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EUROPE—Switzerland

Switzerland

The Swiss National Bank

Since it began operations in 1907, the Swiss National
Bank has been the Swiss Confederation’s central bank.
The Bank is unusual in that it is a business corporation
governed by a special statute that, among other things,
specifies how its earnings are distributed. The Bank’s
shares are listed on the stock exchange and are mostly
held by the cantons and cantonal banks. About one third
of shares are owned by individuals and companies; the
Confederation does not own any shares. In terms of
monetary policy, the new federal statute of 2003
entrenches the central bank’s independence, as long as
it carries out the duties set out in this same piece of
legislation.

Objectives of monetary policy

Under Article 5 of the federal act concerning the Swiss
National Bank, the Bank must conduct monetary policy in
the interests of the country as a whole and ensure price
stability. The federal government does not set out any
specific inflation target, allowing the central bank to set its
own goals. Since 2000, the Swiss National Bank has been
aiming for less than 2% annual growth in the Swiss
consumer price index. However, the Bank expects there
to be short-term price fluctuations as a result of changes
in oil prices, the prices of other imported products and
exchange rates. In such cases, the central bank only
responds if it believes long-term price trends could be
affected.

Switzerland: Consumer price index

Ann.var.in % Ann.var.in %
2.50 2.50
Inflation target < 2%
2.257 r2.25
2.00 r2.00
1.757 r1.75
1.50 r1.50
1.25 r1.25
1.00 —1.00
0.757 r0.75
0.50 —0.50
0.257 r0.25
0.00 Y \ | 0.00

-0.25 -0.25
2000 2001 2002 2003 2004 2005

Sources: Datastream and Desjardins, Economic Studies

Factors guiding monetary policy

The Swiss National Bank uses its inflation forecasts to
guide its monetary policy. The forecasts are published
each quarter and cover a period of three subsequent
years. In the Bank’s opinion, that is about the time it takes
to transmit the monetary policy. One of the indicators
used in calculating the forecasts is the M3 monetary
aggregate. The central bank regards the M3 aggregate
as providing useful information regarding medium- and
long-term price trends. In the short term, the variables
used for inflation forecasting are primarily associated
with changes in economic conditions and the exchange
rate.

Monetary policy application methods

The body entrusted with making monetary policy decisions
is the Swiss National Bank’s Governing Board. The Board
has three members; they are appointed by the Federal
Council upon the recommendation of the Bank Council.
Their mandates run for six years. The Governing Board
meets every quarter to rule on monetary policy. The
decision is made public through a press release stating
whether or not the monetary policy has been modified. In
concrete terms, the press release announces the range
forfluctuation in the three-month LIBOR (London Interbank
Offered Rate) rate, that is, the rate for three-month
deposits in Swiss francs targeted by the central bank.

See the box on page 63 for an example of a press release
issued for a quarterly monetary policy decision. The
press release is issued in either Geneva or Zurich.

Instruments used by the Swiss National Bank

In achieving its goal of price stability, Switzerland’s cen-
tral bank intervenes in the financial markets to keep the
LIBOR rate within the limits it has set. Interest rates,
particularly short-term rates, vary with the supply of and
demand for money. The Bank uses instruments to smooth
out the level of liquidity according to demand and,
consequently, interest rates. The instruments it uses
include repo transactions, foreign exchange swaps and
reserve requirements.

Guide to monetary policies—EUROPE
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Repo transactions

Since April 1998, the use of repo transactions has played
a dominant role in implementing the Bank’s monetary
policy. To increase market liquidity and decrease interest
rates, the Bank can buy securities from an institution in
exchange for liquidities against a promise to repurchase
the security on a given date. To decrease liquidity, the
Bank can sell securities to financial institutions and
promise to buy them back later. The term of these
contracts ranges from one day to several weeks.

Foreign exchange swaps

The Swiss National Bank acquires currencies (euros,
dollars, etc.) from a financial institution in exchange for
Swiss francs for a set period. At maturity, the reverse
transaction occurs at the rate agreed on at the outset.
The central bank’s present strategy does not use currency
swaps in applying monetary policy, exceptin extraordinary
cases.

