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Sectional breakdown 
of bulletin Q4/2009 

Monetary policy report (p. 6)
In the past few months, the international

economy has shaken off the recession. Real GDP in
the third quarter grew faster than the long-term
average for the first time in over two years in many
industrialised countries. The main drivers were the
relaxation in the finance and credit markets as well
as government stimulus programmes. The recovery
was strongest in the emerging industrial economies
of Asia, while economic activity in the western
industrialised countries still remains below the
level of 2008. The SNB is anticipating a continua-
tion of the global economic recovery. Its global
growth forecasts for 2009 and 2010 are almost
unchanged from those for the monetary policy
assessment in September.

In Switzerland, too, real GDP in the third
quarter increased for the first time since the begin-
ning of the recession. Owing to a more favourable
international environment, exports recovered
somewhat, while private consumption and invest-
ment in the construction sector continued to have
a supporting effect. However, GDP growth overall
was insufficiently strong to bring about a reduction
in the existing under-utilisation of production
capacity. As a result, the labour market situation
deteriorated further. For 2010, the SNB is forecast-
ing GDP growth of 0.5–1.0%, following an estimat-
ed decline of roughly 1.5% in 2009. In addition,
the SNB predicts that consumer prices will rise by
0.5% in 2010, following a probable fall of some
0.5% in 2009. However, the global economy
remains fragile and major uncertainties remain
attached to the forecasts. 

At its quarterly monetary policy assessment in
December, the SNB decided to maintain its expan-
sionary monetary policy, to leave the target range
for the three-month Libor unchanged at 0–0.75%
and to adhere to its objective of keeping the Libor
within the lower end of this range, at around
0.25%. It will still provide the economy with a gen-
erous supply of liquidity, but discontinue its pur-
chases of Swiss franc bonds issued by private sector
borrowers. The SNB will act decisively to prevent
any appreciation of the Swiss franc against the
euro.  

The economic situation from the vantage
point of the delegates for regional
economic relations (p. 44)
In the talks held by the SNB delegates for

regional economic relations with around 180 repre-
sentatives of various economic sectors and indus-
tries, the picture of a recovery gradually gaining 
a foothold emerged for October and November. The
initial – and for the most part still weak – signals of
a turnaround that were evident in the previous
round of discussions were confirmed and increased
in number. In addition, expectations tended to be
exceeded. However, there has been a rise in the
number of redundancies and, in many sectors of the
economy, capacities are, in some cases, significant-
ly under-utilised. Looking ahead to 2010, most
respondents anticipate another difficult year. For
the first time in a long while, a majority of respond-
ents expect an increase rather than a decrease in
turnover in the next few months. As far as staff
numbers are concerned, however, most anticipate
further cuts. Selling prices are also expected to
trend downwards.  

SNB Working Papers and 
SNB Economic Studies (p. 48)
Summaries of ten SNB Working Papers:

Christian Hott, ‘Explaining house price fluctuations’, 
SNB Working Paper 2009-5; Sarah M. Lein and Eva
Köberl, ‘Capacity utilisation, constraints and price
adjustments under the microscope’, SNB Working
Paper 2009-6; Philipp Haene and Andy Sturm, ‘Opti-
mal central counterparty risk management’, SNB
Working Paper 2009-7; Christian Hott, ‘Banks and
real estate prices’, SNB Working Paper 2009-8; Terhi
Jokipii and Alistair Milne, ‘Bank capital buffer and
risk adjustment decisions’, SNB Working Paper
2009-9; Philip Sauré, ‘Bounded love of variety and
patterns of trade’, SNB Working Paper 2009-10;
Nicole Allenspach, ‘Banking and transparency: is
more information always better?’, SNB Working
Paper 2009-11; Philip Sauré and Hosny Zoabi,
‘Effects of trade on female labour force participa-
tion’, SNB Working Paper 2009-12; Barbara Rudolf
and Mathias Zurlinden, ‘Productivity and economic
growth in Switzerland 1991–2005’, SNB Working
Paper 2009-13.

Summaries of two SNB Economic Studies:
Nicolas A. Cuche-Curti, Harris Dellas and Jean-Marc
Natal, ‘DSGE-CH: a dynamic stochastic general
equilibrium model for Switzerland’, SNB Economic
Study No. 5 2009; Katrin Assenmacher-Wesche and
M. Hashem Pesaran, ‘A VECX* model of the Swiss
economy’, SNB Economic Study No. 6 2009.
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Monetary policy report

Report for the attention of the Governing Board of the Swiss National Bank
for its quarterly assessment of December 2009

This report is based primarily on the data and information available
as at 10 December 2009.
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About this report

The Swiss National Bank (SNB) has a statutory mandate to pursue 
a monetary policy serving the interests of the country as a whole. It 
ensures price stability while taking due account of economic developments. 

It is a particular concern of the SNB that its monetary policy be
understood by a wider public. However, it is also obliged by law to inform
the public regularly of its policy and to make its intentions known. This
monetary policy report performs both of these tasks. It describes economic
and monetary developments in Switzerland and explains the inflation
forecast. It shows how the SNB views the economic situation and what
conclusions it draws from this assessment. 

Sections 1–3 of the present report were drawn up for the Governing
Board’s assessment of 10 December 2009. The sections headed ‘Monetary
policy decision’ and ‘SNB inflation forecast’ take due account of the
Governing Board’s monetary policy decision up to this date.

Unless otherwise stated, all rates of change from the previous period
are based on seasonally adjusted data and are annualised.
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Monetary policy decision

At its quarterly assessment on 10 December
2009, the Swiss National Bank (SNB) announced
that it would maintain its expansionary monetary
policy. Signs of a global economic recovery are
gathering strength. The Swiss economy is also on
the road to recovery and is developing as expected.
However, the upturn remains fragile and there is
still considerable insecurity with regard to future
developments. Under these circumstances, the SNB
has decided to leave its monetary policy unchanged
until further notice.

It is therefore holding the target range for the
three-month Libor at 0–0.75% and, as before, aim-

ing to keep the Libor in the lower end of this range
at around 0.25%. It will still provide the economy
with a generous supply of liquidity. The SNB will
also continue to act decisively to prevent any
excessive appreciation of the Swiss franc against
the euro, but has decided to discontinue its pur-
chases of Swiss franc bonds issued by private sector
borrowers.

A correction in the monetary policy at this
stage would be premature, since there are still
downside risks attached to the inflation outlook.
However, the inflation outlook also shows that the
expansionary monetary policy cannot be main-
tained indefinitely without compromising medium
and long-term price stability.

Inflation forecast of September and December 2009
Average annual inflation in percent 2009 2010 2011

Forecast September 2009, Libor at 0.25%  –0.5 0.6 0.9
Forecast December 2009, Libor at 0.25%  –0.5 0.5 0.9

Source: SNB 

Source: SNB 

Chart 4.1
Inflation forecast of September 2009 with Libor at 0.25% and of December 2009 with Libor at 0.25%

Percentage change in national consumer price index from previous year
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1 Developments 
in the global economy
Following a brightening of the economic situ-

ation in the second quarter, there has been further
improvement in global economic activity over the
last few months. For the first time in more than two
years, GDP in the third quarter grew more strongly
than the long-term average in many industrialised
countries. The recovery was particularly marked in
Asia, with some countries generating double-digit
GDP growth rates.

The key drivers of this recovery were the gov-
ernment stimulus programmes and the relaxtion 
in the finance and credit markets. Manufacturing
output and international foreign trade were also
buttressed by a turnaround in the inventory cycle
and a strengthening of final demand. In addition,
investment levels benefited from targeted measures
in the construction sector, particularly in the US
and China. However, overall economic activity was
far below its potential level, and with the exception
of Asia’s emerging economies also remains below
the previous year’s level (cf. chart 1.1). 

The latest results of company and consumer
surveys suggest that economic performance has
continued to pick up in the fourth quarter (cf.
charts 1.2 and 1.3). In the medium term, however,
a number of factors suggest that final demand will
increase at only a modest rate. First, the positive
inventory stimulus is likely to lose momentum in
the course of 2010. Second, many of the current
economic policy measures are only temporary.
Third, household consumption is suffering from

Chart 1.1
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huge financial losses and high levels of unemploy-
ment (cf. chart 1.4). Fourth, the more restrictive
lending policies being applied by banks are having
an impact on corporate investment activity, par-
ticularly where small companies are concerned. And
fifth, the consolidation of government finances,
which is inevitable in the long run, is likely to act
as a brake on private consumption.

Since the last quarter, the SNB has left its
global growth forecasts for 2009 and 2010 virtually
unchanged. The degree of forecasting uncertainty
remains high. Nonetheless, the sharp improvement
in financial markets has significantly reduced the
risks as compared to the middle of 2009.

The low level of global production capacity
utilisation is keeping inflationary pressure in
check. Towards the end of the year, marked base
effects from oil prices and increasing commodity
prices (cf. chart 1.5) will nudge annual consumer
inflation higher in most countries, but core infla-
tion looks set to recede further. Given this back-
drop, the central banks of the world’s leading
industrialised nations have continued to pursue
highly expansionary monetary policies.

Early signs of recovery in the US …
Third-quarter economic growth in the US

amounted to 2.8%. The most prolonged recession
since the Second World War therefore seems to have
come to an end. Commercial construction aside, all
the different components of demand supported
growth in the third quarter, led by consumer spend-
ing and a less severe scaling down of inventories.
In addition, the prolonged contraction of invest-
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ment in residential construction and equipment
came to an end. On the negative side, the labour
market continued to deteriorate. The unemploy-
ment rate rose from 9.7% in August to 10.0% in
November, which represents the highest level since
the 1981 recession.

A further improvement in producer confidence
and the optimistic production plans of car manufac-
turers suggest the recovery will continue, particu-
larly in the manufacturing sector. However, a strong
rise in corporate investment looks unlikely, as com-
panies will be able to meet increasing demand by
utilising free capacity. As inventories of finished
products have been greatly scaled down, the rise in
demand is likely to be reflected more strongly in
production growth. A smaller growth contribution
is expected on the consumer spending side, as this
benefited in the previous quarter from government
scrappage deals for purchases of more energy-effi-
cient vehicles. In the medium term, the high unem-
ployment rate and the financial losses suffered 
by households will continue to hamper private
consumption. Thanks to government support, the
situation in the housing market appears to have
stabilised further. That said, it is difficult to evalu-
ate whether the demand effect created by tax
credits for first-time home buyers will prove sus-
tainable. The decline in commercial construction
activity is expected to persist over the next few
quarters. In November, the US Congress approved
additional funding to revive the housing and labour
markets. This is likely to support residential con-
struction investment and consumer spending in
particular.

Chart 1.4
Unemployment rates
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The SNB has left its estimate for US GDP
growth in 2009 unchanged at –2.4%. Given the
weakness of private consumption and the declining
impact of fiscal stimuli, the forecast for growth in
2010 is a modest 2.4%. 

… and in the euro area
The euro area also achieved positive GDP

growth in the third quarter. After five successive
quarters of recession, economic output in the third
quarter rose by 1.5%. This has most likely brought
to an end the longest and deepest phase of con-
traction since the Second World War. The recovery
was evident in the majority of euro area countries.
The key growth stimulus was external. Exports and
industrial production recovered thanks to higher
demand especially from Asia, but there was also an
increase in trade between member states. By con-
trast, private consumption declined slightly. In
particular, new car registrations – an area that had
supported consumer spending in the second quarter
– declined, while the fear of unemployment was 
a deterrent to making other major purchases.
Unemployment continued to rise right up until the
end of the quarter, with Spain being the country
worst affected. In July, the number of people out of
work exceeded 15 million for the first time.

