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Sectional breakdown of 
bulletin Q1/2008 

Monetary policy report (p. 6)
With persistent turmoil disrupting the interna-

tional financial markets since summer 2007, growth
of the world economy slowed noticeably at the end
of 2007. Further weakening is to be expected in the
months to come. Deteriorating financing conditions
and wealth losses provoked by falling share and real
estate prices are exerting dampening effects. In
addition, the fact that energy and raw material
prices are increasing across a broad front is having a
negative effect on economies in the industrial
countries.

Unlike most other industrial countries,
Switzerland experienced higher economic growth in
the fourth quarter of 2007. Employment again
recorded a considerable increase and the rate of
unemployment continued to fall, although at a
slower rate. Nevertheless, a number of indicators
suggest that the growth in GDP will slow in the
course of 2008. For 2008, the SNB is forecasting real
GDP growth of 1.5–2.0%, which represents a down-
ward revision of its December 2007 forecast. More-
over, the economic risks have risen as a result of the
financial market turbulence. 

At its quarterly assessment of 13 March 2008,
the SNB decided to leave its target range for the
three-month Libor unchanged at 2.25%–3.25%.

The economic situation from 
the vantage point of the delegates for
regional economic relations (S. 40)
Most of the 170 or so representatives of vari-

ous economic sectors and industries interviewed by
the SNB delegates for regional economic relations
between December 2007 and February 2008 re-
ported continued good business activity. The indus-
trial sector and consumer-related industries, such as
retail and tourism, performed particularly well.
Given the high level of capacity utilisation, the cur-
rent year should again see some significant invest-
ment. In contrast to the autumn 2007 round of
talks, however, financial market turbulence and the
uncertainty this is causing put a dampener on sen-
timent, thus nipping any euphoria more or less in
the bud.

Small and medium-sized exporters: 
Challenges when developing new markets
(p. 44)
In October 2007, the SNB delegates for

regional economic relations conducted a survey of
small and medium-sized exporters relating to chal-
lenges in developing new markets. The survey
revealed that these companies are already well
integrated in the global economy and that this
process is continuing at a fast pace. Even though
the exporters surveyed are so heavily committed
abroad, they continue to increase added value,
number of employees and labour productivity at
their Swiss location. This suggests that, in general,
the integration of these companies in the global
economy tends to increase the growth opportuni-
ties of the Swiss economy.

SNB Working Papers (p. 58)
Summaries of four papers: Jean-Marc Natal

and Nicolas Stoffels, ‘Globalisation, markups and
the natural rate of interest’, SNB Working Paper
2007-14; Martin Brown, Tullio Jappelli und Marco
Pagano, ‘Information sharing and credit’, SNB Work-
ing Paper 2007-15; Andreas M. Fischer, Matthias
Lutz und Manuel Wälti, ‘Who prices locally?’, SNB
Working Paper 2007-16; Angelo Ranaldo und Paul
Söderlind, ‘Safe Haven Currencies’, SNB Working
Paper 2007-17.
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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 March 2008

This report is based primarily on the data and information available as at
mid-March 2008.
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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 under-
stood by a wider public. However, it is also obliged by law to inform
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 
for monetary policy it draws from this assessment.

Sections 1–3 of the present report were drawn up for the Governing
Board’s assessment of March 2008. The sections headed ‘Monetary 
policy decision’ and ‘4 The SNB inflation forecast’ take due account of the
Governing Board’s monetary policy decision of mid-March 2008.

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

Since the last quarterly assessment by the SNB
in December 2007, the international economic
environment has deteriorated. In the euro area,
growth in GDP in the fourth quarter of 2007 was
half of what it had been in the previous quarter,
while in the US, it almost came to a standstill. In
view of the financial market turmoil that has per-
sisted since summer 2007, a further weakening in
global economic growth can be expected in the
months to come. Deteriorating financing conditions
and wealth losses provoked by falling share and real
estate prices are exerting dampening effects. In
addition, the fact that energy and raw material
prices are increasing across a broad front is having
a negative effect on economies in the industri-
alised countries. 

Within this context, the SNB has made a
downward revision to the international economic
scenario upon which its medium-term inflation
forecast is based. It now anticipates considerably
lower economic growth for the US in 2008 than it
did in December, and is also adjusting its forecasts
for Europe downwards, although to a lesser extent.
At the same time, the SNB expects a higher level of
inflation in the industrialised countries as a result
of rising oil prices.

As opposed to most other industrial countries,
economic growth in Switzerland increased in the
fourth quarter, and employment also rose consider-
ably again. However, due to the expected slowdown
in global economic growth and the renewed
strengthening of the Swiss franc, GDP growth is
likely to falter in Switzerland, too. For 2008, the
SNB is expecting real GDP growth of 1.5–2.0%,
which represents a reduction of its December 2007
forecast. The economic risks have also increased
substantially. 

This was also reflected in the discussions con-
ducted by the SNB delegates for economic relations
from December to February with the representatives
of different industries and economic sectors.
Although the representatives are still confident as
regards the next few quarters, most expected a
slowdown in business.  

At its quarterly assessment on 13 March, the
SNB decided to leave the target range for the three-
month Libor unchanged at 2.25–3.25% and to keep
the rate in the middle of the target range for the
time being. 

This decision took account of both short and
medium-term considerations. On the one hand,
capacity utilisation in the Swiss economy remains
at a high level at the time of the monetary policy
decision and inflationary pressure has increased.
Consequently, the rate of inflation is likely to
remain slightly above 2% until the end of the year,
which is above the range that the SNB equates with
price stability. On the other hand, the anticipated
flattening in economic growth in Switzerland will
reduce excess demand, and this will improve the
inflation outlook in the medium term. Assuming an
unchanged three-month Libor of 2.75%, the SNB
forecasts average inflation of 2% in 2008, and
1.4% in 2009 and in 2010. This means that the
path of the medium and long-term forecast will run
below that of December 2007. Although upside
risks are associated with the inflation forecast for
the current year, the risks for the years that follow
are more symmetrical. In view of the favourable
medium-term inflation outlook, the SNB is main-
taining an unchanged monetary policy course.
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Inflation forecast of December 2007 with Libor at 2.75% and of March 2008 with Libor at 2.75%
Percentage change in national consumer price index from previous year
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1 Developments in the global 
economy
Against the background of the turbulence that

has been persistently afflicting the international
financial markets since the summer of 2007, global
economic growth slowed perceptibly in the fourth
quarter of 2007. While GDP growth in the euro area
halved from the previous quarter, growth in the
United States came almost to a standstill. The
Asian economies, however, continued to expand
robustly, underpinned mainly by the strong growth
in China.

Global economic growth can be expected to
weaken further in the months ahead. This also
emerges from 2008 GDP forecasts for the US, the
euro area and Japan. Since November 2007 a num-
ber of different institutions have made downward
revisions to their forecasts for these regions or
countries. Factors tending to curb growth include
not only the deterioration in credit conditions but
also wealth losses caused by falling share and prop-
erty prices. Growth in the industrialised countries is
also hampered by the fact that energy and com-
modity prices are rising across a broad front.
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Increasing danger of recession in the US
GDP growth in the United States fell to 0.6%

in the fourth quarter compared to almost 5% in the
previous period. This slump was due mainly to a
heavily negative contribution from inventories and
a smaller export surplus. Growth in private con-
sumption also slowed, and the decline in residen-
tial property investment gathered pace. Only com-
mercial and industrial construction continued to
expand strongly.

The economic outlook has deteriorated further
since December. There is still no sign of an end to
the correction in residential property investment.
The labour market situation has also worsened. For
instance, employment fell in January and February
for the first time in just over four years. Together
with the wealth losses, this is likely to hold back
private consumption. The stimulative effect of US
monetary and fiscal policy should, however,
become increasingly perceptible as the year pro-
gresses. The tax refunds offered as part of the Jan-
uary 2008 fiscal package are likely to bolster pri-
vate consumption, while the higher depreciation
allowances should boost corporate investment. The
GDP consensus forecast for 2008 fell from 2.3% to
1.6% between November and February but is pro-
jecting stronger GDP growth of 2.6% for 2009.
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Weaker growth in the euro area
GDP growth also weakened in the fourth quar-

ter in the euro area, which – following the acces-
sion of Malta and Cyprus – now comprises 15 coun-
tries, although the slowdown was not as great as in
the US. Real GDP grew by 1.5%, after vigorous
growth in the third quarter (+3.0%). As a result of
contracting private consumption and a slowdown in
the growth of investment, domestic demand stag-
nated. The growth in exports also slackened. The
labour market situation remained robust, however,
and the unemployment rate reached 7.1% in Janu-
ary, the lowest level for 25 years.

Restrained growth may be expected for the
euro area in the quarters ahead.  Manufacturers still
give a positive verdict on order books and the
employment situation, and stronger growth in
employee incomes is driving private consumption.
However, exports and investment will probably lose
further momentum as a result of the less favourable
international economic environment and tighter
credit conditions. The more restrictive depreciation
rules that came into effect in Germany at the

Graph 1.3
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beginning of the year will have an additional damp-
ening effect. The gloomier investment climate is
also reflected in the European Commission’s half-
yearly investment survey, which projects slower
investment growth for this year. The GDP consensus
forecast for 2008 fell by 0.4 percentage points to
1.6% between November and February.

Solid growth in Asia for the time being
Unlike the US and the euro area, the Asian

economies were expanding strongly up to end-
2007. Following moderate growth in the third quar-
ter, real GDP in Japan increased by 3.5% in Q4.
Despite a slackening in demand from the US,
exports rose strongly, as did equipment investment.
Private consumption, by contrast, continued to
increase only modestly, while spending on housing
construction fell sharply once again owing to the
tighter building regulations introduced in 2007.
The economic outlook for Japan has also deterio-
rated somewhat, however. Strong demand from the
Asian economic area continues to provide positive
stimuli, which is reflected in the optimism being

Graph 1.4
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expressed by the big exporting companies. How-
ever, with consumer demand flat, the business
environment has deteriorated for companies that
rely more on the domestic market. The GDP consen-
sus forecast for 2008 was 1.4% in February, or 0.4
percentage points lower than in November.

