watchers Conference

Zurich, November 22, 2024

PLEASE SEE ANALYST CERTIFICATIONS AND IMPORTANT DISCLOSURES BEGINNING ON PAGE 12.

Restricted - External



SNB has been successful at maintaining low inflation

Swiss inflation: CPl and core CPI
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Deviations from target range mostly due to imported inflation...

Domestic inflation tends to be much more stable than imported inflation
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. and RER appreciation

Imported inflation tends to fall sharply after significant real exchange appreciation
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Is inflation about to undershoot target again?

Recent inflation has weakened notably, outside of housing rents
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SNB has eased policy this year

... but rent inflation follows interest rate movements and is likely to diminish soon
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Concern: inflation returns persistently below target range

« Swiss inflation is weakening:

» CPI excl. housing in deflation (y/y)
* Inflation momentum (3m/3m SAAR) has continued to move lower across various
components (domestic/services inflation; goods/imported inflation)

« Rent inflation still elevated due to recent increases in mortgage rates
« But with policy rates heading down and mortgage rates likely following, rent inflation may
weaken soon

* Global economic environment:

« ECB will likely proceed with multiple rate cuts through 2025
« Our FX strategy team expects the CHF to remain strong against the EUR (0.92—-0.94)
—> imported inflation should continue to exert a drag in the near term

 Sluggish growth in China

« For the US, we expect 2025 inflation to stall near 3% for core CPI (2.7% for core PCE
inflation), with import tariffs and tighter immigration restrictions
« We thus don'’t expect the FOMC to cut rates more than twice 25bp in 2025
« Our FX team expects only slight CHF depreciation (~2%)
—> should contribute only marginally to higher imported inflation
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SNB has eased policy as it revised inflation projections down

SNB’s (conditional) inflation projections have largely moved down in parallel.
Inflation surprised again to the downside in October (0.6% y/y)
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Is SNB sufficiently accommodative?

« SNB has repeatedly revised down inflation forecasts since early 2023

* Inflation forecast was revised down in short and longer term by similar amounts:
Peculiar!
* |f inflation expectations are well-anchored and inflation surprises reflect non-
permanent factors, inflation should be projected to revert toward the anchor
» Barclays Rates Strateqy: Another inflation miss

 Are inflation expectations not well-anchored?
» Possibly: SNB doesn’t have a point target, but a range. As long as inflation
fluctuates within the range, the SNB should not be expected to react
» But measures of inflation expectations seem quite stable

 Alternative view: Inflation expectations are well-anchored but policy that keeps
rates at current levels (conditional forecast) is not stimulative enough
 Indeed, real interest rates implied by conditional forecasts do not show policy
easing
* Hence, we should expect policy rate to be lowered further as inflation weakens
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Real interest rate projections do no show policy easing

Real interest rate projections = (constant) policy rate — SNB inflation projections
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More policy easing? Forward guidance could help

« SNB has provided some guidance that policy rate might be lowered further:

» “Further cuts in the SNB policy rate may become necessary in the coming quarters to ensure
price stability over the medium term.” (SNB decision, Sep 26, 2024)

» “We currently see the downside risks to inflation as greater than the upside risks.” (Schlegel,
Sep 26, 2024)

« "We can't rule out any measures,...we can't rule out negative rates either.” (Schlegel, Oct 1,
2024)

« |f inflation is indeed projected to remain persistently negative, the SNB may need to
provide more stimulus:

1. Lower policy rate (despite limited room)
2. Targeted FX interventions (to depreciate the CHF and raise imported inflation)
3. Explicit forward guidance to lower real interest rates
« Affirm preference for bringing inflation to center of target range (1%)
* Tie low rates (targeted FX interventions) to sustained progress on inflation
(eqg, inflation projected to clearly return toward center of the range)

* |f the SNB is expected to lower the policy rate enough, for long enough, this should
help raise inflation expectations, lower real rates, stimulate activity, and raise inflation
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Disclaimer (continued)
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Area, West Bay, PO Box 15891, Doha, Qatar. Related financial products or services are only available to Business Customers as defined by the Qatar Financial Centre Regulatory Authority.

Russia: This material is not intended for investors who are not Qualified Investors according to the laws of the Russian Federation as it might contain information about or description of the features
of financial instruments not admitted for public offering and/or circulation in the Russian Federation and thus not eligible for non-Qualified Investors. If you are not a Qualified Investor according to the
laws of the Russian Federation, please dispose of any copy of this material in your possession.
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categorised by such terms. This means there are different ways to evaluate a company or an investment and so different values may be placed on certain ESG credentials as well as adverse ESG-
related impacts of companies and ESG controversies. The evolving nature of ESG considerations, models and methodologies means it can be challenging to definitively and universally classify a
company or investment under an ESG label and there may be areas where such companies and investments could improve or where adverse ESG-related impacts or ESG controversies exist. The
evolving nature of sustainable finance related regulations and the development of jurisdiction-specific regulatory criteria also means that there is likely to be a degree of divergence as to the
interpretation of such terms in the market. We expect industry guidance, market practice, and regulations in this field to continue to evolve. Any references to ‘sustainable’, ‘sustainability’, ‘green’,
‘social’, ‘ESG’, ‘ESG considerations’, ‘ESG factors’, ‘ESG issues’ or other similar or related terms in this document are as used in our public disclosures and not to any jurisdiction-specific regulatory
definition or other interpretation of these terms unless specified otherwise.

IRS Circular 230 Prepared Materials Disclaimer: Barclays does not provide tax advice and nothing contained herein should be construed to be tax advice. Please be advised that any discussion of
U.S. tax matters contained herein (including any attachments) (i) is not intended or written to be used, and cannot be used, by you for the purpose of avoiding U.S. tax-related penalties; and (ii) was
written to support the promotion or marketing of the transactions or other matters addressed herein. Accordingly, you should seek advice based on your particular circumstances from an independent
tax advisor.
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