Economic activity will probably continue to
pick up in the euro area over the next few quarters.
Positive stimuli are currently coming from exports,
government stimulus programmes and the inventory
cycle. The outlook of individual countries differs,
however, depending on the state of the local real
estate market and the size of the export economy.

Sources: SECO, Thomson Financial Datastream Sources: SECO, Thomson Financial Datastream 
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Companies continue to suffer from low capacity
utilisation and greater difficulty in obtaining bank
credit, which suggests that a rapid recovery in
investment is unlikely. The ongoing deleveraging of
companies stands in contrast to growing public
sector debt. A curbing of economic growth due 
to measures intended to consolidate government
finances is, however, not expected before 2011.

The SNB has reduced its 2009 growth estimate
for the euro area to –3.9%, as compared to –3.6%
in September. The main reasons for this adjustment
are the rather weak recovery in the third quarter and
the sharp appreciation of the euro against the dol-
lar. For 2010, the SNB is predicting growth of 1.3%.

Recovery maintained in Japan ...
The economic recovery continues in Japan

under the influence of fiscal stimuli. GDP rose by
1.3% in the third quarter following a return to
growth in the second quarter. Private consumption
benefited from government incentives to purchase
environmentally-friendly cars and household appli-
ances, and expanded strongly despite high unem-
ployment and huge reductions in bonuses. Exports
also registered a further increase. Equipment
investment in the private sector, by contrast, which
had already sunk in recent quarters, contracted
again. Given that imports, which had dropped 
in the past few quarters, rose again for the first
time, the contribution from foreign trade was less
favourable than in the previous quarter. 

The economy should continue to recover. By
October, industrial production had bounced back by
more than 23% from the low-water mark reached at

the beginning of the year. Surveys show that com-
panies are planning to increase production further
over the next few months. The recovery evident in
the electronics sector has increasingly spread to
other sectors. Capacity utilisation in manufacturing,
however, remains very low despite the recovery.
According to the Tankan survey conducted by the
Japanese central bank, companies continue to reg-
ister significant overcapacity in both capital and
labour, and their investment plans for fiscal 2009
reveal ongoing caution. In the short term, there-
fore, virtually no stimuli are likely to come from the
corporate investment side. However, the labour mar-
ket situation appears to have stabilised earlier than
anticipated; the unemployment rate fell from its all-
time high of 5.7% in July to 5.1% in October. The
overall prospects for the economy in 2010 remain
uncertain, as it is difficult to evaluate whether the
private sector can generate sufficient momentum by
itself once the effects of fiscal stimuli wear off. For
the first half of the year at least, therefore, a dip in
growth cannot be ruled out. 

The SNB has reduced its 2009 growth estimate
for the Japanese economy to –5.2%, as compared
to –4.9% in September. The correction is essential-
ly due to a downward revision of GDP growth for the
second quarter of 2009. Growth of 2.0% is expect-
ed for 2010.

… and a distinct revival in the emerging
economies of Asia
As a result of the huge stimulus package put

together by the government, the Chinese economy
continued to display strong self-generated growth

Chart 1.5
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in the third quarter. The year-on-year rise in GDP
amounted to 8.9%. While government expenditure
on infrastructure remained an important prop,
growth was also boosted by an increase in domestic
private sector demand. Consumer spending benefit-
ed from government incentives to acquire small cars
and electronic items, as well as from falling prices
for consumer goods and rising share prices. Demand
in the construction sector continued to grow and
was accompanied by an increase in real estate sales.
However, exports picked up only slightly – in con-
trast to imports, which rose strongly on the back of
significant demand for commodities. 

The various indicators point to a continuation
of the positive overall development of the Chinese
economy in the fourth quarter. Manufacturing out-
put rose in October and November, and the latest
survey results paint a picture of growing optimism.
Exports are likely to strengthen GDP growth further.
An additional growth stimulus could also come
from the replenishing of low inventory levels. Over-
all, growth is therefore likely to be broader based 
in the fourth quarter. The country’s massive fiscal
package, which also includes stimulus measures for
the economy in 2010, together with the positive
effects of the expansionary monetary policy, sug-
gest that the Chinese economy will enjoy robust
growth next year.

Ongoing recovery was also evident in the East
Asian tiger economies of South Korea, Taiwan, Singa-
pore and Hong Kong. Overall economic activity
picked up once again in the third quarter under the
influence of the expansionary policy mix, coming
close to pre-crisis levels. In some countries, manu-

facturing output actually hit new highs, and capac-
ities in manufacturing were again stretched. The
driving forces were the electronics sector and, in
South Korea, also the automotive industry, which –
as in many other countries – benefited from gov-
ernment incentives. Inventories were scaled down
further, above all to meet the strong demand from
China, and are currently at a low level. They are
likely to be built back up in the fourth quarter,
which will stimulate growth. However, a slowdown
in growth rates is to be expected in view of the
rapid recovery in mid-2009. 

Annual inflation at its lowest in July 
The annual rate of inflation in industrialised

countries (as measured by consumer prices) hit 
a low in July, before rising again in the period to
October, primarily as a result of base effects in the
area of energy prices (cf. chart 1.9). Core inflation,
which excludes energy and food prices, developed
differently from one country to another over the
same period, but with a broadly downward trend.
The base effects resulting from energy prices will,
in the coming months, continue to have an impact
on annual inflation, which is thus likely to turn
positive in many countries by the end of the year.
Given the low capacity utilisation in the economy
and the high employment rate, however, inflation-
ary pressure should remain modest next year too. 

In the US, the annual rate of inflation rose
from a low of –2.1% in July to –0.2% in October.
Core inflation barely changed over the same period
and amounted to 1.6% in October. The annual rate
of inflation in the euro area rose from –0.7% to

Chart 1.7
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–0.1%, whereas core inflation receded from 1.3%
to 1.2%. In contrast to the US and the euro area,
annual inflation in Japan fell from –2.3% to –2.5%
as a result of declining prices for fresh foods. But in
Japan, too, the core rate of inflation also decreased
further (–1.1%). In Asia’s tiger economies, annual
inflation bounced back from the negative zone in
July and amounted to an average of 0.6% in Octo-
ber. Annual inflation in China increased, driven
above all by rising food prices, but was still in neg-
ative territory (–0.5%) in October.

Still no change in central banks’ stance
The central banks of most industrialised coun-

tries persisted with their expansionary monetary
policy (cf. chart 1.10). The Federal Reserve has yet
to signal an imminent change to this policy. The
target range for the key rate remained unchanged
at 0.0–0.25%. By contrast, it ended its purchases
of government bonds at the end of October and
announced that it would also be stopping purchas-
es of mortgage-related securities amounting to 
USD 1.425 trillion in the first quarter of 2010. In
addition, the Fed also decided to allow a number of
exceptional liquidity programmes to lapse.

The ECB also left its main refinancing rate
unchanged at 1.0%. As planned, it continued 
with its purchases of euro-denominated covered
bonds. However, it announced that, in view of the
improved financial market conditions, not all of the
measures aimed at increasing liquidity levels would
still be necessary to the same extent as previously.
In particular, it is no longer planning any further
refinancing operations with terms of twelve months
for 2010. 

The Japanese central bank left its call money
rate at 0.1% and continued its unconventional
measures aimed at making short-term liquidity eas-
ier to obtain. In October, it confirmed that its se-
curities purchase plan would run out at the end of
December, whereas it extended an extraordinary
liquidity programme to the end of March 2010. The
growth and inflation forecasts for the Japanese
economy reflect a gradual recovery and deflation,
which is set to continue into fiscal 2011. The cen-
tral banks of many Asian countries have adopted 
a wait-and-see approach, as there are still signifi-
cant uncertainties surrounding the sustainability of
the economic recovery.

Chart 1.9
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Chart 1.10
Official interest rates
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Chart 2.1
Contributions to output growth
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2 Developments 
in the Swiss economy
Real GDP grew over the summer months in

Switzerland too. Owing to a more favourable inter-
national environment, exports recovered some-
what, while private consumption and investment in
the construction sector continued to have a sup-
porting effect. However, GDP growth overall was
insufficiently strong to bring about a reduction in
the existing under-utilisation of production cap-
acity. As a result, the labour market situation de-
teriorated further.

Based on the discussions held by the SNB dele-
gates for regional economic relations with around
180 representatives of various economic sectors, it
appears that the moderate upturn continued in

October and November. The recovery in the econo-
my appears to be gaining a foothold, particularly in
the area of exports and in the finance sector. The
initial – and for the most part still weak – signals of
a turnaround that were already evident from the
previous round of discussions have been confirmed
and have increased in number. However, a high
level of under-utilisation of labour and technical
capacity remains evident in many areas of the econ-
omy. Looking ahead to 2010, a majority of respon-
dents continue to anticipate another difficult year.
Although – for the first time in a long while – 
a greater number are expecting turnover to rise
rather than decline over the next few months, the
majority are expecting a further reduction in head-
counts. Expectations were very subdued with regard
to sales prices, too.
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2.1 GDP growth  

According to provisional estimates by the
State Secretariat for Economic Affairs (SECO), real
GDP grew by 1.2% in the third quarter as compared
to the previous quarter, after having previously fall-
en for four quarters in succession. Despite this
increase, real GDP was still 1.3% below the previous
year’s level. Last year’s growth rates for the second
and third quarters were revised downwards slightly.

All components of final demand developed
positively. There were strong growth contributions
from both equipment investment and private con-

sumption. An increase was also evident in exports.
Aggregate demand increased by 3.5% overall. How-
ever, a proportion of this growth was met by a sig-
nificant rise in imports and a decline in inventor-
ies. (cf. chart 2.1)

On the output side, banks and insurance com-
panies in particular posted double-digit growth
rates, with the construction industry, wholesaling,
retailing, transport, communications and the health
sector also contributing positively to growth. By
contrast, value added by the manufacturing, tourism
and company-related services was clearly negative
(cf. chart 2.2).

2005 2006 2007 2008 2007 2008 2009

Q4 Q1 Q2 Q3 Q4 Q1 Q2 Q3

Private consumption 1.7 1.6 2.4 1.7 3.7 0.3 1.8 1.2 –0.4 1.2 2.2 2.3    
Government consumption 1.2 0.3 0.5 –0.1 –7.8 5.4 2.7 3.2 2.2 –2.0 5.1 5.3
Investment in fixed assets 3.8 4.7 5.2 0.4 5.0 8.3 –4.5 –3.9 –7.7 –1.8 –2.5 14.1

Construction 3.5 –1.4 –2.3 0.9 9.6 6.5 –5.3 –1.0 –2.4 0.1 4.8 3.0
Equipment 4.0 10.1 11.1 0.1 1.9 9.6 –3.8 –6.0 –11.4 –3.4 –7.9 23.7

Domestic final demand 2.1 2.1 2.8 1.1 2.5 2.8 0.4 0.2 –1.9 0.1 1.4 5.3
Domestic demand 1.8 1.4 1.3 0.4 8.3 –6.4 0.2 –3.2 7.6 5.8 –4.0 –0.3
Total exports 7.8 10.3 9.5 2.9 3.2 5.9 15.5 –4.1 –26.4 –20.0 –8.6 10.8

Goods 5.8 11.1 8.4 2.6 4.1 8.8 16.0 –4.2 –33.4 –23.5 –6.1 15.2 
Excluding valuables1 6.5 11.2 8.3 2.1 7.6 4.6 19.6 –11.7 –29.7 –20.6 –6.8 9.0

Services 13.2 8.4 12.5 3.4 1.0 –0.8 14.4 –3.7 –6.9 –11.2 –13.8 1.1
Aggregate demand 3.8 4.5 4.3 1.4 6.3 –1.8 6.0 –3.6 –7.1 –4.4 –5.6 3.5 
Total imports 6.6 6.5 6.0 0.4 11.8 –10.4 17.8 –6.9 –16.9 –6.1 –15.4 9.1

Goods 5.6 7.8 5.1 –0.5 11.6 –10.5 22.8 –10.2 –26.2 –1.8 –21.6 12.4
Excluding valuables1 5.3 7.4 6.7 –1.0 8.7 –10.6 19.8 –10.7 –21.7 –5.6 –21.2 15.2

Services 11.3 0.6 10.3 4.8 13.1 –10.0 –3.0 10.8 38.0 –21.3 16.3 –3.1
GDP 2.6 3.6 3.6 1.8 3.9 2.3 1.0 –2.0 –2.3 –3.6 –1.1 1.2

Real GDP and components Table 2.1
Growth rates on previous period, annualised

1 Valuables: precious metals, precious stones and gems as well as objets d’art and antiques
Source: SECO
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2.2 Foreign trade, consumption 
and investment  
Exports turn the corner 
The recovery of the global economy had a pos-

itive impact on Swiss exports. For the first time
since the beginning of the crisis, goods exports
rose in the third quarter (cf. chart 2.3). The decline
in exports of services also came to an end. Overall,
exports of goods and services were up by 6.5%
(excluding valuables). The increase was modest
compared to the preceding slump, however, so
export volumes remain far below the levels reached
before the outbreak of the crisis. 