In China, real GDP rose by 11.4% in the fourth
quarter compared to the same period a year earlier.
In average annual terms, GDP growth was thus in
excess of 10% for the fifth year in succession.
Growth continued to be driven primarily by exports
and investment. During the course of the year there
were, however, emerging signs of a slight shift
towards private consumption, which was accompa-
nied by higher import demand. The small eastern
Asian economies also recorded strong growth. On
average, real GDP in Hong Kong, Korea, Singapore
and Taiwan was 5.9% higher in the fourth quarter
than in the corresponding period of the previous
year. The main driving force was strong global
demand for IT goods. Because of the economic
slowdown in the industrialised countries, however,
demand may well falter in the months ahead, thus

impacting on GDP growth in the smaller Asian
economies. Due to strong domestic demand, the
Chinese economy, by contrast, has great internal
momentum which makes it less sensitive to the
slowdown in the industrialised countries. The GDP
consensus forecast for China for 2008 was 10.3% in
February, much the same as in November.

Inflationary pressure rising 
Measured by consumer prices, annual inflation

rates have been rising steadily world-wide since
October. The main driving forces have been higher
energy and food prices, but inflationary pressure
has also been driven up by higher production costs.
Annual inflation in the US rose from 3.5% to 4.3%
between October and January. Over the same 
period core inflation – which excludes energy and
food prices – rose by 0.3 percentage points to
2.5%. In the euro area, annual inflation reached
3.2% in January, its highest level in 14 years and
thus also the highest since the beginning of Euro-
pean Monetary Union in 1999. Core inflation, on
the other hand, fell slightly to 1.7%, since the
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Economic growth1 Inflation2

November February November February

2008 2009 2008 2009 2008 2009 2008 2009

United States 2.3 – 1.6 2.6 2.6 – 2.9 2.0
Japan 1.8 – 1.4 1.9 0.4 – 0.5 0.5
Euro area 2.0 – 1.6 1.9 2.1 – 2.5 2.0

Germany 2.1 – 1.7 1.9 1.8 – 2.1 1.7
France 1.9 – 1.6 1.9 1.8 – 2.2 1.8
Italy 1.3 – 1.0 1.4 2.2 – 2.5 2.0

United Kingdom 1.9 – 1.7 2.0 2.0 – 2.4 2.0
Switzerland 2.0 – 2.0 1.9 1.3 – 1.6 1.3

Consensus forecasts Table 1.1

1 Real GDP, year-on-year change in percent
2 Consumer prices, year-on-year change in percent
Source: Consensus Forecasts, November 2007, February 2008. Consensus forecasts are monthly surveys conducted among over 240 companies
and economic research institutes in more than 20 countries, covering predictions for the expected development of GDP, prices and other
economic data. The results are published by Consensus Economics Inc., London.

increase in German VAT in January 2007 dropped
out of the equation. In Japan, annual inflation had
risen by 0.4 percentage points to 0.7% by January,
but the core rate was still in negative territory.
Finally, much higher inflationary pressure was also
evident in China, as well as in a number of smaller
Asian economies. The main factor here was the
steep increase in food prices. 

Differing monetary policies
Monetary policy was still dominated by the

turbulence on the financial markets. In a bid to
reduce tensions, central banks repeatedly provided
the money markets with temporary additional
liquidity. In concert with the US Federal Reserve,
the European Central Bank and the SNB also fur-
nished the banks with liquidity in US dollars to tide
them over the year-end. These measures helped
restore some calm to the money markets, but the
nervousness has increased again recently.

The US Federal Reserve also cut its key inter-
est rate twice in quick succession in January, redu-
cing it by a further 1.25 percentage points to 3.0%.
In doing so, it was reacting to the growing threat
of a recession in the US. The Fed also held out the
prospect of further rate cuts if the economy were to
weaken more than had been assumed hitherto.
Unlike the Fed, the European Central Bank (ECB)
left its main interest rate, the refinancing rate,
unchanged at 4.0%. It pointed to the increased
threat of inflation, although it did also make more
mention of the risks to growth. The Bank of Japan
also left its overnight call money rate unchanged at
0.5%. By contrast, China’s central bank tightened
its monetary policy further in an attempt to curb
lending growth. Consequently, it raised the mini-
mum reserve rate in stages by a total of 1.5 per-
centage points to 15.0%. As a result, the rate has
now doubled since monetary policy began to be
tightened again in mid-2006.
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Graph 2.1
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2 Developments in the 
Swiss economy

2.1 GDP growth and outlook

Stronger growth in the final part 
of the year 
Unlike most other industrialised countries,

growth in Switzerland accelerated in the fourth
quarter. According to estimates from SECO (the
State Secretariat for Economic Affairs), real GDP
rose by 4.2% from the previous period and was thus
3.6% higher than the corresponding level a year
earlier. At the same time, the figures for the second
and third quarters were revised upwards. Real GDP
thus rose by an annualised 3.1% in 2007. 

To a large extent, the high GDP growth in the
fourth quarter is attributable to the positive contri-
bution to growth from inventories. However, this
component is difficult to interpret, due to the fact
that it is calculated as a residual variable and there-
fore contains the statistical error. Final domestic
demand excluding inventories rose by 1.3%, after
having fallen slightly in the previous period. Follow-
ing their robust growth in the third quarter, how-
ever, exports lost momentum. Since imports picked
up at the same time, the external contribution to
GDP growth was negative.

Output-side figures for GDP revealed a picture
of broadly-based growth. Value added by industry
increased further, although the rate of growth
slowed as compared with the previous period. This is
also reflected in the SFSO production statistics (cf.
graph 2.2). By contrast, strong growth stimuli once
again emanated from the retail and hospitality sec-
tors and financial services. The banks benefited
from further expansion in interest-differential busi-
ness and trading activity. However, valuation losses
– as stated by some banks in the fourth quarter – do
not enter into the calculation of added value. They
are, nevertheless, of significance for the economy
since they increase the costs of external funding for
companies whose balance sheets undergo a qualita-
tive deterioration. In the case of a bank, this can
lead to a situation where the bank is obliged to
charge more for its loans or to ration them.

Slowdown in growth expected 
A number of indicators suggest that GDP

growth will weaken in the first half of 2008. These
include the decline on the international equity mar-
kets in the first quarter, which is likely to impact on
added value in the banking sector. Given that export
demand is also weakening, activity in industry must
also be expected to slow. According to the results of
the KOF/ETH surveys, new orders in the export
industry fell in January and production plans were

Source: SECO Sources: SFSO, Institute for Business Cycle Research 
at ETH Zurich (KOF/ETH)
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2004 2005 2006 2007 2006 2007

Q1 Q2 Q3 Q4 Q1 Q2 Q3 Q4

Private consumption 1.6 1.8 1.5 2.1 –0.2 2.5 –0.4 1.6 2.9 2.3 3.2 1.5
Government consumption 0.8 0.5 –1.4 0.1 –1.2 –6.3 4.7 1.7 –0.6 0.7 –2.7 –0.3
Investment in fixed assets 4.5 3.8 4.1 2.7 –0.2 4.3 3.0 5.9 0.6 12.3 –10.6 1.7

Construction 3.9 3.5 –1.4 –2.9 –6.0 0.2 0.8 3.1 –1.7 –13.9 –5.3 7.4
Equipment 5.0 4.0 8.9 7.2 5.2 7.6 4.7 8.1 2.5 37.0 –14.2 –2.3

Domestic final demand 2.1 2.1 1.7 2.0 –0.3 1.8 1.0 2.6 1.9 4.4 –0.9 1.3
Domestic demand 1.9 1.8 1.4 0.3 –2.9 5.3 –3.7 5.6 –6.6 3.7 –0.8 9.1
Total exports 7.9 7.3 9.9 9.9 16.5 –1.0 12.0 19.0 10.7 5.2 10.3 1.4

Goods 7.3 5.8 11.1 8.4 20.6 –0.6 14.3 18.4 11.3 –0.5 8.5 –3.6
Excluding valuables1 7.3 6.5 11.3 8.4 16.3 8.6 6.9 19.3 7.0 5.3 7.7 –2.0

Services 9.7 11.2 6.8 13.7 6.3 –2.1 6.2 20.7 9.1 22.1 15.1 14.8
Aggregate demand 3.8 3.6 4.3 3.7 3.5 3.0 1.7 10.3 –0.4 4.3 3.3 6.1
Total imports 7.3 6.7 6.9 5.2 3.2 4.0 –2.8 32.1 –7.1 5.1 2.4 10.2

Goods 5.8 5.6 7.8 4.6 8.7 3.0 –7.9 43.4 –9.7 4.7 –1.3 8.8
Excluding valuables1 5.9 5.3 7.4 6.4 9.1 1.2 –5.5 34.0 2.4 1.7 –0.5 9.4

Services 14.7 11.6 2.7 8.0 –18.9 8.7 24.6 –9.6 6.9 7.0 21.5 16.9
GDP 2.5 2.4 3.2 3.1 3.6 2.6 3.6 1.9 2.7 3.9 3.7 4.2

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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also being scaled down. However, the retail and
hospitality trade surveys continued to paint a
favourable picture, which suggests that these areas
should continue to underpin growth.

The SNB is now forecasting an increase in real
GDP of 1.5–2.0% for 2008. This represents a down-
ward revision of its December 2007 forecast of
around 2% growth. Moreover, given the turbulence
on the financial markets and its possible impact on
global growth, the economic risks have increased
significantly.

The heightened uncertainty was also reflected
in the talks held between December and February by
the SNB delegates for regional economic relations
with representatives of various sectors and indus-
tries. Although these representatives were generally
confident about the coming quarters, most of them
expected growth to weaken during the course of the
year. While no tightening of credit terms had been
observed up to now, some representatives were wor-
ried about future loan negotiations. Rising prices
for energy, industrial raw materials and agricultural
produce, together with the low dollar exchange rate
constituted a considerable burden. The severe short-
age of specialists remained a further source of con-
cern (cf. ’The economic situation from the vantage
point of the delegates for regional economic rela-
tions’, March 2008).