Reserve requirements

Although this instrument has not been used since 1977,
the Swiss National Bank can set a level for the minimum
reserves that counterparties must hold on average for a
given period, usually one month. The reserve ratio must
not exceed 4% of short-term liabilities denominated in
Swiss francs. Applied to monetary policy, if the Bank
wants to raise interest rates, for example, it must raise the
required reserves ratio, which makes liquidity scarcer
and pushes rates up.

Operations on the foreign exchange market

Switzerland has a floating exchange rate. Of course, due
to its geography and history, Switzerland has very impor-
tant trade and financial ties with the euro zone. The Swiss
National Bank therefore strives to minimize sudden varia-
tions in the Swiss franc against Europe’s currency, the
euro.

( R
SCHWEIZERISCHE NATIONALBANK
BAMOUE NATIONALE SUISSE
BANCA NAZIONALE SVIZZERA
BANCANAZIUNALA SVIZRA
SIS NATIONAL BANK da
Zurich, 17 March 2005

Monetary policy assessment of 17 March 2005

National Bank leaves the target range for the three-month LIBOR rate unchanged at 0.25-1.25%.
The Swiss National Bank leaves the target range for the three-month LIBOR rate unchanged at 0.25-1.25%.
It intends to keep the rate in the middle of the target range at around 0.75% for the time being.
Switzerland’s economy has lost more momentum than expected. The sluggish economic environment in
Europe, in particular, has had a dampening effect. The National Bank anticipates economic growth of around
1.5% in 2005, and thus a continuation of the moderate economic recovery. It expects inflation to recede slightly
during the year under review. The annual inflation rate should average 1%. On the assumption that the three-
month LIBOR will remain unchanged at 0.75%, annual inflation is expected to stand at 1% in 2006 and reach
2.1% in 2007. Compared with the December assessment, the inflation prospects have improved slightly. An
interest rate hike is therefore currently not appropriate. The National Bank’s monetary policy has an
expansionary effect and continues to underpin the recovery. Should unexpected developments push up the
Swiss franc, the National Bank will take appropriate action. [...]

. J

Guide to monetary policies—EUROPE
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EUROPE—Switzerland

Switzerland: Exchange rate

Swiss franc/US$
1.8

Swiss franc/euro*
1.8

1.7 o F1.7
3

4 .
167 % RSN .
”» S, 0%

157

1.4

1.3

1.2

1.1 11
1995 1996 1997 1998 1999 2000 2001 2002 2003 2004 2005

“= Swiss franc/US$ ** Swiss franc/euro*

* Prior to 1999, the rate is based on the Ecu.

Sources: Datastream and Desjardins, Economic Studies

Key interest rates

Three-month LIBOR rate
(London Interbank Offered Rate)

The LIBOR rate is the interest rate on three-month
deposits in Swiss francs. Since 2000, in handling its
monetary policy, the Swiss National Bank has setarange
for this rate’s fluctuation. The Bank announces the
range—a total spread of 100 basis points—every quarter.
The Bank also states its target for the LIBOR rate within
that range: the upper part of the range, the lower part, or
the mid-point. To influence the LIBOR rate, the Swiss
National Bank frequently acts on markets using its
monetary policy instruments.

Switzerland: Interest rate
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Sources: Datastream and Desjardins, Economic Studies

Lombard rate

This is the rate at which interbank market participants can
obtain last resort liquidity from the central bank. The
Bank makes advances against collateral, a type of credit
line granted according to the security offered, or Lom-
bard rate repo transactions, which are offered to institu-
tions that cannot meet their liquidity needs on the market.
The Lombard rate is revised every day, remaining at a
rate that is 200 basis points higher than the overnight
rate.

Principal publications to watch

» Communications from the Governing Board: Watch for
releases on monetary policy.

* Quarterly Bulletin (and Monetary Policy Report):
Concerned with monetary policy decisions and
economic developments; presents the inflation
forecasts.

« Monthly Statistical Bulletin: Presents a report on the
central bank’s operations, and looks at several Swiss
economic variables in detail.
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