Where goods are concerned, exports of com-
modities and semi-manufactured goods benefited
from the upturn in Asian economies in particular.
However, there was also a noticeable recovery in
exports of consumer goods, particularly pharmaceut-
icals. By contrast, capital goods exports continued
to drop in the face of persistently weak capacity
utilisation abroad. 

Where exports of services are concerned, mer-
chanting suffered a sharp decline despite higher
commodity prices, but this was compensated for 
by a sharp climb in volatile income in the licence
and patent business. In addition, an increase in
exchange trading volumes led to a rise in commis-
sion revenues for banks, while a return to positive
growth in the number of overnight stays of foreign
visitors also saw tourism exports rise.

In view of increasingly optimistic expecta-
tions in manufacturing, exports are likely to have
now turned the corner (cf. chart 2.4). However, the
upturn will probably prove only moderate when
compared to the preceding slump. Thus, in October,
growth in goods exports did not rise further 
(cf. chart 2.5). 

Chart 2.4
Expected new orders

Level
All industries Chemicals Machinery Watchm. Metals

–3

–2

–1

0

1

2

3

2005 2006 2007 2008 2009

Chart 2.5
Goods exports, regional growth contributions

Change from previous period
EU15 EU (east) US Emerging Asia1 Japan
OPEC and Russia Rest of the world Total

%

–20

–10

0

10

20

2005 2006 2007 2008 2009

Chart 2.3
Contributions to export growth

Change from previous period
Goods (excluding valuables) Services Total

%

–20

–10

0

10

20

30

40

2005 2006 2007 2008 2009

Chart 2.3:
Source: SECO

Chart 2.4:
Source: KOF Swiss Economic Institute

Chart 2.5:
1 Emerging Asia: China, Hong Kong, India, Indonesia, Malaysia,
Philippines, Singapore, South Korea, Taiwan, Vietnam
Source: Federal Customs Administration (FCA)
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Residential construction buoyant
After a strong rise in the second quarter, con-

struction investment once again rose in the third
quarter (cf. chart 2.6). However, the growth rate
was rather weaker than that of the previous quarter.
Persistently very low mortgage interest rates and
stable building costs are likely to have greatly
supported residential construction in particular 
(cf. chart 2.7). Thanks to fiscal measures, activity
in civil engineering also remained robust. By con-
trast, companies were once again very restrained in
their investment in commercial property.

Rises in equipment investment 
Equipment investment surged in the third

quarter, following a period of decline that had last-
ed for several quarters (cf. chart 2.8). Net imports
of capital goods also increased, due above all to 
a significant rise in the transport vehicles and
telecommunications categories. By contrast, the
growth in investment expenditure did little to
boost domestic production of capital goods. 

According to survey data collected by the KOF
Swiss Economic Institute, capacity utilisation in
manufacturing may not have fallen recently, but it
still remains at a very low level. For this reason, the
investment behaviour of companies over the next
few months is likely to remain very cautious. 

Robust growth in consumption
Private consumption rose by 2.3% in the third

quarter as compared to the previous quarter. In 
a year-on-year comparison, growth amounts to
1.3% (cf. chart 2.9). Private consumption has
therefore proved very crisis-resistant over the last
few quarters. This is explained on the one hand by
the healthy financial situation of Swiss households
in an international comparison, and on the other by
the supporting effect of immigration.

Last but not least, the third quarter result was
also shaped by resurgent retail sales. On a season-
ally adjusted basis these grew by 1.5% – following
a 0.8% increase in the previous quarter. The area of
food and beverages as well as health and personal
hygiene products are recording particularly good
results. By contrast, sales in the clothing and shoes
area remained weak. New car registrations, an indi-
cator of spending on consumer durables, recovered
slightly. Domestic tourism demand remained strong
in the summer months of July and August, resulting
in a 5.3% increase in overnight hotel stays in the
third quarter (seasonally adjusted). 
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Source: SNB

Chart 2.8:
Sources: FCA, SECO



SNB 19 Quarterly Bulletin  4/2009

Recovery in consumer confidence 
in the autumn
In the autumn, the survey of consumer confi-

dence was carried out by SECO using a new revised
format which is compatible with EU surveys. This
survey showed that, although consumer confidence
improved markedly between July and October, it
remained below the historical average level. The
improvement of the last few months is based above
all on more optimistic expectations of future eco-
nomic trends: consumers believe the worst of the
crisis is now over. By contrast, concerns over job
security remain acute, with expectations of an
increase in the unemployment rate. The survey
showed that the probability of consumers saving
more in the next 12 months has increased slightly. 

Strong rise in imports
Just like exports, imports were also up in the

third quarter for the first time since the beginning
of the crisis (cf. chart 2.10). The increase amount-
ed to a high 11.1% (excluding valuables), with the
rise relating solely to the import of goods. A high
growth rate was seen above all in imports of com-
modities and semi-finished products, in keeping
with the KOF Swiss Economic Institute survey that
showed gradual improvement in the new orders
situation in the metals, plastics and textile indus-
tries. In addition, there was a rise in the import of
capital goods for the first time since the crisis
broke, driven by higher deliveries of railway rolling
stock. In the consumer goods segment, pharmaceu-
tical imports continued to decline while imports in
most other consumer goods categories increased.
Despite the strong overall rise in the third quarter,
goods imports are still far below their pre-crisis
levels.

By contrast, imports of services showed 
a decline. In particular, spending on licences and
patents was down sharply. However, spending on
tourism services abroad remained high.

Given the background of consistently difficult
parameters in manufacturing, the growth of imports
is likely to slow somewhat after the third quarter.
This assessment is borne out by the development of
goods imports in October.
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2.3 Employment and labour market

Moderate fall in employment
The number of people in employment once

again declined in the third quarter. Following 
a fall of 0.7% in the second quarter, the decline this
time was 0.6% (cf. chart 2.11). This was primarily
driven by a reduction in full-time positions. By con-
trast, there was actually a slight rise in part-time
positions. Overall, full-time equivalent employment
was down by 1.0%.

In an international comparison, the drop in
employment in Switzerland registered since the
beginning of the recession has been moderate. The
most severely affected area is the manufacturing
industry, where around 30,000 positions have been

lost within a year. In the services area, the only job
cuts were recorded in the trade and repair cat-
egories and in the transport sector. The construction
industry even saw employment increase. 

Indicators of labour demand stabilise 
The indicators of labour demand provided the

first signals of stabilisation in the third quarter.
The job vacancy index published by the Swiss Fed-
eral Statistical Office showed a halt in the down-
turn, while the employment outlook indicator even
rose slightly. This development was widely support-
ed across all sectors (cf. chart 2.12). However, the
index is still at a low level, which suggests there
will be further – if slower – declines in employment
in the short term.
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Chart 2.11:
Source: SFSO; seasonal adjustment: SNB

Chart 2.13:
Unemployed and job seekers registered with the regional employment
offices, as a percentage of the labour force according to the 2000
census (labour force: 3,946,988 persons). 
Source: SECO
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Continued rise in unemployment 
and short-time working
Following strong growth in the numbers of

unemployed until August, the increase continued
over the next few months at a rather slower pace
(cf. chart 2.13). On a seasonally adjusted basis, the
unemployment rate reached 4.1% in November. The
percentage of job seekers – which, in addition to
the registered unemployed, also includes all people
who are on training or employment programmes 
or have accepted an interim placement – also
climbed. In November it amounted to 5.7%.

The official unemployment figures measure
only one aspect of under-employment. Over the
summer months there was a further rise in the num-
ber of people on short-time working. In September,
this affected 4,900 companies and 77,700 employ-
ees on a seasonally adjusted basis (cf. chart 2.14).

2.4 Capacity utilisation

If aggregate demand does not move in step
with aggregate supply over the medium term, infla-
tionary or deflationary trends may arise. Aggregate
supply – which is determined by the availability of
capital and labour as well as technological progress
– is usually relatively static in the short term.
Fluctuations in demand are therefore reflected in 
a change in technical capacity utilisation and
staffing levels. If the utilisation rate exceeds the
normal level for an extended period of time, this
points to excess demand and, consequently, to
greater inflationary pressure. Conversely, an excess
supply suggests deflationary pressure.

Capacity utilisation varies considerably
The recession has affected the production

sectors in very different ways. The manufacturing
industry has been worst hit. Survey data from the
KOF Swiss Economic Institute show that capacity
utilisation amounted to 76.5% in this sector in the
third quarter, indicating stabilisation at a very low
level (cf. chart 2.15). The utilisation rate of 72.1%
in manufacture of machinery and equipment was
once again particularly low: the average capacity
rate in this segment is 86.1%. This has also been
confirmed by a Swissmem survey indicating that
companies in the machinery, electrical and metal
industries continue to display significant under-
utilisation of capacity. In the services sector, this
under-utilisation has so far been much less marked
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than in manufacturing. Here the proportion of com-
panies assessing their technical capacity levels as
too high has now fallen back slightly. The situation
could hardly be more different in the construction
sector. Here capacity utilisation is clearly above-
average and actually rose again in the third quarter
(cf. chart 2.16). 

Output gap and potential growth
The output gap, which is calculated as the dif-

ference between real GDP and estimated potential
output, serves as a measure of capacity utilisation
in the economy and the associated inflationary
pressure.

In the third quarter the output gap moved fur-
ther into negative territory (cf. chart 2.17). The
production function (PF) approach indicates a gap
of –2.6% of potential output, versus –2.4% in the
second quarter of 2009. With the Hodrick-Prescott
(HP) filter, the output gap is –0.9%, as in the sec-
ond quarter.

Potential growth has been declining over the
last few quarters and is likely to continue weaken-
ing, even if at a slower pace. This is explained, first,
by lower immigration and a lower participation
rate, which has the effect of reducing the growth of
job supply. Second, the slowdown in capital accu-
mulation – caused in turn by reduced investment
activity on the part of companies – results in 
a weakening of potential growth.

Chart 2.17
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2.5 Prices and inflation expectations

Rising price index of aggregate supply  
Producer and import prices fell slightly

between July and November. This movement was
driven primarily by lower prices for agricultural
goods as well as consumption and investment
goods. By contrast, the prices of energy and inter-
mediate goods rose.

In a year-on-year comparison, prices may have
been lower in all months, but a slowdown in the
downward movement was evident (cf. chart 2.18).
While the index slumped 6.1% in July on an annual
basis, the decline was just 3.3% in November. The
development of annual inflation rates primarily
reflects the gradual disappearance of the statistical
base effect that had stemmed mainly from the
strong decline in commodity prices in the second
half of 2008.