2.2 Foreign trade, consumption 
and investment
Slower export growth
The economic slowdown in the industrialised

countries, coupled with with the appreciation of
the Swiss franc, has led to a perceptible slowing of
exports in real terms. This affected exports of
goods, which fell slightly from the previous period.
By contrast, exports of services expanded as
strongly as before. While a sharper increase in
income from tourism and international transport
was recorded, commission income from banking
business with foreign clients fell. Total exports
were up 7.1% on the same period of the previous
year, compared to 11.9% in the third quarter.

Among exports of goods, exports of semi-fin-
ished and investment goods contracted. Although
deliveries of consumer goods continued to grow,
the rate of growth declined. Broken down by
region, exports to the US and Japan fell further.
While demand from Europe lost considerable
momentum, demand from south-east Asia, China
and most oil-exporting countries remained robust.
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Surge in imports 
Boosted by strong domestic demand, imports

in real terms rose appreciably in the fourth quarter,
having shown only a modest increase in the course
of the year prior to that. Compared to the previous
year, they were 5.0% higher. Both goods and ser-
vices contributed to the increase. Import volumes
were higher in all categories of goods apart from
pharmaceuticals. As regards imports of services,
expenditure on tourism and on licences and patents
were once again the main items exhibiting strong
growth. 

Robust growth in consumption
Private consumption was a significant main-

stay for growth in the fourth quarter as well, even
though the growth rate of 1.5% was less than half
of what it had been in the previous period. Con-
sumption of both goods and services increased.
Although retail sales lost momentum compared to
the previous period owing to unexpectedly weak
demand in the clothing and footwear segment,
durable goods expenditure rose strongly. This

manifested itself in an almost 10% rise in imports
of durable consumer goods and new car registra-
tions compared to the previous period. The number
of overnight stays in hotels – an indicator of the
consumption of services – also reflected healthy
growth. Favoured by good snow and weather con-
ditions, the number of overnight stays by domestic
guests was up 7.9% on the previous period.

The aggregate consumer sentiment index
compiled in January remained at the high level of
the two previous surveys in October and July 2007.
Although the households surveyed were once again
a little less optimistic than before about the gen-
eral future economic situation, they still rated
their own financial situation and job security as
good. According to initial estimates, real employee
incomes look set to increase significantly (by just
over 2.8%) in 2008 as well, though falling well
short of last year’s figure of 5.0%. This weakening
is attributable to the slower increase not only in
employment but also in wages and salaries. The
variable components of wages and salaries, in par-
ticular, are likely to be lower than last year.
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Increase in construction investment –
drop in equipment investment
Construction investment increased in the

fourth quarter compared with the previous period,
having fallen in the first three quarters of the year.
The main contributors to this good outcome includ-
ed the intermittent investments in civil engineer-
ing projects and – to a somewhat lesser extent –
higher investment in commercial property construc-
tion. By contrast, house-building activity declined
again. The continuing decrease in residential build-
ing permits points to a further decline in residential
property investment in the quarters ahead; higher
investment in the other construction segments is
unlikely to compensate for this.

Equipment investment contracted slightly
again in the fourth quarter, having fallen heavily in
the third quarter. Although investment in industri-
al machinery, precision instruments and IT products
rose appreciably, this was offset by a steep drop in
aircraft purchases and stagnating software invest-
ment. Given that capacity utilisation is still very
high, we can expect to see an increase in capital
investment over the coming quarters. The rate of
growth is, however, likely to weaken gradually in
the course of the expected economic slowdown.
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2.3 Employment and labour market

Steeply rising employment
The strong growth in employment that began

two years ago continued in the fourth quarter. The
number of people in employment was up 2.8% from
the previous period and was thus 2.7% higher than
12 months previously. The biggest increases in the
workforce were reported by the manufacturing and
construction industries. By contrast, job growth in
the services sector was relatively modest. While
employment in the hospitality and wholesale trades
expanded quite strongly, the retail trade, along
with banking and insurance, saw only small in-
creases. Converted into full-time equivalents, the
number of jobs rose by 3.0% in the fourth quarter
compared with the previous period, exceeding the
prior-year level by 2.8%.

The SFSO index of job vacancies points to a
slightly slower increase in employment in the next
few quarters. Having risen steadily for three years,
the index stabilised in the fourth quarter at a high
level. While demand for labour increased further in
manufacturing and construction, it fell back slight-
ly in the services sector.

Slower decline in unemployment
After adjustment for seasonal factors, the

number of people registered as unemployed with
regional employment offices fell from 102,700 to
99,230 between November and February, which is
equivalent to a reduction in the unemployment rate
from 2.6% to 2.5%. The number of people seeking
employment – which, in addition to the registered
unemployed, also includes people on training and
employment programmes or those who have accept-
ed an interim placement – fell from 4.0% to 3.9%.

Despite the robust growth in employment, the
decline in unemployment slowed further compared
to previous months. This suggests that some of the
unemployed lack the qualifications sought by
employers, leaving vacancies increasingly to be
filled by workers recently arrived from abroad or by
people who have never had a job before. In fact,
the number of gainfully active persons of foreign
origin and their participation rate increased strong-
ly in the fourth quarter. At the same time, the SFSO
survey shows that companies are still finding it dif-
ficult to recruit suitably qualified staff.
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2.4 Capacity utilisation

If aggregate demand does not move synchro-
nously with aggregate supply, inflationary or defla-
tionary trends may arise. As a rule, aggregate sup-
ply – which is determined by the availability of
labour and capital as well as technological
advances – grows at a relatively even pace in the
short term. Changes in the growth of demand are
therefore reflected in fluctuations in the utilisation
of technical and labour capacity. If their utilisation
rate significantly exceeds its normal level, this
points to excess demand and, consequently, to
increasing inflationary pressure. Conversely, under-
utilisation of capacity indicates excess supply and,
consequently, lower inflationary pressure.

Technical capacity utilisation remains high
Indicators providing information on capacity

utilisation in the economy include the relevant
KOF/ETH surveys. The latest surveys show that util-
isation of technical capacity in the manufacturing
sector, at 88%, remained above the long-term aver-
age of 84% in the fourth quarter (cf. graph 2.12).
Despite the high utilisation rate, the situation
showed signs of easing. For instance, the propor-
tion of companies planning to expand their cap-
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acity increased. At the same time, the proportion of
companies that saw themselves as restricted in
their business due to insufficient technical cap-
acity decreased; this figure is now close to its long-
term average. Unlike manufacturing, the construc-
tion industry saw a reduction in its utilisation rate.
But in both sectors a relatively high proportion of
companies were still reporting staff shortages. In
the construction industry, this proportion reached
its highest level since 1995.

As for the service industries, the results yield-
ed by the KOF/ETH surveys suggest increasing
capacity constraints. This applies to both technical
capacity and labour. In the hospitality trade, the
occupancy rate reached a very high level, even on a
longer-term comparison. An increasing number of
companies in the banking, retail and hospitality
sectors reported staff levels as being too low,
although the proportions concerned are uniformly
lower than in the boom years of 1999/2000.

Positive output gap widening
A more comprehensive measure of capacity

utilisation in the economy is the output gap, which
is calculated as the percentage difference between
Switzerland’s real GDP and its estimated production
potential. Graph 2.13 shows three estimates of the
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output gap based on different methods of estimat-
ing production potential: the production function
(PF), the Hodrick-Prescott filter (HP) and the
multi-variant filter (MV). As fourth-quarter real GDP
rose considerably faster (4.2%) than production
potential, the production overhang continued to
increase according to all three estimation methods.
According to both the production function and the
multi-variant filter, it rose to 1.8%, whereas
according to the Hodrick-Prescott filter it increased
to 1.6%. 

The positive output gap continues to be main-
ly a reflection of above-average utilisation of tech-
nical capacity. In the meantime, however, utilisa-
tion of the labour supply has also moved slightly
above its long-term average. The SNB is projecting
that GDP will grow more slowly than production
potential over the next few quarters and that the
production overhang will therefore narrow. At
approximately 2%, the rate at which production
potential is growing is at present still higher than
the long-term average (1.6%). This is mainly due to
the fact that the supply of labour is currently grow-
ing relatively strongly as a result of the immigra-
tion of foreign workers and the rise in the partici-
pation rate.



SNB 23 Quarterly Bulletin  1/2008

2.5 Goods prices

Increasing pressure from producer 
and import prices
The price pressure exerted by producer and

import prices on downstream consumer prices
increased further between October and January.
Annual domestic producer price inflation rose from
2.5% to 3.5%, while imported goods inflation
climbed from 3.1% to 4.1%. The stronger upward
trend in inflation was observable for almost all
types of goods. While price pressure was still par-
ticularly strong on energy sources and agricultural
products, prices of intermediate goods and – even
more so – consumer goods also continued to rise.
One exception was investment goods, where infla-
tion remained stable. The increased price pressure
strongly suggests that it will only be a matter of
time before higher energy and commodity prices
and the price increases caused by the depreciation
of the Swiss franc against the euro are passed on to
end-consumers to a greater extent than hitherto.

Substantially higher consumer 
price inflation
Annual inflation as measured by the national

consumer price index (CPI) climbed from 1.8% to
2.4% between November and February. An increase
in inflation had been expected by the SNB in its
mid December inflation forecast, but on a some-
what smaller scale. Higher heating oil and fuel
prices combined with an unfavourable baseline
were the main factors pushing up inflation. How-
ever, even excluding the oil components, consumer
price inflation crept up from 0.9% to 1.3%. The
upward drift in inflation was particularly marked in
the goods segment. This suggests that cost increas-
es at the producer level are now increasingly being
passed on to consumers.
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Higher domestic inflation
Annual inflation for domestic consumer goods

rose slightly from 1.1% to 1.3% between November
and February. By February, goods inflation had
gained 0.7 percentage points to 1.5%, driven main-
ly by higher prices for food and electricity. Although
the 2.2% inflation figure for foods (mainly affecting
bread, milk, butter and meat) was still relatively low
compared to other countries, the price trend observ-
able at the producer level suggests that it will
increase further in coming months. By contrast,
inflation pressure on rents eased. The residential
rent index, which is compiled on a quarterly basis,
rose by 0.6% in February; as a result, annual rent
inflation fell from 2.1% to 1.8%. Other private ser-
vices, however, saw inflation rise from 0.4% to 0.8%.
While prices rose in the hospitality trade and tourism
sector, price reductions were granted in telecommu-
nications. The year-on-year increase in prices for
public services, at 1.0%, was roughly the same as in
November.

Higher imported consumer goods inflation
Imported consumer goods inflation rose

further, reaching 5.3% in February, compared to
3.6% in November. Compared with earlier months, 
a smaller part of the increase was attributable to 
oil components (heating oil and fuel). The rate 
of increase in prices of other foreign consumer
goods, which rose from 0.3% to 1.8%, played 
a greater role. A number of goods, such as gas, fruit
and rice, increased especially sharply. In addition,
the ‘clothing and footwear’ group was affected by
statistical factors (unusually low sale prices in the
previous year).
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Graph 2.17
Core inflation rates (SNB)
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Slight increase in core inflation rates
Inflation, as measured by the CPI, is subject

to short-term fluctuations that may distort percep-
tions of the general price trend. For this reason,
core inflation rates are calculated with a view to
capturing the underlying inflation trend. The SNB
computes two measures of core inflation, as shown
in graph 2.17. The trimmed means method (TM15)
excludes from the consumer price index, for any
given month, the 15% of goods prices with the
highest annual rates of change and the 15% with
the lowest. Dynamic factor inflation, by contrast,
takes into account not only prices but also data on
the real economy, financial market indicators and
monetary variables. The two core inflation rates
calculated by the SFSO always exclude the same
goods from the basket of goods in each period (cf.
graph 2.18). In the case of core inflation 1
(SFSO1), these are food, beverages, tobacco, sea-
sonal products, energy and fuel; core inflation 2
(SFSO2) also factors out products with adminis-
tered prices.

The core inflation rate calculated in accor-
dance with the trimmed means method climbed
steadily between November and February from
1.2% to 1.5%, indicating that the general inflation
trend is still rising but remains moderate. The two
core inflation rates calculated by the SFSO also
present the same picture, each rising by 0.4 per-
centage points to 1.2% and 1.4% respectively.
However, dynamic factor inflation, which has
already been pointing to a slightly rising price
trend for quite a long time, remained unchanged.
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2007 2007 2007 2008

Q2 Q3 Q4 November December January February

Overall CPI 0,7 0,5 0,6 1,7 1,8 2,0 2,4 2,4
Domestic goods and services 1.0 1.0 0.9 1.1 1.1 1.2 1.2 1.3

Goods 0.0 –0.2 0.0 0.9 0.8 1.2 1.4 1.5
Services 1.2 1.4 1.1 1.2 1.1 1.2 1.2 1.2

Private services excluding rents 0.5 0.6 0.4 0.5 0.5 0.5 0.5 0.8
Rents 2.3 2.4 2.2 2.1 2.1 2.1 2.1 1.8
Public services 1.3 1.5 1.1 1.1 1.0 1.3 1.0 1.0

Imported goods and services 0.1 –0.8 –0.0 3.2 3.6 4.1 5.6 5.3
Excluding oil products –0.4 –0.8 0.1 0.3 0.3 0.5 1.6 1.8
Oil products 2.4 –1.0 –0.8 17.1 19.9 22.2 26.6 23.3

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

Sources: SFSO, SNB
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3 Monetary developments 

3.1 Interest rates and inflation 
expectations
At its December 2007 monetary policy assess-

ment, the SNB decided to leave the target range for
the three-month Libor unchanged at 2.25–3.25%
and to aim for the middle of the target range for the
time being. This decision was taken against the
background of robust economic growth in Switzer-
land, the continuation of which was uncertain,
however, due to the turbulence on the internation-
al financial markets.

After its December 2007 monetary policy
assessment, the SNB left the one-week repo rate at
2.05% for the present. Between mid-January and
mid-February 2008, when the three-month Libor
was drifting down, the SNB increased the one-week
repo rate steadily in order to keep the three-month
Libor more or less in the middle of the target range.
Thereafter, it reduced the one-week repo rate
again, to a level of 2.15% in mid-March. In mid-
March, the three-month Libor stood at 2.82% 
(cf. graph 3.1).

To help reduce the increased tensions on the
international money markets, the Bank of Canada,
Bank of England, ECB, Fed and SNB announced
coordinated measures. The SNB took part in US dol-
lar repo transactions, offering USD 4 billion of li-
quidity on two occasions – 17 December 2007 and
14 January 2008. Simultaneously, the SNB conclud-
ed a mutual swap agreement (swap limit) with the
US Federal Reserve Bank. The repos were for 28 days
on each occasion, with value dates of 20 December
and 17 January respectively. All counterparties
authorised by the SNB who had a connection to the
Swiss repo system were entitled to participate. The
dollar repo auctions were intended to give these
counterparties easier access to US dollar liquidity.

Lower three-month Libor expected
The market was anticipating a three-month

Libor rate of 2.9% for end-March at the time of the
December monetary policy assessment, according 
to the regular Consensus Forecast survey. Between
mid-December of last year and early February of this
year, the interest rates for futures contracts matur-
ing in June, September and December 2008 dipped
well below the three-month Libor spot rate. There-
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Graph 3.4
Swiss Confederation bond yields
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after they edged up again, and at end-February
stood at 2.61%, 2.38% and 2.27% respectively (cf.
graph 3.2). The market was therefore anticipating a
reduction in the target range by end-2008.

Slightly steeper yield curve
Between December 2007 and February 2008,

the increased flight into safer investments due to
the turbulence on the equity markets caused yields
to fall, especially on bonds with maturities of 2–5
years. This was reflected in a slightly steeper yield
curve (cf. graphs 3.3 and 3.4). The average yield on
five-year Swiss Confederation bonds in February
was 2.51%; the corresponding yields on ten-year
bonds and twenty-year bonds were 2.96% and
3.37% respectively.

Mortgage interest rates rose again slightly.
This applied both to the interest rates for existing
mortgages – which, under Swiss law, are the basis
for determining rents – and to the more flexible
rates for new mortgages. In mid-March the relevant
cantonal bank rates were approximately 3.30% 
and 3.35% respectively. Over the same time-span,
interest rates on savings deposits rose by rather
more, thus slightly reducing the interest spread
between existing mortgages and savings deposits,
which is important for the traditional funding of
mortgage loans.

Credit spreads can be used to depict the
changes in borrowing terms for bond issuers. They
represent the difference between the yields on can-
tonal and corporate bonds and the yield on Confed-
eration bonds, and can also be interpreted as 
credit risk premiums. Against the background of the
financial market turbulence, credit risk premiums
for bonds of all maturities have increased signifi-
cantly since August 2007. Moreover, not only medi-
um and low-grade borrowers but prime borrowers
have also been affected. The risk of companies
being unable to service their bonds is considerably
higher when economic activity is weakening than
in economic upswings. The larger credit risk premi-
ums therefore point towards slower economic
growth.
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Declining interest rate differentials
between the dollar area and the euro area
on the money market…
As opposed to Switzerland, short-term inter-

est rates in the US and the euro area declined after
the previous monetary policy assessment in Decem-
ber. The Fed cut its key interest rate by a total of
125 basis points to 3.0%. Since the last monetary
policy assessment, the three-month rate for dollar
deposits had therefore fallen substantially by 212
basis points to 2.85% in mid-March (cf. graph 3.6).
The interest rate differential between three-month
dollar and Swiss franc deposits has been narrowing
continuously since mid-2006. At mid-December, 
it stood at 218 basis points; by mid-March it was 
3 basis points. The three-month rate for euro
deposits also eased between mid-December and
mid-March, but by much less than for dollar
deposits. The interest rate differential between
euro and Swiss franc deposits therefore narrowed by
38 basis points and stood at 178 basis points in
mid-March.

… and on the capital market 
The attractiveness of risk-free government

bonds also increased on foreign markets between
December and February, and to a greater degree
than in Switzerland (cf. graph 3.7). Yields on ten-
year US Treasury bonds averaged 3.74% in February,
while ten-year German government bonds averaged
3.84%. The differentials between foreign govern-
ment bond yields and Swiss Confederation bond
yields have been shrinking steadily since early
2007. In February, this yield differential between
dollar and Swiss franc bonds averaged 0.8 percent-
age points compared to 1.05 percentage points in
December. The yield differential between euro and
Swiss franc bonds narrowed over the same period
from 1.15 percentage points in December to an
average of 0.9 percentage points in February.

Real interest rate remains slightly above
the long-term average
Graph 3.8 shows movements in the one-year

real interest rate. This rate is defined as the differ-
ence between the 12-month nominal interest rate
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and the expected rise in consumer prices over this
period; inflation expectations are taken as the
average of the forecasts published by a number of
different institutions (Consensus Forecast, February
2008)1. The real interest rate measured in this way
was unchanged in the fourth quarter of 2007 at
around 1.8%. For the third time in succession, the
one-year real interest rate was thus only slightly
above its long-term average of 1.7%. 

The survey of households carried out by SECO
in January revealed that inflation expectations
remain high (cf. graph 3.9). Compared to the previ-
ous quarter, however, the percentages of respon-
dents who were expecting prices to fall, rise or
remain the same were almost unchanged.
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3.2 Exchange rates 

Stronger Swiss franc
There has been a marked rise in the value of

the Swiss franc since the last monetary policy
assessment in December (cf. graph 3.10). Between
mid-December 2007 and mid-March 2008 it gained
approximately 6% against the euro and in mid-
March stood at 1.57 CHF/EUR. The appreciation
against the euro was most marked between 
27 December 2007 and 28 January 2008. The franc
appreciated against the dollar by approximately
13% and was trading at 1.01 CHF/USD in mid-
March. The dollar/euro exchange rate was highly
volatile again, hitting several new highs. In mid-
March it stood at 1.55 USD/EUR.