Consumer price inflation returns 
to year-earlier level
Annual inflation as measured by the national

consumer price index (CPI) was 0.0% in November,
as compared to August, when it was as low as 
–0.8%. This development is mainly a reflection of
the waning base effect of oil price movements. The
prices of crude oil products contained in the CPI
were 27.9% below their previous year’s level in
August. In November, by contrast, the year-on-year
decline amounted to just 8.8%. When crude oil
products are excluded, annual inflation fell from
0.6% in August to 0.3% in November. 

Decline in domestic inflation
Annualised inflation in domestic goods fell

from 1.2% in August to 0.3% in November (cf.
chart 2.20). Price falls for a number of foods, in
particular, had a restraining effect. Inflation in
services fell by 0.1 percentage points to 0.9%. The
key factor here was a decline in rents by 0.5 per-
centage points. The overall rate of domestic infla-
tion fell from 1.0% in August to 0.7% in November. 
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Core rates of inflation fall slightly
Inflation, as measured by the CPI, is subject

to numerous short-term fluctuations that may dis-
tort perceptions of the general price trend. To
counter this, core inflation rates are calculated
with the aim of capturing the longer-term price
movements. The SNB computes two measures of
core inflation (cf. chart 2.21): The trimmed means
method (TM15) excludes from the consumer price
index, for any given month, those 15% of goods
prices with the highest and those 15% with the
lowest annual rate of change. The broader-based

dynamic factor inflation (DFI), by contrast, extracts
underlying inflation using a wide range of prices,
data on the real economy, financial market indica-
tors and monetary variables. The two core inflation
rates calculated by the SFSO, in their turn, always
exclude the same price-volatile goods from the bas-
ket of goods in each period (cf. chart 2.22). In the
case of core inflation 1 (SFSO1), these are food,
beverages, tobacco, seasonal products, energy and
fuel; core inflation 2 (SFSO2) additionally factors
out products with administered prices. 
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2008 2008 2009

Q1 Q2 Q3 August September October November

Overall CPI 2.4 –0.0 –0.7 –1.0 –0.8 –0.9 –0.8 0.0
Domestic goods and services 1.7 1.7 1.4 1.1 1.0 0.9 0.8 0.7

Goods 1.7 1.2 1.3 1.3 1.2 1.3 0.1 0.2
Services 1.7 1.8 1.4 1.0 1.0 0.8 0.9 0.9

Private services excluding rents 1.4 1.3 0.8 0.5 0.5 0.2 0.4 0.6
Rents 2.4 3.3 2.9 2.2 2.0 2.0 2.0 1.5 
Public services 0.9 0.6 0.8 0.9 0.9 0.9 0.9 0.8 

Imported goods and services 4.3 –4.2 –6.0 –6.0 –5.4 –5.5 –4.8 –1.8
Excluding oil products 1.7 1.3 0.6 0.1 0.1 –0.1 –0.5 –0.2 
Oil products 17.8 –27.2 –32.1 –30.5 –27.9 –27.7 –23.3 –8.8 

National consumer price index and components Table 2.2
Year-on-year change in percent

Sources: BFS, SNB
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The different core rates of inflation have fall-
en slightly since August, and in November were
between 0.7% and 1.0%. An exception to this is
DFI, which was just 0.1%. 

More balanced inflation expectations 
Inflation expectations are appraised on the

basis of various surveys involving different protag-
onists in the economy. The quarterly survey of the
KOF Swiss Economic Institute relies on a survey of
senior employees from companies active in Switzer-
land, as does the PMI. Accordingly, the results show
how companies anticipate developments in pur-
chase and sale prices over the coming three
months. Both in wholesaling and in manufacturing,
the proportion of companies expecting either rising
or falling prices was broadly balanced (cf. charts
2.23 and 2.24). A similar picture is provided by the
‘purchasing prices’ component of the PMI, which
indicates stable prices over the next few months.

The quarterly SECO survey of Swiss households
measures the expected price trend over the coming
12 months from the viewpoint of consumers. The
result of this survey in November clearly pointed 
to somewhat higher inflation expectations on the
part of households as compared to the last survey
conducted. This was primarily due to a decline in
the proportion of survey participants expecting
falling prices over the next 12 months. There was
also a small increase in survey participants antici-
pating moderate price rises over the same period
(cf. chart 2.25). The number of survey participants
expecting significant price increases remained low,
however. At the consumer price level, therefore,
inflation expectations for the coming year are very
moderate.
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Chart 2.23
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2.6 Outlook for the real economy

Moderate recovery abroad …
The SNB is anticipating a continuation of the

global economic recovery. The strength of this
recovery is likely to remain limited due to a combin-
ation of factors, however. These include restricted
credit lending on the part of banks, low capacity
utilisation, a lack of stimuli from the construction
industry, and a higher household savings rate. As 
a result, a dip in growth is to be expected following
the expiry of fiscal measures during the course 
of 2010.

… and in Switzerland
Given this backdrop, the recovery in Switzer-

land is also likely to prove very modest. For 2010,
the SNB is predicting GDP growth of around
0.5–1.0%, following a decline of roughly 1.5% in
2009. Growth should be driven primarily by the
recovery in exports. The negative aggregate output
gap will probably close only very slowly. As a result,
investment in equipment is unlikely to provide any
significant growth stimuli. Growth in private con-
sumption will probably be held in check by the
deteriorating labour market situation, weaker real
wage development, and the increase in mandatory
deductions. Activity in the construction industry
looks set to stabilise at a high level. 
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3 Monetary developments 

3.1 Interest rates 

In its monetary policy assessment in Septem-
ber, the SNB left the target range for the three-
month Libor unchanged at 0–0.75%, aiming for 
a three-month Libor of 0.25%. The SNB is therefore
continuing to pursue an expansionary monetary
policy. In addition, it reiterated its intention of
acting decisively to prevent an appreciation of the
Swiss franc against the euro. If necessary, it
announced, it would also undertake further pur-
chases of Swiss franc bonds to help reduce risk pre-
mia on the long-term bonds of private borrowers.

Between mid-September and mid-December
the three-month Libor fell by 5 basis points to the
desired level of 0.25%, driven in particular by 
a decline in risk premia. For example, the spread
between the three-month Libor and the correspon-
ding overnight index swap (OIS) narrowed to 0.22
percentage points. The Libor/OIS interest rate
spread may be above its historical average of 0.06
percentage points, but it is significantly below the
record level of 1.74 percentage points reached after
the collapse of Lehman Brothers (cf. chart 3.2). 

In August 2009, the SNB and SIX Swiss
Exchange Ltd launched a new series of Swiss franc
reference interest rates. Based on the secured money
market, these new Swiss Reference Rates will allow
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the SNB to monitor developments in the Swiss
money market more easily, identify any increase in
activity in the secured interbank market and opti-
mise management of the interest rate level. Since
the middle of September, the overnight rate of this
reference rate series, the Swiss Average Overnight
Rate (SARON), has remained virtually constant at 
3 basis points. The one-week market rate, SAR1W,
which typically fluctuates around the one-week repo
rate of the SNB, has also been largely constant at 
5 basis points. Overall, activity in the secured inter-
bank market remains subdued, mainly as a result of
the generous supply of liquidity from the SNB.

Central banks have continued to collaborate
closely. On 24 September 2009, the SNB announced
that it would continue to offer US dollar liquidity
via repo transactions with terms of seven days until
the end of 2010, in coordination with the European
Central Bank (ECB) and the Bank of England. By
contrast, following a further improvement in condi-
tions on the money markets, the SNB discontinued
its 84-day dollar repo operations after the auction
of 6 October 2009.

Also on 24 September 2009, the SNB, ECB,
National Bank of Poland and Magyar Nemzeti Bank
announced jointly that they would conduct further
EUR/CHF currency swaps with terms of seven days
until the end of January 2010, in order to ensure 
a supply of Swiss francs against euros. The aim of
this measure is to support a further improvement in
the situation on the short-term Swiss franc money
market.



Almost no change in short-term interest
rate spreads vis-à-vis the euro and dollar
At the international level too, short-term

interest rates barely moved, with interest rate
spreads vis-à-vis the euro and dollar remaining vir-
tually unchanged. Long-term government bond
yields showed a mixed picture, however. While the
yield on both 10-year German government bonds
and their Swiss counterparts declined by roughly
the same amount, the fall in the yield on 10-year
US Treasury bonds was less pronounced. This left
the yield differential between German and Swiss
bonds virtually unchanged, while that between US
and Swiss bonds widened. 

Corporate bonds virtually unchanged
across all rating categories
Over the previous few quarters, corporate

bonds in all rating categories had benefited from
improvements in credit conditions and corporate
results. The SNB’s purchases of Swiss franc bonds
issued by private borrowers probably also con-
tributed to this development. Since the last mone-
tary policy assessment in September, however, the
yields on corporate bonds have fluctuated only
minimally.
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Chart 3.3
Term structure of Swiss Confederation bonds
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The SNB also issued SNB Bills in Swiss francs
on a weekly basis, to absorb Swiss franc liquidity in
a targeted manner. In the last few months, only
SNB Bills with terms of seven days have been
placed. On average, CHF 9 billion was absorbed
through SNB Bill auctions in September and Octo-
ber 2009 (with bids amounting to CHF 13.5 billion).
The volume-weighted average yield per auction
fluctuated between 0.005% and 0.02%.

Finally, the SNB continued to issue its own
debt securities in US dollars (SNB USD Bills). These
securities were issued at fortnightly intervals and
have terms of 28, 84 and 168 days. In mid-Decem-
ber, the outstanding volume amounted to around
USD 19 billion. The SNB USD Bills’ premium vis-à-
vis the yield on the corresponding US Treasury
bonds fell sharply in the third quarter. Since the
monetary policy assessment in September it has
risen marginally.

Slight flattening of the yield curve
While short-term interest rates in Switzerland

barely changed, long-term rates fell slightly
between mid-September and mid-December, result-
ing in a slight flattening of the yield curve 
(cf. chart 3.3). The yield on 10-year Swiss Confed-
eration bonds varied over the reporting period, but
declined overall by 21 basis points between mid-
September and mid-December, ending up at 2.03%. 

Source: SNB
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3.2 Exchange rates

Slight depreciation of the dollar 
The fluctuations on the currency markets

during the reporting period were relatively small
compared to the three quarters that followed the
collapse of Lehman Brothers, when double-digit
percentage fluctuations were seen within individual
quarters. Since mid-September 2009, the US dollar
has depreciated by 1.1% against the euro. The
USD/EUR exchange rate was 1.48 in mid-December,
similar to the level in August 2008 just before the
Lehman collapse, and well below the annual high of
1.60 reached in July 2008. 
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Further decline in real interest rates 
The real interest rate is a key determinant in

the saving and investment behaviour of companies
and households, and is thus extremely important
for future business cycle developments. Chart 3.6
shows movements in the three-year real interest
rate. This rate is defined as the difference between
the three-year nominal interest rate and the
expected rise in consumer prices over the same
period. These inflation expectations are an average
of the unconditional forecasts obtained from vari-
ous SNB models. The real interest rate measured in
this way amounted to 0.1% in the fourth quarter of
2009, which was slightly down on the previous
quarter. By historical standards, real interest rates
for medium-term maturities are very low, which is
helping to stimulate economic activity.
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Since mid-September 2009, the Swiss franc has
appreciated by 1.4% against the US dollar and by
0.3% against the euro. The franc began strengthen-
ing against the dollar back in March 2009, but has
remained largely unchanged against the euro over
the same time span. This development must also be
viewed against the backdrop of the unconventional
measures taken by the SNB, which were partly
aimed at preventing the franc from appreciating
further against the euro.