The Swiss franc had been steadily losing
value against the euro since the beginning of
2006. This trend was broken in October 2007. The
franc was relatively stable against the dollar
between early 2004 and early 2007. Then it began
to strengthen – only slightly at first but then, after
the summer of 2007, at an increasingly rapid pace.
The weaker dollar is consistent with the sharp
reduction in US growth prospects and a narrowing
of interest rate differentials. Some of the recent
appreciation of the Swiss franc against the dollar
and the euro is also an expression of the increased
uncertainty on the financial markets (cf. Quarterly
Bulletin 3/2007, p. 32).

1 Cf. table 1.1.
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Graph 3.11
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Rise in the real external value of the franc 
The recent movements in nominal exchange

rates are also reflected in the trade-weighted real
exchange rate of the Swiss franc, which factors in
differences in price movements between currency
areas. The euro area accounts for 60% of Swiss
exports, while the US absorbs 15% and the bulk of
the remaining 25% is taken by Asia, i.e. a region in
which many currencies are linked to the dollar.
Between December 2007 and February 2008, the
Swiss franc appreciated against the euro area by
2.9% in real terms, after trending downwards since
mid-2004. Against Switzerland’s 24 largest trading
partners, the real external value of the franc rose by
even more – almost 3.2%.  

More restrictive monetary conditions 
The substantial appreciation of the Swiss franc

since the December monetary policy assessment,
accompanied by an unchanged short-term interest
rate, resulted in a marked tightening of monetary
conditions, as shown by the Monetary Conditions
Index (MCI) in graph 3.12. The MCI combines the
three-month Libor and the trade-weighted nominal
external value of the Swiss franc, providing a meas-
ure of the monetary conditions with which busi-
nesses in Switzerland have to contend. The MCI is
reset to zero immediately after each monetary pol-
icy assessment. An increase to positive values
(decline to negative values) thus signifies a tight-
ening (loosening) of monetary conditions (cf. box,
‘The Monetary Conditions Index’, Quarterly Bulletin,
1/2004, p. 27). At the end of February, the MCI
stood at 156 basis points. Measured by the histori-
cal changes in the index, a rise of more than 1.5
percentage points is high.   
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deteriorated. The S&P 500 in the US and the
EuroStoxx 50 in Europe lost 11% and 18% respec-
tively between mid-December and mid-March. In
Switzerland, the Swiss Performance Index (SPI)
slipped by 16% over the same period. The SPI correc-
tion amounted to 10.5% in January 2008 alone. This
monthly loss marked the worst January since the
introduction of the SPI in 1987 and its ninth-worst
monthly performance overall. The sector breakdown
shows that it was bank shares, in particular, that
were the most seriously affected (cf. graph 3.14).
Between mid-December and mid-March, they lost
around 45% of their value, with the prices of large-
cap international banks suffering the most, due to
some heavy write-downs and downward revisions to
earnings and dividend forecasts. The economic con-
cerns triggered by the sub-prime crisis also impacted
on other sectors. The Swiss technology sector, in
particular, recorded a substantial decline (–36%).

Graph 3.15 shows the expected volatility for
the next thirty days based on the Chicago Board
Options Exchange Volatility Index (VIX) and the
actual volatility measured as the annualised stan-
dard deviation of monthly yields on the SPI and S&P
500. Volatility, which is a sign of uncertainty, goes
hand in hand with equity market corrections. There
is, therefore, a correlation between the sharp swings
in volatility and the share price falls of August and
November 2007 and late January 2008.
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3.3 Equity, commodity and real 
estate prices
Equities, commodities and real estate are

investment assets. Their prices are pertinent to any
analysis of the economic situation for two main rea-
sons. Firstly, price fluctuations on these markets
trigger changes in corporate and household wealth,
which in turn has repercussions for their credit
standing and for their consumption and investment
behaviour. Secondly, changes in inflation expecta-
tions lead to equities, real estate and commodities
being revalued. Price movements in these invest-
ment assets therefore allow conclusions to be drawn
about inflation expectations. 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.  

Large price falls and high volatility 
on the equity markets
The international equity markets have suffered

further losses since mid-December 2007 (cf. graph
3.13). There are two main reasons for the slump in
share prices. Firstly, the equity markets have been
adversely affected by the sub-prime crisis and the
uncertainty as to its full extent. Secondly, the eco-
nomic environment in the US and other countries has
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Higher commodity prices 
Commodity prices continued to advance.

Boosted by a number of factors, including the ris-
ing prices of base and precious metals and agricul-
tural products, the Goldman Sachs Commodity
Index gained almost 19% between the mid-Decem-
ber 2007 monetary policy assessment and mid-
March. The price of gold reached a new all-time
high. This performance could be due in part to the
weakness of the dollar and the search for safe
investments that might offer protection from infla-
tion.

The prices for energy products were on the rise
again, although they were subject to relatively
large fluctuations. The price of oil hit new highs in
early January 2008, slipped back quite substantial-
ly towards the end of January and again reached a
new record high in late February. At mid-March, the
oil price stood at 107 dollars per barrel.

Moderate price pressure continues 
on the real estate market 
Prices on the housing market continued to rise

moderately in real terms (i.e. relative to the CPI) in
the fourth quarter of 2007 (cf. graph 3.16). The
biggest increase was in the prices of owner-occupied
apartments (0.7%), while prices of single-family
homes remained flat. Year-on-year, apartment rents,
which make up the largest segment of the Swiss
housing market and are also the largest component
of the CPI (around 20%), rose by 0.4% in real terms,
i.e. by much less than in the previous quarter
(2.0%). This figure relates largely to the existing
housing stock. Rents for first lettings, which are a
better reflection of market forces, actually fell, los-
ing 1.6%. Rents for business property also fell (cf.
graph 3.17): Not only did office rents continue their
decline (–1.4%) but commercial rents fell for the
first time in five quarters (–3.0%).
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Graph 3.16:
Source: Wüest & Partner

Graph 3.17:
Source: Wüest & Partner
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3.4 Monetary aggregates

M1 and M2 still declining 
As shown in graph 3.18, both M1 (notes and

coins in circulation, sight deposits and transaction
accounts) and M2 (M1 plus savings deposits) have
been declining since early 2006 and still remain at
a low level. In February 2008, M1 (–4.2%) and M2
(–6.6%) were lower than a year earlier. On the
other hand, M3 (M2 plus time deposits) continued
to grow slightly in February (+1.4%). While the M1
and M2 monetary aggregates had been fluctuating
at a high level from 2003 to 2005, they fell once
interest rates began to rise.

One way of assessing potential inflationary
risks emanating from an excessive supply of liquid-
ity to the economy is to calculate the monetary
overhang. This corresponds to the positive or neg-
ative deviation of actual M3 from an equilibrium
value which is calculated on the basis of the trans-
action volume in the economy and the opportunity
cost of holding money (cf. box, ‘Money supply
growth and inflation’, Quarterly Bulletin 1/2005, 
p. 33). In order to take account of statistical uncer-
tainty, the monetary overhang is presented in
graph 3.19 as a range that spans one standard devi-
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ation. If the range is below the zero line – as was
the case in the fourth quarter 2007 for the second
time in succession – this indicator points towards
lower inflation pressure in the medium term.

2006 2007 2006 2007 2008

Q4 Q1 Q2 Q3 Q4 December January February

Monetary base2 43.1 44.2 43.6 44.6 44.0 43.4 44.8 46.8 46.4 45.0
Change3 3.0 2.5 2.2 3.1 1.5 2.7 2.7 2.8 2.8 1.8

M12 282.4 269.1 281.0 276.0 270.0 261.5 269.1 271.7 267.8 267.4
Change3 –0.6 –4.7 –3.4 –3.6 –4.2 –6.7 –4.3 –2.4 –4.1 –4.2

M22 481.6 450.6 474.1 465.9 453.9 439.0 443.6 445.8 440.6 438.8
Change3 –2.0 –6.4 –4.7 –5.3 –6.1 –8.0 –6.4 –5.2 –6.5 –6.6

M32 600.3 612.3 607.9 613.4 611.6 606.4 617.8 622.8 622.5 624.1
Change3 2.5 2.0 2.0 3.0 2.4 1.0 1.6 2.0 1.2 1.4

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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Graph 3.19
Money gap and annual inflation rate
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2006 2007 2006 2007 2008

Q4 Q1 Q2 Q3 Q4 November November January

Total1 4.8 5.8 5.1 5.2 5.3 5.5 6.9 7.4 7.4 7.0
Households2 6.1 4.6 5.9 5.1 5.0 4.4 4.0 4.5 3.1 3.5
Companies2 1.6 6.7 3.4 3.9 4.5 6.6 11.6 11.3 15.8 13.9
Mortgage claims1 4.8 4.0 4.5 4.2 4.2 3.8 3.9 4.2 3.8 3.8

of which households2 5.5 4.3 5.3 4.9 4.8 4.0 3.7 3.6 3.6 3.6
of which companies2 1.2 2.3 0.7 0.8 1.2 3.0 4.3 5.3 4.1 4.0

Other loans1 4.6 13.4 8.1 9.6 10.3 13.1 20.2 21.4 23.6 21.0
of which secured1 2.5 8.2 1.5 7.1 7.2 5.6 12.8 18.9 10.3 –0.8
of which unsecured1 6.3 17.2 13.4 11.5 12.6 18.6 25.5 23.2 33.2 38.2

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

1 Monthly balance sheets
2 Credit volume statistics
Source: SNB

Source: SNB

Graph 3.20
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3.5 Credit

Mixed credit signals 
Credit growth accelerated in the fourth quar-

ter of 2007 to 6.9% year-on-year. The quarter
before, it was 5.5%. This growth is due to increased
corporate lending (+11.6%), whereas growth in
lending to households was once again moderate
(+4.0%).

Table 3.2 provides figures on lending by type
of use. The change in ‘Other loans‘ – which mainly
comprise borrowing by companies – rose markedly
towards the end of the year, advancing from 13.1%
year-on-year in the third quarter to 20.2% in the
fourth quarter. Unsecured loans (25.5%) were the
main driver. Mortgages, most of which are taken out
by households, were up 3.9% in the fourth quarter
– virtually the same as in the previous quarter.

Graph 3.20 depicts the levels of total loans,
mortgage loans and other loans. At the current mar-
gin it can be seen that these loans have stabilised
at a high level.
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4 The SNB inflation forecast

Monetary policy impacts on output and prices
with a considerable time lag. In Switzerland, mon-
etary policy stimuli have their maximum effect on
inflation after a period of approximately three
years. For that reason, the SNB’s monetary policy is
guided not by current inflation, but by the inflation
rate that could be expected in two to three years if
monetary policy were to remain unchanged. The
inflation forecast is one of the three key elements
of the SNB’s monetary policy strategy, together
with its definition of price stability and the target
corridor for the three-month Libor.

4.1 Assumptions for global 
economic developments

The SNB’s inflation forecasts are largely
embedded in an international economic scenario.
This represents what the SNB considers to be the
most likely path of the international economy over
the next three years. Table 4.1 shows the main
exogenous assumptions for March together with the
corresponding assumptions underlying the Decem-
ber forecast.

Lower growth momentum due to financial
market turbulence
Because of the continuing turbulence on the

US real estate market and the international finan-
cial markets, a markedly lower growth rate is
expected in the US in 2008 and 2009 than was
assumed for the December forecast. The risks of a
medium-term slowdown in growth have also
increased in Europe. For that reason, the latest
forecast for 2008 has also been revised downwards
compared to the December monetary policy assess-
ment. In both economic areas, growth is still
expected to trend towards the potential of approxi-
mately 3% (US) and 2% (EU) towards the end of the
forecast period.

The latest scenario assumes an oil price of
around USD 98 per barrel for the next few quarters
and USD 92 in the long term. Internationally, higher
inflation rates are forecast for 2008 and 2009, due
to higher energy and commodity prices. The dol-
lar/euro exchange rate has been increased slightly
to 1.47 USD/EUR in the latest scenario for 2008 and
2009. 
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The SNB has a statutory mandate to ensure
price stability while at the same time taking due
account of economic 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 within 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 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 for-
eign exchange markets without having to change
its basic monetary policy course.

Inflation forecasting as part of the monetary policy strategy

Inflation forecast of March 2008 2008 2009 2010

BIP USA1 1.5 2.4 3.1
BIP EU-151 1.7 2.0 2.4

Short Long 
term term

Exchange rate USD/EUR2 1.47 1.47
Oil price in USD/barrel2 98.3 92.0

Inflation forecast of December 2007 2007 2008 2009

BIP USA1 2.1 2.4 2.8
BIP EU-151 2.7 2.0 2.0 

Short Long 
term term

Exchange rate USD/EUR2 1.42 1.42 
Oil price in USD/barrel2 94.0 82.0

Assumptions for inflation forecasts Table 4.1

1 Change in percent
2 Level
Source: SNB
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SNB inflation forecasts: a comparison
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4.2 Inflation forecast for Q1 2008 
to Q4 2010 
The quarterly inflation forecast is derived from

the analysis of different indicators, model estimates
and the assessment of any special factors. It maps
the future development of prices on the assumption
that the three-month Libor will remain constant
over the forecasting period. Graph 4.1 depicts the
inflation forecast of March 2008 alongside those of
December and September 2007. The new forecast,
which covers the period from the first quarter of
2008 to the fourth quarter of 2010, is based on a
steady three-month Libor of 2.75%. This rate corres-
ponds to the mid-point of the 2.25–3.25% target
range for the three-month Libor, which the SNB con-
firmed on 13 March. The December and September
inflation forecasts were also based on a fixed three-
month Libor of 2.75%. 

The Swiss economy continues to grow at a very
brisk pace. However, the expected slowdown in
global economic growth will impact on the Swiss
economy as well and result in a medium-term reduc-
tion in the pressure of demand. In the short term,
forecast inflationary pressure has risen, as com-
pared to the inflation forecast of December. This is
due, first, to strong demand in the markets for

goods, services and labour and to the fact that
prices are rising across a broad front for oil, raw
materials and agricultural products. Second, it is
relatively easy to pass on costs in view of strong
demand and the high utilisation of production
capacity. Finally, higher inflationary pressure also
reflects the delayed effects of the weakness of the
Swiss franc in 2007. For these reasons, inflation will
be situated slightly above 2% until the third quarter
of 2008, and then fall again towards the end of the
year. The medium-term inflation outlook has
improved. This is due to the fact that the slowdown
in Swiss growth is greater than the SNB had
assumed in December. Assuming an unchanged
three-month Libor of 2.75%, the SNB forecasts aver-
age inflation of 2% in 2008, and 1.4% in the two
following years. 

This assessment of the inflation outlook
involves considerable uncertainty. For instance,
should the price of oil increase further, the inflation
forecast would deteriorate in the short term. There
is also a risk that inflation expectations will become
entrenched and will work against a decline in infla-
tion. At the same time, there is a danger that the
economy will weaken even more than expected. In
this event, the medium-term inflation forecast
would have to be adjusted downward.
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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 March 2008

The Swiss National Bank’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 from December 2007 to 
February 2008 on the current and future economic situation are summarised.
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Summary

Most of the 170 or so representatives of vari-
ous economic sectors and industries interviewed by
the SNB delegates for regional economic relations
between December and February reported good
business activity. The industrial sector and con-
sumer-related industries such as retail and tourism
performed particularly well. By contrast, respond-
ents from the banking sector, who have been con-
siderably affected by the stock market slump, gave
a more cautious assessment. 

The prevailing outlook for the next few quar-
ters is optimistic. Given the high level of capacity
utilisation, the current year should again see some
significant investment. In contrast to the autumn
2007 round of talks, however, financial market tur-
bulence and the uncertainty this is causing put a
dampener on sentiment, thus nipping any euphoria
more or less in the bud. Nevertheless, both banks
and companies refuted any suggestion of a tighten-
ing in lending conditions. On the other hand, rising
prices for energy, industrial raw materials and agri-
cultural products, coupled with the weak dollar,
proved to be a major burden. Recruitment of per-
sonnel also continues to pose a problem.
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1 Production

Manufacturing
After what was, for the most part, a very suc-

cessful 2007, the majority of manufacturing com-
panies got off to a good start in 2008 and were
generally able to reach or even exceed their targets.
However, sales growth targets for 2008 are mainly
lower than the figures from the previous year. Out-
standing orders remained at a very high level and,
in many cases, are set to extend through the first
half of the year. The EU, eastern Europe (Russia)
and Asia (China) continued to be the most import-
ant drivers of demand. Nevertheless, a number of
companies reported a sharp decline in demand from
the US. This was especially the case for suppliers to
the US automobile and construction industry,
although companies in other sectors have not (yet)
experienced much of a slowdown. Markets are
broad-based in geographic terms, meaning that
higher sales in other regions frequently helped to
offset US losses. Utilisation of technical capacity
and staffing levels remained very high in most sec-
tors, thus again resulting in production delays and
extended delivery periods. Procurement of raw
materials is still a problem, although the situation
does seem to have eased somewhat. 

The healthy economic climate extended across
almost all industries. High levels of investment
worldwide in the relatively non-cyclical areas of
electricity and transport had an especially stimu-
lating effect, as did increased efforts to consume
energy and raw materials more efficiently. However,
a large number of respondents expected order
intake to level off during the course of the year,
even though clear indicators pointing in this direc-
tion are still few and far between. In many cases,
respondents saw this as part of a process of the
economy ‘returning to normal’ – which, in view of
the continued signs of overheating, was something
to be welcomed.  

Services
Representatives from consumer-related ser-

vice sectors again expressed a great deal of satis-
faction at the way business has performed. After
what was by and large a gratifying Christmas sea-
son, retailers reported good sales results for Janu-
ary and February and continued free-spending on
the part of consumers. This applies both to whole-
salers and to smaller retailers. Nevertheless, some
respondents offered a somewhat more circumspect

outlook for the rest of 2008 and reduced their sales
targets accordingly. Car dealers are currently one
such retail group with this mindset. Up to now,
signs of a drop in expectations have been particu-
larly evident in the medium price bracket, but less
so in the high-price and luxury segments. Retailers
in Switzerland’s border regions continued to bene-
fit from the exchange rate-induced decline in cross-
border shopping by Swiss residents. 

Respondents from the various tourism sectors
also painted a positive picture. The winter season
generated record results in some areas, thanks to
favourable snow and weather conditions and a con-
siderable willingness to spend on the part of
tourists. Most respondents were optimistic as
regards future prospects. The numbers of both
domestic holidaymakers and tourists from the EU,
Asia and eastern Europe are extremely encouraging,
so that the drop in visitors from the US has pro-
bably been compensated. Swiss cities also benefit-
ed from the continuing strong demand relating to
business events and conferences. Having said this,
some parts of the banking sector were reporting
cancellations. 

The outlook among representatives from the
company-related services segment was more mixed.
Whereas respondents from the IT industry were
upbeat, transport and logistics companies reported
a drop in cross-border transactions. Higher trans-
portation costs are also having a tempering effect.
A number of management consultants, whose
clients include banks, have also expressed misgiv-
ings.

Given the financial market turbulence and
weak stock market, banks were less optimistic as
regards the business climate than they were a few
months ago. This rather more downbeat view was
especially noticeable among service providers oper-
ating mainly in the wealth management segment,
whose clients’ custody account assets have con-
tracted. Customers are also less inclined to perform
banking transactions. Consequently, many of the
respondents surveyed expected a decline in com-
mission income compared to the prior-year level.
The lending business continued to perform well,
though margins remain under pressure. In view of
the slowdown in the residential construction sector,
banks are expecting a deceleration in mortgage vol-
ume growth. Corporate lending remained robust,
with banks continuing to take a favourable view of
their clients’ financial circumstances. They rejected
any suggestion that they had tightened their lend-
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ing conditions, and this was confirmed in discus-
sions with business representatives. However, there
is some trepidation among a number of companies
at the prospect of having to renew their respective
loans.