The trade-weighted nominal external value of
the Swiss franc has increased further since mid-
September. The rise since the beginning of the cri-
sis in August 2007 has been almost 11%. Move-
ments in nominal exchange rates tend to balance
out inflation differentials between different eco-
nomic areas, with the result that real foreign
exchange relations remain stable. For example, the
trade-weighted real external value of the Swiss
franc had remained fairly stable since the middle of
the 1990s. However, since August 2007, it has
experienced a major increase (10%). 

Monetary conditions virtually unchanged
The Monetary Conditions Index (MCI) com-

bines the three-month Libor and the trade-weight-
ed nominal value of the Swiss franc. It provides 
a measure of the monetary conditions that busi-
nesses in Switzerland have to contend with. The
MCI is reset to zero immediately after each mon-
etary policy assessment. An increase to positive
values (decline to negative values) thus signifies 
a tightening (loosening) of monetary conditions
(cf. box ‘The Monetary Conditions Index (MCI)’,
Quarterly Bulletin Q1/2004, p. 27). 

With a 3:1 ratio of changes in the three-month
Libor to changes in the export-weighted nominal
external value of the Swiss franc, monetary condi-
tions in Switzerland in mid-December were virtually
unchanged from the September assessment 
(cf. chart 3.9). A slight tightening of monetary
conditions was observed periodically; this was
largely due to a small appreciation of the Swiss
franc as a result of dollar weakness. 
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3.3 Equity, commodity and 
real estate prices
Equities, commodities and real estate are

investment assets. Their prices are relevant for an
analysis of the economic situation for two main
reasons. First, fluctuations in these prices alter the
level of assets held by households and companies.
This in turn affects their creditworthiness as well 
as influencing consumer and investment behaviour.
Second, changes in inflation expectations lead 
to equities, commodities and real estate being
revalued. Commodities are also of interest for 
a third reason: they are inputs in the production
process of many goods. Consequently, their prices
affect costs and may thus exert pressure on the
general price level.

Equity markets move sideways
Prices on the main global equity markets

showed few or no gains during the reporting period.
The European Euro-STOXX 50 and the Swiss Per-
formance Index (SPI) tended to move sideways
between mid-September and mid-December, while
the US S&P 500 advanced by 2.2% over the same
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period. Uncertainties regarding the economic out-
look, weak consumption and fears over unemploy-
ment are likely to have weighed on equity prices.
Equities were also negatively affected by the uncer-
tainty surrounding events in Dubai.

An analysis of the SPI components on the
basis of company size reveals clear differences. For
example, large caps posted gains while small caps
declined (by 4.8%). Financial services providers in
particular experienced a substantial decrease (of
13%), while the shares of construction companies
rose by 6%.

The equity market movements observed
recently suggest that market prices are moving
closer to fundamentals. The comprehensive revalu-
ation of equities in the first half of 2009 was 
driven by the publication of better-than-expected
company results as well as surprisingly positive
economic indicators. Share prices benefited from
positive adjustments to both actual and expected
earnings and dividends. For example, the average
price/earnings (P/E) ratio of Swiss shares had risen
from 13 at the start of the current year to 17 by the
end of November. The historical average (since
1980) is 15.5.
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Volatility in the equity markets represents 
a measure of market uncertainty. Chart 3.12 shows
the expected volatility for the next 30 days based
on the Chicago Board Options Exchange Volatility
Index (VIX) and the actual volatility measured by
the annualised standard deviation in monthly
returns on the S&P 500. The level of equity market
uncertainty as reflected in the VIX goes hand in
hand with share price movements. The VIX declined
until the end of the third quarter of 2009 and has
since remained slightly above 20.

Higher commodity prices
Unlike equity prices, commodity prices have

risen significantly since the monetary policy
assessment of September. Energy prices in particu-
lar have surged. The oil price in dollars rose by 8%
and in mid-December stood at USD 76 per barrel.
Industrial goods (11%) and cereals (13%) also
appreciated strongly. The gold price even soared to
new record highs, and at mid-December came to
USD 1,150 per ounce. 

Mixed price trends for real estate
Real estate prices in Switzerland displayed

mixed trends in the third quarter of 2009. Prices for
owner-occupied apartments and single-family homes
rose by 6.8% and 4% respectively, but Switzerland’s
housing market is for the most part made up of
rental apartments, and the increase in rents was
rather more modest (3.2%). However, rental costs
for new apartments, which are a better reflection of
market forces, fell by 4% in the third quarter, the
third successive quarterly decline. Rents for com-
mercial property likewise recorded their third suc-
cessive decline, falling by 8.2%. By contrast, office
rents rose sharply, by 6%.
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3.4 Monetary aggregates

Fall in demand for base money
Due to the ongoing uncertainty, both the

banks and the economy generally continued to
demand generous amounts of liquidity, which the
SNB in turn continued to supply. The monetary
base, consisting of banks’ sight deposits at the SNB
plus banknotes in circulation, is a measure of the
liquidity in the interbank market. This measure of
money supply has increased significantly since Sep-
tember 2008. However, it has been declining since
peaking in April.

Before the crisis, the ratio of banks’ sight
deposits at the SNB to public deposits (sight, time
and savings deposits) was very stable, as is clear
from the path of the M3 money multiplier (cf. 
chart 3.15). The M3 money multiplier is a quotient
of the M3 aggregate and the monetary base. This
expresses the fact that, on the basis of the liquid
funds available to them, banks are able to multiply
the amount of money available to the general pub-
lic through lending. Since the outbreak of the
financial crisis, banks have scaled down their inter-
bank lending activity and are holding greater sup-
plies of liquidity for precautionary reasons. This is
reflected in a sharp decline in the money multiplier.

Sooner or later, the multiplier will move back
towards to its normal value. Essentially, this can
happen in one of two ways. The first, which is
undesirable from the monetary policy perspective,
would see the multiplier rise while the monetary
base remains unchanged. The banks’ high liquidity
would thus be made available to the rest of the

economy via lending. The associated rise in M3
could result in an inflationary effect. Alternatively,
if the multiplier rises because the SNB is absorbing
liquidity from the interbank market, thus reducing
the banks’ sight deposits, M3 growth and inflation
will remain under control. Usually, however, the
monetary base and M3 move in tandem. So what
matters is which of the two variables undergoes 
the greater change. Against this background, the
recent rise of the multiplier is not worrying from 
a monetary policy perspective, as it is caused pri-
marily by a decline in the monetary base rather
than by increased money creation on the part of
banks.

Expansion of broad monetary aggregates
The broader monetary aggregates (M1, M2 and

M3) did not exceed their trend levels until quite
recently (cf. chart 3.16), but are now significantly
above these levels.

After strong growth in 2003–2005, both M1
(notes and coins in circulation, sight deposits and
transaction accounts) and M2 (M1 plus savings
deposits) declined until summer 2007 as a result of
rising interest rates. From autumn 2007 onwards,
both of these monetary aggregates stabilised in
line with the flatter path of short-term interest
rates. However, following the most recent interest
rate reductions, M1 and M2 began to grow strongly
again. In November, M1 and M3 were both 30.5%
above the previous year’s level. M3 (M2 plus time
deposits), which is typically less volatile than the
other aggregates, expanded by 7.6% (cf. table 3.1). 

Source: SNB
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Chart 3.17
Money gap and annual inflation rate
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2007 2008 2008 2009 2009

Q3 Q4 Q1 Q2 Q3 September October November

Monetary base2 44.2 49.6 45.3 61.7 92.9 110.2 103.0 94.3 91.9 89.4
Change3 2.5 12.1 4.4 37.8 102.9 142.6 127.4 107.5 76.6 60.6

M12 268.9 273.1 258.4 302.2 355.2 375.4 383.0 385.1 388.0 393.0
Change3 –4.8 1.5 –1.1 12.5 33.3 41.5 48.2 47.7 40.7 30.2

M22 450.5 443.1 423.8 475.8 554.9 586.4 599.5 603.2 608.9 616.5
Change3 –6.4 –1.6 –3.5 7.3 26.5 35.0 41.5 41.9 38.1 30.2

M32 612.8 626.0 618.1 631.3 648.3 657.9 664.7 665.6 672.8 678.9
Change 3 2.1 2.2 1.8 2.0 3.7 4.5 7.5 7.7 7.6 7.6

Monetary aggregates1 Table 3.1

1 1995 definition            
2 Level in CHF billions            
3 Year-on-year change in percent            
Source: SNB       
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Higher inflation rates in the medium term
One way of assessing potential inflationary 

or deflationary risks resulting from an excessive or
insufficient supply of liquidity to the economy is to
calculate the money gap. This corresponds to the
positive (monetary overhang) or negative (money
gap) percentage deviation of the actual M3 aggre-
gate from an equilibrium value, which is calculated
on the basis of the transaction volume in the econ-
omy and the opportunity cost of holding money 
(cf. box ‘Money supply growth and inflation’, Quar-
terly Bulletin Q1/2005, p. 33). Chart 3.17 shows the
calculated money gap in the form of a range that
spans one standard deviation, thereby taking
account of statistical uncertainty. According to this
measure, the money gap closed in the second
quarter of 2009. The zero line may still have been
within the range during the third quarter, but the
general picture is one of monetary overhang, indi-
cating higher medium-term inflation.
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3.5 Credit

Credit growth slowed to 3.0% in the third
quarter of 2009, down from 3.2% in the second
quarter (cf. table 3.2). The slight slowdown is due
in particular to the change in other loans, which
decreased for a second successive quarter on the
back of economic developments. The decline is
mainly due to loans granted in foreign currencies,
with other loans in Swiss francs remaining virtually
stable. By contrast, mortgage loans, which account
for four-fifths of all bank lending, increased strong-
ly (4.7%), a development attributable to the low
interest rate environment.

Loans to households posted year-on-year
growth of more than CHF 20 billion (cf. chart 3.19),
equivalent to a growth rate of 3.7%. Household
mortgages in particular have continued to acquire
growth momentum since the third quarter of 2008,
and grew by 5.0% in the third quarter of 2009. By
contrast, other household loans declined by 13%.
This decline reflects the pattern of consumption.
However, other loans represent less than 6% of all
household loans.

Corporate lending grew by more than CHF 12
billion over the same period. The annual rate of
growth slowed further in the third quarter of 2009
to 4.8%, due to a decline in the growth rate of
other loans. Other loans account for 43% of all cor-
porate loans. By contrast, mortgage claims in the
third quarter grew at their strongest rate since
1997. 

Although lending growth has slowed over the
last few quarters, the data so far do not suggest 
a credit crunch. Indeed, credit volumes to house-
holds and companies are at all-time highs. 