Construction and real estate
Construction industry representatives were

again encouraged by economic conditions, despite
most reporting a downturn in new residential build-
ing. In many cases, a high order backlog guarantees
continued activity well into 2008. Commercial and
industrial construction and, to a certain extent,
major public building projects are helping to pro-
vide positive impetus. The verdict was also positive
among respondents from the construction-related
industries, which are benefiting greatly from a high
level of renovation activity and improvements in
energy technology. Opinions are still divided on the
outlook for the real estate market. Price increases –
most notably in the top price bracket – seem to be
subsiding in some regions. This is attributable to
an increase in the availability of residential proper-
ty and to heightened price sensitivity, mainly on
the part of potential buyers from abroad. In other
regions, strong demand and rising real estate prices
continue to be norm.

2 Labour market

While a number of respondents have indicated
their intention to further expand their workforce
this year, the demand for additional labour seems
less urgent compared to the previous year. Tempor-
ary employment is being used increasingly as a
means of covering personnel requirements. The
recruitment of qualified staff is still proving to be a
difficult and cost-intensive process – a problem
which applies to the labour markets both in
Switzerland and abroad. Fluctuation rates also
remained at a high level. The wage increases imple-
mented by most respondents were more substantial
than in the prior-year period. Almost all companies
reported a rise in wage pressure – a situation which
only gave cause for concern in exceptional cases,
however.

3 Prices, margins and earnings 
situation
Rising prices for energy, raw materials and

agricultural products were a considerable worry.
Scope for price adjustments in the industrial sector
has increased during the economic upswing of the
past few years. However, fierce price competition
continues to dominate many areas, and this often
prevents the full cost of inflation from being
passed on to customers. Companies are therefore
continually seeking to increase productivity in
order to maintain margins. At the beginning of the
year, wholesalers upped the prices of numerous
basic foodstuffs such as bread, flour and milk prod-
ucts, thereby passing on at least some of the high-
er procurement costs for corn and milk. Customers
apparently accepted these price hikes without com-
plaint. Nevertheless, in view of the consistently
tough competition, representatives from the retail
sector are still envisaging downward pressure on
prices.

As a result of the weak dollar, many exporters
are seeing their margins shrink drastically. Price
increases in the US currency only tend to work in
exceptional situations, and companies that charge
in Swiss francs are often forced to make price con-
cessions. In some parts of the Asian dollar area,
invoicing in euros is being increasingly encour-
aged. In contrast, exporters expressed continued
satisfaction with the euro exchange rate. Although
the euro, which was still strong, pushed up the
price of numerous goods from the EU area, the con-
sumer goods sector in particular was able to pass
on the cost of these hikes.
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Small and medium-sized exporters:
Challenges when developing new markets

Thomas Kübler, delegate for regional economic relations
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1 Swiss economy benefits from
globalisation
Switzerland is one of the world’s most glo-

balised economies.1 This finding is not new. As a
small, open economy with few raw materials,
Switzerland opened up its economy at a very early
stage, enhancing its wealth through extensive inte-
gration into a global economy characterised by the
division of labour.2 The Swiss efforts meant an
intensive development of export markets. Integra-
tion in the world economy also included opening up
the domestic market for imports and participating
in the global division of labour by fragmenting the
added-value chain and locating individual process-
es in places where the best opportunities lay.

In October 2007, the Swiss National Bank
delegates for regional economic relations surveyed
55 small and medium-sized Swiss exporters. Their
objective was to try and ascertain why and how
well the companies were integrated in the global
economy, how they went about this, and the conse-
quences for Switzerland as a business location. The
most important findings from the survey were as
follows:

• In the past few years, the integration of the Swiss
economy within the global economy has proceed-
ed steadily. In general, exports shipped by the
companies surveyed are increasing faster than
domestic sales; more and more, global sourcing is
replacing in-house or local sourcing, and off-
shoring is moving forward.

• Exporters’ target markets are rapidly shifting from
western European countries towards eastern
Europe and Asia.  Most companies are developing
new markets on their own initiative. They are
doing so step-by-step with the aid of existing
networks – or their own networks – without any
government support. In general, this develop-
ment is funded from their own resources.

• The increasing importance of exports is attribut-
able to the dynamic growth in these markets, cus-
tomer relocations and the expansion of market
potential. Due to higher sales volumes,
economies of scale can be achieved or the critical
threshold attained at which an investment is paid
off.

Clearly, Swiss companies are benefiting from
the vitality of exports. But does this hold for the
Swiss economy as a whole? Or is integration –
ultimately – causing parts of companies to be off-
shored, with the substitution of in-house or domes-
tic sourcing by imports? The findings obtained from
the survey were as follows:

• 70% of the companies surveyed have offshored
individual corporate functions or business
processes. The decisive factor in favour of off-
shoring in most cases was customer closeness
(’follow the customer’). However, increasing cost
pressures were also mentioned. 

• Mainly, the activities that were offshored were
labour-intensive processes in which the Swiss
location did not enjoy a comparative advantage.
Most of the companies surveyed stated that their
home location benefited from this decision since
it often triggered additional investments at the
parent company in order to increase labour pro-
ductivity. 

• Thus, foreign investment is, in many cases, com-
plementary to equipment investment in the home
market. The aim is to retain processes requiring a
great deal of expertise at the home location.
However, the pressure to relocate even modern
technologies and high value-added processes is
increasing.

Is it still possible to supply labour-intensive
inputs in Switzerland, in view of this increasing
concentration on high value-added, expertise-
oriented processes? The findings of the survey were
as follows:

• The share of imports is rising at about half of the
companies surveyed. Moreover, procurement mar-
kets are increasingly shifting from regions just
across the border to eastern Europe, Asia and, in
some cases, Latin America.

• Increased imports are being triggered by lower
prices for the imported inputs as well as the fact
that, often, the inputs are not (or no longer)
manufactured in Switzerland.

• According to the respondents, the imported
goods are seldom re-exported without a “large”
amount of added value.

1 Globalisation index of the Swiss Institute for Business Cycle
Research at the Federal Institute of Technology (KOF) 2008
2 SECO, Strategische Ausrichtung der Schweizerischen Aussen-
wirtschaftspolitik, p. 5, Berne 2005
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It may be concluded from the survey that the
Swiss economy is benefiting from the increasing
integration of companies in the global economy, as
well as the growing internationalisation and global-
isation of added-value chains. The vast majority of
the companies surveyed stated that they had expe-
rienced growth in added value, an increase in
employment and a rise in productivity at their Swiss
location, despite the offshoring of individual
processes.3

2 Detailed results of the survey

2.1 Strong export performance
The vast majority of survey participants

(about 70%) stated that they were growing faster
or much faster in the export sector than on the
domestic market. Companies with very high export
ratios were predominant among those who reported
no difference – or very little difference – between
domestic and foreign sales figures.

0f the experts surveyed, 18 (about 32%) men-
tioned the fact that the structure of (or changes to
the) institutional framework had promoted market
entry. The Bilateral Treaties were mentioned repeat-
edly, and the freedom of movement of labour, in
particular, was singled out. Above all, mention
should be made of the improvements and simplifi-
cations in access to the European labour market,
and the easier recruitment conditions in Switzer-
land that have resulted. The simplified cross-border
employee transfers within corporate groups are also
stressed, notably the increased flexibility in the
internationalisation of corporate structures that
can be achieved in this manner. In addition,
respondents were positive about both the expan-
sion of the EU into eastern Europe and the simpli-
fied access to new sales and procurement markets
that has resulted as well as about the improve-
ments brought about within the context of the
WTO.

Graph 1

Source: SNB survey, October 2007

3 This corroborates a number of studies on this topic. Cf. Girma /
Greenaway / Kneller, Does exporting lead to better performance?, Uni-
versity of Nottingham, 2002, or Robert Jäckle, ‘Going multinational:
What are the effects on home market performance?,’ Deutsche Bundes-
bank, Discussion Paper Series 1: Economic Studies no. 03/ 2006;
Sascha O. Becker, Marc-Andres Mündler, ‘The effect of FDI on job sepa-
ration,’ Deutsche Bundesbank, Discussion Paper Series 1: Economic

Studies no. 01/ 2007, or Spyros Arvanitis and Heinz Holenstein,
‘Determinants of Swiss Firms R&D Activities at Foreign Locations,’ 
KOF Working Papers no. 127, 2006.
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Survey method and data sample
Survey method
The company survey was conducted in the

form of personal interviews using a questionnaire.
Companies were chosen selectively with the aim of
achieving a data sample that would provide in-
depth information about export activities, off-
shoring and global sourcing. Consequently, the sur-
vey is not representative but rather a survey of
experts.

Structure of the data sample
In terms of its arithmetic mean (sales: CHF

340 million; staff: 990), the sample is skewed
towards companies that are of above-average size.
However, if we take the median value, we obtain
figures (sales: CHF 120 million; staff: 354) that are
typical for a Swiss small to medium-sized company.
At about 70%, the proportion of exports exceeds
the overall average for the economy (about 50%)
by a considerable margin. However, if we bear in
mind that the figure for the overall economy also
includes public administration and other services
provided solely for the domestic economy, we can
assume that the sample adequately covers the
Swiss export industry. 

The vast majority of companies surveyed pur-
sue a global export strategy rather than exporting
to a single economic region. The EU remains the
most important sales market. Western Europe, the
US and Japan, say the majority of respondents,
have ’always’ been targeted, but eastern Europe and
the rest of Asia did not come onto their radar
screens until the end of the 1990s or the beginning
of the 2000s. However, the significance of these
regions is now growing rapidly.

2.2 Market access, distribution 
structures, motives and risk 
management
When small and medium-sized companies make

their first ventures into new export markets, they
often encounter challenges they had not confronted
before. Even the task of obtaining information or
monitoring the market poses difficulties for com-
panies which – because of their size – do not have
the requisite specialists. Additional challenges can
be summed up as follows: market practices, purchas-
ing power, preferences, the competitive environ-
ment, the operating environment provided by the
state, financing arrangements, etc. A range of ques-
tions also arise when entering new markets: What
form should the market entry take? How can distri-
bution structures be established? How can market
entry be financed? Finally, the question of the
exchange rate risk comes up again – or to a greater
extent than previously.