Chart 3.18
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2007 2008 2008 2009 2009

Q3 Q4 Q1 Q2 Q3 August September October

Total1 5.8 5.7 5.8 4.2 4.1 3.2 3.0 3.2 2.7 3.2
Mortgage claims1 4.0 3.5 3.5 3.4 3.9 4.3 4.7 4.7 4.8 5.1

of which households2 4.3 3.3 3.4 3.2 3.7 4.6 5.0 5.0 5.1 5.4
of which private  
companies2 2.2 3.8 3.4 3.6 5.2 5.8 6.2 6.2 6.4 6.5

Other loans1 13.4 14.8 15.0 7.1 4.7 –0.9 –3.1 –2.5 –5.2 –3.9
of which secured1 8.2 1.2 5.1 –5.6 –6.0 –6.2 –7.2 –6.5 –7.7 –7.0
of which unsecured1 17.2 24.2 21.4 15.3 10.9 2.1 –0.8 –0.3 –3.8 –2.2
of which in CHF 1 5.7 20.3 19.3 16.3 6.2 1.2 0.4 1.0 –1.0 –0.3
of which in other  
currencies1 44.3 –1.8 2.3 –18.5 –3.2 –9.7 –16.5 –15.6 –21.0 –18.5

Bank loans Table 3.2
Year-on-year change in percent

1 Monthly balance sheets            
2 Credit volume statistics            
Source: SNB    
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4 SNB inflation forecast

Monetary policy affects output and prices with
a considerable time lag. In Switzerland, monetary
policy stimuli have their maximum effect on infla-
tion after a period of approximately three years. For
this reason, the SNB’s monetary policy is guided
not by current inflation, but by the inflation rate to
be expected in two to three years if monetary poli-
cy were to remain unchanged. The inflation forecast
published four times a year is one of the three key
elements of the SNB’s monetary strategy, together
with its definition of price stability and the target
range for the three-month Libor. The inflation fore-
cast is derived from the analysis of different indica-
tors, model estimates and the assessment of any
special factors. It maps the future development of
prices on the assumption that the three-month
Libor remains constant over the forecasting period.

4.1 Assumptions for global 
economic developments

In addition to domestic factors, exogenous
effects also have a major influence on Swiss infla-
tion rates. Various models used in drawing up the
SNB’s inflation forecast take this into account by

embedding the expected outlook for Switzerland in
an international economic setting. The assump-
tions with regard to the international economic
scenario reflect what the SNB considers to be the
most likely development in the global economy
over the next three years. Table 4.1 shows the
major assumptions for this scenario, as compared
to those for the September forecast.

Recovery expected in the medium term
While, for the US, the growth assumptions for

the current quarter are unchanged compared to the
previous quarter, the forecast for Europe has been
revised downwards slightly. For the current year, 
a 2.4% fall in GDP is assumed for the US and, for
Europe, a 4.0% drop. For 2010, positive annual
rates of growth are expected; however, at 1.1%,
anticipated growth for Europe is modest compared
to the US. In the longer term, growth is expected 
to approach the potential figure of approximately
3% (US) and 2% (EU).

For oil, a price of USD 77 per barrel is assumed
for the next few quarters, edging down to USD 75
per barrel thereafter. Although consumer prices will
continue to stagnate worldwide in 2009, inflation
will pick up slightly in 2010 and 2011, to approxi-
mately 1%. The USD/EUR exchange rate for the
forecast period is set at 1.47.

The SNB has a statutory mandate to ensure
price stability while taking due account of eco-
nomic developments. 

The SNB has specified the way in which it
exercises this mandate in a three-part monetary
policy strategy. First, it regards prices as stable
when the national consumer price index (CPI) rises
by less than 2% per annum. This allows it to take
account of the fact that the CPI slightly overstates
actual inflation. At the same time, it allows infla-
tion to fluctuate somewhat with the economic
cycle. Second, the SNB summarises its assessment

of the situation and of the need for monetary pol-
icy action in a quarterly inflation forecast. This
forecast, which is based on the assumption of 
a constant short-term interest rate, shows how the
SNB expects the CPI to move over the next three
years. Third, the SNB sets its operational goal in
the form of a target range for the three-month
Swiss franc Libor. The target range provides the
SNB with a certain amount of leeway, enabling it
to react to unexpected developments in the money
and foreign exchange markets without having to
change its basic monetary policy course.

Inflation forecasting as part of the monetary policy concept 
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December 2009 2009 2010 2011

GDP US1 –2.4 2.4 2.5
GDP EU151 –4.0 1.1 2.1  

Short  Long  
term term

Exchange rate USD/EUR2 1.47 1.47
Oil price in USD/barrel2 77 75
Oil price in CHF/barrel3 79 77

September 2009 2009 2010 2011

GDP US1 –2.4 2.4 2.5
GDP EU151 –3.6 2.2 2.3 

Short  Long  
term term

Exchange rate USD/EUR2 1.42 1.42 
Oil price in USD/barrel2 72 70
Oil price in CHF/barrel4 77 75

Assumptions for inflation forecasts Table 4.1

1 Change in percent                          
2 Level                          
3 Level, exchange rate on 10 December 2009           
4 Level, exchange rate on 17 September 2009          
Source: SNB                         
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4.2 Inflation forecast and 
monetary policy decision
By and large, the assessment of the economic

and monetary situation is the same as in September
2009, with economic and financial developments
running according to the National Bank’s expecta-
tions. Risks remain significant, and for this reason
the SNB is maintaining its expansionary monetary
policy. 

Global economic outlook 
Signs of a recovery in global economic activity

gathered strength during the second half of 2009.
The ongoing normalisation of conditions on the
interbank and financial markets, together with the
monetary and fiscal stimuli, supported a recovery in
production, especially in the manufacturing industry. 

However, the legacy of the crisis still weighs
heavily. The economic rebound of the past few
months is largely the result of public sector interven-
tion, and is not yet anchored firmly enough. Except
in emerging Asia, the rebound has only partly
redressed the losses sustained in 2008 and early
2009. Capacity utilisation rates are still generally
low, and access to bank lending remains difficult in
some countries. Moreover, both the labour market
situation and the need to restore savings levels are
weighing on household consumer spending. There-
fore, the SNB still holds the view that the return to
global equilibrium will be slower and more uncertain
than is usually the case at the end of a recession. 

Swiss economic outlook 
The Swiss economy is also on the road to recov-

ery: Swiss GDP growth turned positive in the third
quarter. However, value added continued to contract
in the manufacturing industry. Overall, demand for
labour is still falling and unemployment numbers are
on the rise.

The SNB is projecting a moderate recovery for
2010. Private consumption growth will be held 
back by weak household income growth. Exports will
benefit from a gradual return to strength of external
demand. This should allow manufacturing production
to recover, albeit unevenly across the different seg-
ments. In particular, new orders in the equipment
goods segment will probably continue to suffer from
the excess capacity at the international level. In
Switzerland, too, the increase in manufacturing pro-
duction will not be enough to allow excess produc-

tion capacity to be reabsorbed. Consequently, equip-
ment investment is unlikely to see any improvement
for several quarters, and there could be a fall in the
number of manufacturing jobs. In the construction
industry, on the other hand, where the degree 
of resource utilisation is more than satisfactory,
demand should stabilise. 

For 2010 as a whole, the SNB expects real GDP
growth of between 0.5% and 1%, following a decline
of around 1.5% in 2009. 

Changes in monetary and 
financial conditions 
Overall, monetary conditions are a reflection of

the National Bank’s expansionary policy, especially
with respect to interest rates and the monetary
aggregates. 

The Libor is currently at the level targeted since
March this year, i. e. 25 basis points, a level which
can be regarded as a floor. The fact that it was
impossible to bring the rate down any lower than
this led the SNB, in March, to introduce other instru-
ments in order to make its monetary policy as expan-
sionary as the circumstances demanded. 

Monetary conditions have become more expan-
sionary via the interest rate channel in particular.
Indeed, credit premia on the capital markets have
declined steadily since the beginning of the year. As
yields on Confederation bonds have remained low,
other long-term yields have also trended downwards.
It has thus become cheaper for companies to raise
funds by borrowing on the capital market. In addi-
tion, the SNB’s figures show that financing in the
form of bank loans has also become more attractive
following the decline in the Libor. In real terms – 
i. e. after factoring in expected inflation – interest
rates are even lower. 

The Swiss franc has appreciated slightly in
trade-weighted terms, as a result of the recent weak-
ening of the dollar. However, it has remained stable
against the euro, which shows that the monetary
policy followed since March has been effective. An
appreciation of the Swiss franc against the euro
would run counter to the relaxation in monetary
conditions brought about through the interest rate
channel. This is why the SNB will continue to act
decisively to prevent any excessive appreciation of
the Swiss franc against the euro. 

An assessment of monetary conditions can be
misleading if it is based on prices which have
reached their limit, as is currently the case with the
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Libor. For this reason, an assessment based on quan-
tities – money and credit – is particularly important
in the current circumstances. 

The monetary base has increased substantially
since October 2008, when the financial crisis entered
a new phase following the collapse of Lehman Broth-
ers. The SNB supplied the interbank market with
sufficient liquidity to meet burgeoning demand in 
a climate of uncertainty, in order to prevent any
increase in money market rates. Since then, precau-
tionary base money demand has declined and the
SNB has reabsorbed liquidity accordingly. The mone-
tary base has thus fallen by 28% compared to the
peak recorded in April 2009. The level of sight
deposits is, however, still almost ten times higher
than before the crisis. There is thus a risk of exces-
sive money creation once confidence is restored. 

Monetary conditions should not only be judged
in terms of banking sector liquidity, but also on the
basis of the liquidity available to households and
firms – i.e. the monetary aggregates. M3 growth,
which had been modest for a long time, has acceler-
ated. In October, it reached an annual rate of 7.7%.
M1 and M2 have shown strong growth. The signifi-
cance of these growth rates is limited because the
uncertainty linked to the crisis reinforced the gener-
al public’s preference for liquidity, and because
interest rates are at extremely low levels. It is there-
fore useful to analyse the transmission of monetary
stimuli through the lending channel as well. 

Mortgage loans provide a particularly good
reflection of the effects of monetary policy. Why?
Essentially, mortgage loans are used to finance real
estate projects. But the yields on these investments,
which are by their very nature long-term, are heavi-
ly dependent on the level of interest rates. This rela-
tionship has been confirmed once again: no sooner
did the SNB cut interest rates than the growth rate
of mortgage loans began to increase more strongly.
Having hit a low of 3.2% in November 2008, the
growth rate then began to accelerate steadily, reach-
ing 5.1% in October 2009. In the same month, other
lending in Swiss francs declined at a rate of –0.3%,
which is normal during a period of weak economic
activity. All in all, lending to households and firms,
both large and small, has continued to grow over the
past few months, as the growth in mortgage lending
has largely offset the drop in other lending. 

According to the latest SNB bank lending sur-
vey, the phase of tightening lending conditions
could be coming to an end. The share of banks

reporting a further slight tightening of conditions
for corporate lending has fallen considerably, from
40% at the time of the previous quarterly survey 
to 3% for this quarter. Households appear to be
benefiting from a similar trend, as no banks have
announced a tightening of their lending conditions
for households, whereas in the previous quarter 50%
of banks reported a further slight tightening of lend-
ing conditions for non-mortgage loans and 20% for
mortgage loans to households. 

The survey also suggests that demand for loans
has stabilised. The share of banks experiencing
increased household demand for mortgages has fall-
en from 40% at the beginning of this year to 10%. 

The situation in Switzerland is thus very differ-
ent to that observed in other economies. Not only is
there no credit crunch, but the country has also wit-
nessed a substantial increase in the volume of mort-
gages. There are also signs of a relaxation in lending
conditions for mortgage loans. The SNB would like to
sound a note of caution, both to banks and to firms
and households, as regards the risks inherent in 
a relaxation of discipline in real estate financing. 

Inflation outlook 
Monetary policy influences the medium and

long-term inflation outlook. By contrast, it has very
little effect on short-term developments. The past
two years have been a perfect illustration of this.
Inflation peaked at 3.1% in July 2008, before plum-
meting to –1.2% in July this year. This reflects
extreme movements in oil prices, which reached USD
145 a barrel in July 2008, only to fall to USD 35 in
December of the same year. The temporary nature of
fluctuations in inflation was correctly anticipated, as
evidenced in the SNB’s previous inflation forecasts.
Since it takes time for the impact of monetary policy
to feed through, it would have been futile to
attempt to counter these movements. 

The path of inflation in the near term will be
largely dictated by recent movements in oil prices
and the associated base effects. Inflation will
already return to positive figures from the end of this
year. This is mainly due to the base effect linked to
the USD 35 low reached by oil prices in December
2008. Inflation will tend to decline thereafter,
despite the recovery in growth. In fact, economic
activity will remain subdued and will return only
gradually to normal. Inflation will nevertheless
remain positive throughout 2010. Assuming that the
SNB’s monetary policy remains unchanged, the new
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forecast shows that inflation will begin to increase
again from the beginning of 2011, to reach 2% in
the first half of 2012. The SNB’s expansionary mon-
etary policy cannot be maintained indefinitely with-
out incurring inflation risks. 

Considerable uncertainty remains attached to
this inflation forecast. Global economic develop-
ments could be less favourable than described in the
first section. The financial crisis could reappear. 

Monetary policy decision 
The inflation outlook has not changed since

the September assessment. It confirms that the
expansionary monetary policy cannot be maintained
for the next three years because price stability will
be compromised in the long term. However, a swift
correction in monetary policy would be precipitate
since the inflation outlook is still associated with
downside risks. If these risks materialised, the threat
of deflation could re-emerge. The uncertainties
relate to the global economy and to the level of
recovery within the financial industry. These factors
have persuaded the SNB to opt for a cautious stance,
and it is leaving its monetary policy course
unchanged for the time being.



SNB 43 Quarterly Bulletin  4/2009

2006 2007 2008 2009 2006 2007 2008

Q1 Q2 Q3 Q4 Q1 Q2 Q3 Q4 Q1 Q2 Q3 Q4 Q1 Q2 Q3 Q4

Inflation 1.23 1.33 1.22 0.46 0.09 0.52 0.63 1.68 2.47 2.68 2.97 1.58 –0.02 –0.75 –0.97 1.1 0.7 2.4

Observed inflation in December 2009 Table 4.2

2009 2010 2011 2012 2009 2010 2011

Q1 Q2 Q3 Q4 Q1 Q2 Q3 Q4 Q1 Q2 Q3 Q4 Q1 Q2 Q3 Q4

Forecast September 2009,
Libor 0.25% –0.92–0.200.84 0.63 0.500.43 0.49 0.70 1.07 1.46 1.87 2.28 –0.5 0.6 0.9

Forecast December 2009,
Libor 0.25% –0.13 0.79 0.54 0.410.40 0.48 0.69 1.07 1.45 1.84 2.20 2.55 –0.5 0.5 0.9

Inflation forecast of September 2009 with Libor at 0.25% and of December 2009 with Libor at 0.25% 

Chart 4.1
Inflation forecast of September 2009 with Libor at 0.25% and of December 2009 with Libor at 0.25%

Percentage change in national consumer price index from previous year
Inflation Forecast September 2009 (0.25%) Forecast December 2009 (0.25%)
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The economic situation from the vantage point of the delegates 
for regional economic relations

Summary report for the attention of the Governing Board of the 
Swiss National Bank for its quarterly assessment of December 2009

The SNB’s delegates for regional economic relations are constantly in touch
with a large number of enterprises from the different industries and economic
sectors. Their reports, which contain the subjective evaluations of these
companies, are an important additional source of information for assessing
the economic situation. On the following pages, the most important results
of the talks held in October and November 2009 on the current and future
economic situation are summarised.
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Summary

In the talks held by the SNB delegates for
regional economic relations with around 180 repre-
sentatives of various economic sectors and indus-
tries in October and November, the consensus was
that the economy is gradually regaining momen-
tum. Initial – and mostly still weak – signals of 
a trend reversal in parts of the export industry had
already been recognisable in the previous round 
of talks. These were now confirmed and shown to 
be more pronounced. Moreover, the expectations
expressed the last time were, for the most part,
exceeded. Despite these positive developments,
however, euphoria would be inappropriate. Unem-
ployment is still on the rise and capacities in
numerous sectors of the economy remain under-
utilised, in some cases massively so.

Most of the respondents anticipate another
difficult year ahead. For the first time in a long
while, a slight majority of the respondents expect
an increase rather than a decrease in turnover. As
far as staff numbers are concerned, however, most
anticipate further cuts. Selling prices are also
expected to tend downwards. 

Weak demand remains the principal concern.
Pressure on margins and earnings were also fre-
quently mentioned. The weak dollar was brought up
more often than before when the topic of exchange
rates was raised. The banks’ lending policy, by con-
trast, was less of a talking point. Obviously, the
credit crunch that was widely feared would result
from the financial crisis has not come to pass.
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1 Production

Manufacturing
Compared to the talks in August, distinctly

more representatives from the manufacturing sec-
tor now spoke of an upturn in demand. The main
reasons mentioned were the partial rebuilding of
inventories following their massive depletion and
the economic stimulus packages implemented by
governments in various countries. Demand from
Asia, particularly China, developed dynamically, but
Latin America, especially Brazil and Mexico, also
warranted mention. Demand from the US and Europe,
by contrast, remained weak. In the case of the US,
one of the reasons was the weakness of the dollar,
which rendered Swiss exports more expensive. 

There are, in part, major differences from one
manufacturing sector to another. Various compan-
ies from sectors that benefit early from a recovery,
especially in the chemical and plastics industries,
had already expressed confidence in August. They
now confirmed the turnaround and spoke of a posi-
tive trend growth rate in October and November in
terms of both output and turnover. Positive signals
came from other industries, too, including the
energy technology and supply industry and parts of
the machinery industry. Although the overall pic-
ture has become brighter, the mood in many areas
of manufacturing remained gloomy. Order volumes
particularly in the machinery and watchmaking
industries are, in certain cases, substantially below
their year-earlier level. Despite capacity reduc-
tions, capacity utilisation reached a new low-water
mark in numerous companies.

Respondents from the manufacturing indus-
tries are generally counting on a slow recovery.
Companies benefiting late from an economic recov-
ery, such as those operating in plant engineering,
will probably achieve a turnaround only in 2010.
Nor are representatives of other lines of manufac-
turing, for the most part, expecting to see produc-
tion figures approach values reached before the
recession any time soon. Various respondents,
moreover, expressed doubts with regard to the
durability of the latest revival in demand. On the
one hand, the inventory cycle and the government
stimulus programmes will come to an end in the
foreseeable future. On the other, the revival of
demand in numerous areas was deemed too weak to
allow companies to take a long-term view, and plan
and invest accordingly based on the secure know-
ledge of a coming economic upturn. 

Services
Hotels and restaurants mostly reported figures

exceeding the expectations that had been adjusted
downwards after a restrained trend in early summer.
Demand was still well below the year-earlier level,
but by less than many had feared. In most regions,
it was the Swiss clients who, to a certain extent,
made up for the drop in the numbers of foreign vis-
itors. Hotels catering for business travellers and
providing venues for seminars and congresses gen-
erally registered low occupancy rates in spite of
some encouraging signals. The same applied, in
general, to upmarket hotels, whereas those in the
middle class range benefited from clients’ cost
awareness and thus, in many cases, recorded only
slight declines in revenue. Reservations for the
coming winter season were still on a low level at
the time of the survey, but respondents from the ski
resorts did point out that guests nowadays tended
to plan and book at short notice.

Most of the respondents from the retail sector
spoke of stagnation, however with some significant
differences from one line of business to another.
The main reason was said to be the growing price
awareness among consumers inducing them, in cer-
tain cases, to switch to providers and products of
different price segments. Demand remained good
especially for sports items and leisure activity
goods in general, as well as in the food sector,
which is resistant to cyclical fluctuation. By con-
trast, demand was down in the clothing, shoes, fur-
niture and electronic devices sectors. Expectations
for the Christmas season are subdued and retailers
look ahead to 2010 with a certain unease. The prin-
cipal fear is that the anticipated further rise in
unemployment will have a negative impact on con-
sumer confidence. 

The information gained from talks with repre-
sentatives of other service providers from the con-
sumer and business segments – including IT, tourism
and transportation – was mixed. Turnover was gener-
ally lower than a year before, albeit to highly varying
degrees. Most surveyed companies from these seg-
ments, however, anticipate stagnating or slightly
increasing sales over the coming months. 

Already in August, respondents from the bank-
ing sector had been more upbeat than in spring,
and the tenor of this survey was similar. Banks are
benefiting especially from the positive stock mar-
ket developments. In the lending business, private
demand for mortgages remained strong, whereas
demand for corporate loans slackened. Banking rep-
resentatives almost unanimously spoke of extreme-
ly fierce competition in the lending business, which
took its toll on margins. Expectations for the com-
ing year are, for the most part, restrained. Banks
are preparing for increasing loan defaults and have
therefore raised their provisions. Bankers in asset
management, too, expect uneasy times ahead.
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Construction
The construction companies surveyed were

mostly upbeat about the course of business. This is
due especially to the order volume, which was
largely deemed to be satisfactory. The weak trend in
commercial and industrial construction continued
despite certain encouraging signals, whereas the
situation in residential construction and civil engin-
eering remains good. Most respondents expect
turnover to stay largely unchanged over the coming
months. Overall, the construction industry continues
to benefit from the low interest rates, the govern-
ment stimulus packages for the economy, a migra-
tion balance that is positive – albeit to a lesser
extent than the year before – and the willingness of
many home owners to invest in environment pro-
tection and energy-saving measures. 

2 Labour market

Most of the companies surveyed reacted to the
recession by taking steps to save costs. From the
start, natural turnover was used as a means to
reduce staff. A large number of companies – pre-
dominantly in the manufacturing sector, less so in
services – introduced short-time work. The number
of lay-offs has risen since spring. Over the past two
to three months, the situation has changed insofar
as numerous firms that had resorted to short-time
work retracted this measure or at least reduced its
extent. The consensus in a large number of discus-
sions was, however, that the turning point in the
job market has not yet been reached. Most respond-
ents consider the recovery to be fragile and are
unlikely to employ more people in the foreseeable
future. In addition, most of them plan to maintain
their policy of using natural turnover to reduce
their workforce. Many are also rethinking their
strategy and trying to find the most appropriate
medium-term production level. In some cases, this
is likely to lead to resizing and thus a reduction in
the number of employees. 

3 Lending conditions

The credit crunch that was widely feared
would result from the financial crisis has not ma-
terialised. During the talks held in October and
November, respondents from the non-banking sec-
tors again made hardly any mention of a shortage
of credit. Banks are obviously being flexible in gen-
eral and passing on the benefit of more favourable
refinancing costs. However, risk premia for bank
loans have apparently gone up in reaction to the
worsening of key financial indicators.

Bank representatives have confirmed this
impression. Risk premia are indeed being raised
and, in particular, being related more closely to the
situation of the company concerned. The banks sur-
veyed consider the fact that corporate loans are
barely growing or, in some cases, even receding to
be an expression of the reduced corporate invest-
ment level. Based on the lower earnings recorded
by numerous companies, banks also anticipate an
increase in credit defaults in the coming year. 

4 Prices, margins and 
earnings situation
Respondents from all industries pointed to

the, in part, considerable pressure on margins and 
a deterioration in their earnings position. In general,
the reason cited was the under-utilisation of cap-
acities in their company and their industry in gener-
al. On the one hand, the decline in demand can lead
to an increase in average production costs owing to
large blocks of fixed costs. On the other, the global
economy’s excess capacity makes it difficult or even
impossible for individual companies to factor high-
er costs into their prices. The number of respond-
ents preparing for lower selling prices exceeds 
the number of those planning price increases. This
holds true not only for manufacturing and construc-
tion, but also for the services sector. As a result,
the tightening of margins is mostly expected to
continue. The anticipation of smaller margins has
added to companies’ liquidity concerns and to their
general sense of unease. 

Companies reacted very swiftly to the decline
in earnings by tightening cost management. The
discussions with representatives of all industries
revealed that firms were determined to keep the
cost-cutting measures in place. However, they saw
little scope for further cost savings without resort-
ing to job cuts or pay reductions. 

Asked about pay developments, most respond-
ents mentioned changes in the bandwidth of 0–1%.
With staff numbers declining, this should lead to 
a stagnation or even a slight decline in the nominal
total wage bill. Some stated that their companies
had actually considered pay cuts, but most had dis-
missed the idea because they feared the negative
impact on morale. 

On the subject of exchange rates, a majority of
respondents from the export sector were satisfied
with a Swiss franc exchange rate against the euro of
just over 1.50. The current Swiss franc rates against
the US dollar and the pound sterling were a greater
reason for concern and were deemed by many to be
too low.
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Explaining house price fluctuations

Christian Hott
Working Paper 2009-5
The paper develops a model to calculate the

fundamental value of houses and calibrates the
model for the housing markets of six different
countries. The results indicate that actual house
prices in these countries fluctuate more than fun-
damentally justified. This fact is very hard to
explain with standard rational agent models. There-
fore, the paper incorporates various kinds of agents’
expectations into the basic house price model. In
this framework the author shows that the consider-
ation of behavioural aspects like herding behaviour,
speculation and momentum trading can help to
explain actual house price fluctuations. The best
explanation for the price bubbles around 1990 in
Switzerland and the UK seems to be herding behav-
iour. Speculation, on the other hand, seems to be 
a reason for the 1990 bubble in Japan as well as the
recent house price increases in the UK and the US. 

Capacity utilisation, constraints 
and price adjustments under 
the microscope

Sarah M. Lein1 and Eva Köberl
Working Paper 2009-6
This paper analyses the interplay of capacity

utilisation, capacity constraints, and price adjust-
ments, employing a unique firm-level data set for
Swiss manufacturing firms. Theoretically, capacity
constraints may limit the ability of firms to expand
production in the short run in response to a demand
shock and thus lead to an increase in prices. The
empirical results confirm this prediction. According
to the authors’ estimates, a firm with constrained
capacities has a six to ten percent higher probabil-
ity of increasing prices, compared to a firm that
does not face a constraint. On the other hand, there
is also evidence that firms are not reluctant to
reduce prices in response to demand constraints. At
the macro level, the implied capacity-utilisation
Phillips curve has a convex shape during periods of
excess demand and a concave shape during periods
of excess supply.

1 For this study, Sarah M. Lein was accorded the SSES Young
Economist Award 2009 by the Swiss Society of Economics and Statistics.
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Optimal central counterparty 
risk management

Philipp Haene and Andy Sturm
Working Paper 2009-7
Central counterparties (CCPs) are a critical

element in the infrastructure of financial markets. 
A CCP is an entity that interposes itself between
trading partners to become the buyer to every sell-
er and the seller to every buyer, thereby ensuring
settlement, even if one of the original trading part-
ners fails to meet its obligations. In order to pro-
tect themselves against potential losses in the
event that a participant defaults and to contain
systemic risk, CCPs need to maintain sufficient
financial resources. Typically, these financial
resources consist of margin requirements and con-
tributions to a collective default fund. 

The authors study the main factors affecting
the trade-off between margins and the default
fund. The optimal balance between these two risk
management instruments is found to depend on
collateral costs, participants’ default probability,
and the extent to which margin requirements are
associated with risk-mitigating incentives. Given
the increasing importance of CCPs in financial mar-
kets in general and for financial stability in particu-
lar, these considerations are not only important 
for CCPs themselves, but also for financial market
regulators.

Banks and real estate prices

Christian Hott
Working Paper 2009-8
The willingness of banks to provide funding

for real estate purchases depends on the credit-
worthiness of their borrowers. Beside other factors,
the creditworthiness of borrowers depends on the
development of real estate prices. Real estate
prices, in turn, depend on the demand for homes,
which is influenced by the willingness of banks to
provide funding for real estate purchases. This
paper develops a theoretical model, describing and
explaining this circular relationship. Using this
model, the author illustrates how credit and real
estate cycles can be produced by the irrational
expectations of banks. More precisely, he examines
the effects of three different kinds of expectation
formation on the lending behaviour of banks, on
real estate prices, and on mortgage losses of banks.
Furthermore, the paper shows that banks make
above-average profits in the upswing phase of the
real estate cycle, but suffer high losses when the
market turns.
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Bank capital buffer and 
risk adjustment decisions

Terhi Jokipii and Alistair Milne
Working Paper 2009-9
This papers builds an unbalanced panel of

balance sheet data of publically traded US bank
holding companies and commercial banks from
1986 to 2008 in order to examine the relationship
between short-run capital and risk adjustments.
Acknowledging the fact that banks tend to manage
their capital buffers by accounting primarily for the
risk of default, and that, similarly, risk taking tends
to depend on how close the capital buffer is to the
required minimum, the authors uncover a positive
two-way relationship. They also show that the man-
agement of short-term adjustments to capital and
risk, as well as the speed at which banks adjust
towards their internally defined optimal capital
level, depends on the amount of capital these
banks hold in excess of the required minimum. The
paper additionally investigates the way in which
the relationship between capital and risk adjust-
ments varies over time, which appears to be cyclic-
al nature: negative after the 1991/1992 crisis, and
positive before 1991 and after 1997. 

Bounded love of variety and 
patterns of trade

Philip Sauré
Working Paper 2009-10
Recent trade data exhibit the following four

strong regularities: (i) Countries import only 
a small fraction of tradable varieties of goods, (ii)
per capita income and the number of imported vari-
eties correlate positively, (iii) per capita income
and trade shares correlate positively and, finally,
(iv) overall trade shares have increased substantial-
ly. Existing theories fail to provide a comprehensive
explanation of these patterns. The present paper
shows that the standard “New Trade Theory” does
indeed offer such an explanation, provided that
consumers’ marginal utility from varieties is bound-
ed. This change in demand structure implies that
only the cheaper share of varieties is consumed
and, owing to high transport costs, foreign vari-
eties are not. Technological progress increases per
capita income and consumption of those varieties
already consumed, so that marginal utility derived
from them decreases. Consequently, consumers
extend consumption to more expensive varieties
produced at distant locations, thereby increasing
trade shares. Productivity growth thus jointly
drives per capita income, trade shares, and the
number of imported varieties.
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Banking and transparency: is 
more information always better?

Nicole Allenspach
Working Paper 2009-11
The recent financial turmoil has reignited an

interest in bank transparency. Throughout the cri-
sis, institutions were repeatedly criticised for not
disclosing all relevant information. However, the
actual impact of transparency on the banking sys-
tem may be less evident than is often claimed. This
paper contributes to the discussion by showing
that transparency can indeed have harmful effects.
According to the model used, enhancing trans-
parency above a certain level may lead to the inef-
ficient liquidation of a bank. The reason lies in the
nature of the standard deposit contract: In contrast
to the bank’s payoff scheme, the depositors’ payoff
scheme has limited upside gains (fixed interest
payments). If confronted with the downside risk
(loss of deposits), depositors will therefore not
take into account the bank’s possible future gains
when deciding whether or not to withdraw their
deposits. The result points towards a trade-off the
regulator faces: While enhancing transparency may
be useful to reduce incentives for excessive risk-
taking (moral hazard), it may also increase the risk
of an inefficient run on the bank. 

Effects of trade on female labour
force participation

Philip Sauré and Hosny Zoabi
Working Paper 2009-12
Expansions or contractions in sectors that use

female labour intensively must affect overall female
labour force participation (FLFP). The authors
develop a model which suggests that whenever
trade and international specialisation expand sec-
tors which are intensive users of female labour,
FLFP actually drops and vice versa. This effect
arises because expansions in such sectors are
accompanied by contractions in others. These con-
tractions, in turn, induce male workers to move to
the expanding sectors, thus driving female workers
out of formal employment. In this way, a country
that is exporting female labour content is actually
substituting male labour for female. The authors
further show that a similar mechanism applies
whenever technological change is biased towards
female labour-intensive sectors. Finally, building
on the North American Free Trade Agreement
(NAFTA) between the US and Mexico, the paper pro-
vides empirical evidence that supports its theoreti-
cal argument. 
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Productivity and economic growth 
in Switzerland 1991–2005

Barbara Rudolf and Mathias Zurlinden
Working Paper 2009-13
This paper analyses the sources of economic

growth in Switzerland during the period
1991–2005. The results suggest that labour input
and capital input contribute 0.57 and 0.45 percent-
age points, respectively, to the average annual GDP
growth of 1.28%. The remaining 0.25 percentage
points represent growth in multi-factor productivi-
ty. The decomposition of capital input shows that
84% of capital input growth can be attributed to
growth in the capital stock, and 16% to changes in
capital quality (i.e. changes in the composition of
the capital stock). The decomposition of labour
input, in turn, shows that 13% of labour input
growth is attributable to changes in labour hours,
and no less than 87% to changes in labour quality.
The estimate of growth in multi-factor productivity
is lower than in previous studies because the meas-
ure of labour input used in this paper takes changes
in labour quality (i.e. human capital) into account.
Results are robust to open economy considerations.
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DSGE-CH: a dynamic stochastic
general equilibrium model 
for Switzerland

Nicolas A. Cuche-Curti, Harris Dellas 
and Jean-Marc Natal
Economic Study No. 5 2009
This paper presents a DSGE (dynamic stochas-

tic general equilibrium) model of the Swiss econo-
my used since 2007 in the monetary policy decision
process at the Swiss National Bank. In addition to
forecasting the likely course of main macro vari-
ables under various scenarios for the Swiss econo-
my, the model DSGE-CH serves as a laboratory for
studying business cycles and examining the effects
of actual and hypothetical monetary policies. The
microfounded model DSGE-CH represents Switzer-
land as a small open economy with optimising eco-
nomic agents facing several real and nominal rigid-
ities and exogenous foreign and domestic shocks.
The comparison of the model’s implications with
the real world indicates that DSGE-CH performs well
along standard dimensions. It captures the overall
stochastic structure of the Swiss economy as repre-
sented by the moments of its key macroeconomic
variables; furthermore, it has appropriate dynamic
properties, as judged by its impulse response func-
tions. Finally, it quite accurately replicates the his-
torical path of major Swiss variables. 

A VECX* model of the Swiss economy

Katrin Assenmacher-Wesche
and M. Hashem Pesaran 
Economic Study No. 6 2009
This paper applies the modelling strategy of

Garratt, Lee, Pesaran and Shin (2003) to the esti-
mation of a structural cointegrated VAR model that
relates the core macroeconomic variables of the
Swiss economy to the current and lagged values of
a number of key foreign variables. It identifies and
tests a long-run structure between the variables.
Moreover, it analyses the dynamic properties of the
model using generalised impulse response func-
tions. In its current form, the model can be used to
produce forecasts for the endogenous variables,
either under the alternative specifications of the
marginal model for the exogenous variables, or con-
ditional on some pre-specified path of those vari-
ables (for scenario forecasting). In due course, the
Swiss VECX* model can also be integrated into 
a global VAR (GVAR) model, where the foreign vari-
ables of the model are determined endogenously.
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Chronicle of monetary events
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Current monetary policy maintained

Following its quarterly monetary policy
assessment of 10 December 2009, the SNB decided
to maintain its expansionary monetary policy, to
leave the target range for the three-month Libor
unchanged at 0–0.75% and to adhere to its objec-
tive of keeping the Libor in the lower end of this
range at around 0.25%. Furthermore, the SNB
announced that it would still provide the economy
with a generous supply of liquidity, but discontinue
its purchases of Swiss franc bonds issued by private
sector borrowers. The SNB also said it would con-
tinue to act decisively to prevent any excessive
appreciation of the Swiss franc against the euro.
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