Market entry. The survey reveals that market
entry is primarily self-directed. If need be, com-
panies are supported by their own business partners
or networks (existing customer or supplier relation-
ships). For larger companies, or in the case of group
companies, other group units serve as stepping
stones for the entry into new markets. We see that,
while business partners or networks hold a dominant
position with over 70% of mentions, little mention is
made of Swiss government organisations such as
OSEC or Swiss embassies (15%), or support by state-
backed institutions in the target region (10%).

Graph 2

Source: SNB survey, October 2007
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Distribution structures. Over time, and also
with respect to the level of market penetration,
changes in distribution structures may be observed.
Typically, agents (30%) or company representatives
(20%) are used in the initial phase. Not until the
company is established in the market are distribu-
tion units established. However, these rapidly
become very important (35%). A fairly major pro-
portion of export products is accounted for by
plants and systems, while ’the simple sale of prod-
ucts across the border’ is less important and is sub-
ject to significant offshoring pressure. Consequent-
ly, the importance of service and engineering
positions abroad is increasing. Internet sales are of
secondary importance only. Although e-business
would render on-site physical presence unnecessary
– at least as far as sales (and possibly also distribu-
tion) are concerned – it is almost never used sys-
tematically.

Motives. The main motives for commencing or
stepping up export activity are as follows:

• 34% of the companies surveyed state that they
wish to expand their sales and market area in
order to increase output and achieve economies
of scale. They are clearly aiming for lower unit
costs. 

• Slightly more than 20% of respondents earn high-
er margins abroad. They specialise in niche prod-
ucts and most of them manufacture machinery or
systems without strong competition on the mar-
ket, or where the competition's product is not

readily comparable to theirs. Here, the pricing
power is with the producer. 

• About 45% of respondents cited other motives,
these being mostly ’market’, ’market dynamics’
and ’follow the customer’. The latter is a major
driver, particularly for subcontractors. Another
motive mentioned is that the Swiss market is
close to saturation, while demand in the new
growth markets of eastern Europe and Asia is live-
ly. 

• High-tech companies refer to the fact that sig-
nificant changes in materials or production tech-
nology demand major investment in equipment if
the company is to hold its position at the fore-
front of technological progress. Yet the requisite
high level of capital commitment cannot be refi-
nanced in the limited home market. In this
respect, absolute market size (rather than market
dynamics, or arguments relating to saturation or
offshoring) is the decisive factor.   

• Finally, export markets are also chosen quite con-
sciously in order to diversify political risks as well
as risks relating to business cycles.

Comparison of prices in domestic and
export markets. The question regarding relative
prices in domestic and export markets produced
interesting results. 16 respondents (30%) stated
that prices were higher abroad, while 16 said the
opposite. 21 respondents (40%) thought there was
no difference in prices. Companies with a particu-
larly strong and valuable brand and companies rely-
ing on the ’swissness’ label due to the nature of
their products often judged export prices to be
higher. Companies that claimed they could achieve
higher margins and prices abroad said that the
value-added in export products was higher than it
was in products sold on the domestic market. It was
only because of this that the effort involved in sell-
ing to foreign markets was worthwhile, they said.
Respondents operating in an environment in which
prices in domestic and export markets were compa-
rable put forward exactly the opposite argument.
Most of them sell products, rather than systems.
Moreover, their products and those of their com-
petitors are largely standardised and can be easily
interchanged. Consequently, there is little scope for
price differentiation from one national market to
another, and prices are generally set as a reaction
to competitors’ prices.4

Graph 3

Source: SNB survey, October 2007
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Financing and exchange rates – exporters’
risk management
The majority of the companies surveyed

finance their exports (establishing structures; day-
to-day operations) from their own resources. This is
due to the fundamental endeavour on the part of
many companies to maintain a high equity ratio in
order to secure their financial independence. An
additional factor with regard to commitments
abroad, they stress, is that domestic banks are very
cautious as their organisations abroad are not
extensive enough to provide adequate local cus-
tomer service.

Financing market entry and development from
Switzerland is also rated as difficult, since loan
departments are not particularly well informed
about the markets in question, and recourse to the
securities abroad may not always be guaranteed –
or can be difficult to enforce. Generally speaking,
Swiss bank loans are only used when they can be
backed by collateral in Switzerland. However, true
growth funding is difficult to implement in this
way. For their part, companies tend to give prefer-
ence to local banks in the new markets, particular-
ly where the country in question carries large polit-
ical risks. From the company point of view, this
reduces the exit costs and improves the negotiating
position in the event of state intervention. 

Cooperative ventures between Swiss exporters
and local operators in the target markets are cited
as an interesting strategy. Such ventures appear to
be particularly promising when the exporter’s tech-
nological expertise is combined with the local part-
ner’s accurate knowledge of the market. The opera-
tional advantages in terms of market entry and
market development lie in overcoming the informa-
tion deficits mentioned. In addition, this kind of
cooperative venture seems to provide a foundation
upon which combined financing arrangements can
be organised. Thanks to the local business partner,
the initial investment – usually in infrastructure –
can be financed, while the Swiss partner will often
provide the operating credit through his commer-
cial bank. 

The responses on the management of currency
risks are closely related to the responses on off-
shoring, which are presented in the section below.
Only 16% of companies surveyed said that they
conduct hedging transactions using modern finan-
cial instruments. The vast majority stated that they
bear the risk themselves. In the ideal case, this
means either that the companies budget carefully,
or that they absorb and compensate exchange rate
losses and gains over time. Part of the risk is
allayed by purchasing more inputs in the currency
area in which revenues from exports will be earned,
or by consciously locating cost blocks there (natu-
ral hedging). With respect to individual currencies,
it emerges that the euro risk is initially borne by
the companies themselves or reduced by means of
natural hedging. The US dollar causes the compa-
nies more difficulties. Here the risk is considered to
be greater. Nevertheless, hedging is only an option
for larger companies.

Source: SNB survey, October 2007
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come second. Although most companies attempt to
position themselves in niches where price elasticity
is low, the pressure on prices and costs is high in
the global market. 

Despite the international treaties, trade barri-
ers still exist in places. To some extent they can be
avoided by producing locally. Similar problems are
evident in the case of subcontractors. For instance,
some contractors stated that their customers had
put pressure on them to transfer part of their pro-
duction to low-wage countries so that they could
reduce costs and increase the local content of the
final product.

Increase in imports, but not a ’bazaar
economy’
Half of the companies surveyed stated that

the importance of imports was increasing for their
businesses. The majority of imports were commodi-
ties and semi-manufactures; only 23% were fin-
ished products. More than 40% of imports were
used as inputs for companies’ own products, 34%
went into final consumption and 25% were re-
exported – either directly or after finishing.

Finally, companies were asked whether there
had been any changes in the share of imports. 27
respondents said that the share of imports was
increasing. The reasons given were the more
favourable import prices as compared to local pro-
duction (58%) and the better quality of imported
goods (9%). 33% of respondents said that the
products were not (or no longer) available in
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2.3 Offshoring and imports – 
offsetting the positive export 
effects?

40 of the 55 companies surveyed stated that
they had transferred corporate functions abroad, in
particular, production units and distribution. Other
units mentioned were processes that followed the
customer or the market (such as maintenance and
service, repair units, packaging and manufacture)
or production-related processes (such as sourcing
or pre-production processes). Typically, these were
labour-intensive, value-added processes in which it
was clear that the Swiss business location did not
have a comparative advantage. The value-creation
component was relatively unchanged despite the
transfer of these processes abroad. In our sample,
it stood at about 60–70%, considerably above the
average for the economy overall, which – according
to SECO – is below 40% for manufacturing as a
whole.5

Closeness to the market was the dominant
motive in the decision to transfer individual stages
in the value-creation chain. This motive is becom-
ing increasingly important, as can be seen from a
number of results obtained in the survey. As devel-
opment of the export market proceeds, the question
of where to locate the different processes becomes
ever more pressing for companies. The principle of
closeness to the customer still appears to be the
most important argument. Cost considerations

Graph 5
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Source: SNB survey, October 2007

6 H.-W. Sinn, Die Basar-Ökonomie – Deutschland: Exportweltmeister
oder Schlusslicht?, Econ Business, 2005
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Switzerland. A number of responses also revealed
that companies now order their commodities direct
from their own sourcing companies or via group
companies abroad, and no longer source them
through regional or national wholesalers. While no
in-depth exploration of the discussion on the
’bazaar economy’6 that is being conducted in Ger-
many will be offered here, the survey results cer-
tainly provide no indications that Switzerland can
be said to be a ”trans-shipment conveyer belt
where goods are merely given a polish and shine”.
Imports are used as inputs or for consumption, or
exported following a finishing process.

Looking at the procurement markets, the mul-
tiple mentions show that, on average, the compa-
nies surveyed source their imports from two coun-
tries or economic regions. In other words,
purchasing is somewhat less diversified than sales.
Measured in terms of the volume sourced from the
individual regions, the economies bordering
Switzerland and the other ’old’ EU countries pre-
dominate. Here, too, we note a very strong tenden-
cy to transfer imports to the ’new’ EU countries and
Asia.

3 Conclusion

This survey of experts from the executive man-
agement of 55 Swiss export companies has revealed
that integration in the global economy is well
advanced and is moving forward at a rapid pace.
The integration encompasses the development of
both sales and procurement markets, and also
involves the fragmentation of the value-creation
chain and the decentralised location of individual
parts of processes. 

Companies are exposed to competition and
focus on niche markets and activities with a high
level of value creation. Their growth in export mar-
kets is faster than that in the domestic market, and
they source lower-cost primary products abroad. 

Switzerland benefits as a business location
from the fact that high value-creation activities (as
opposed to labour-intensive activities) are carried
out here, that investments are made in infrastruc-
ture at the home location as a complementary
activity to investments made abroad, and that sub-
contractors also become highly specialised compa-
nies.

As a result of all these factors, the export
companies demonstrate that, overall, they have
increased value-creation, staff numbers and labour
productivity in Switzerland – despite their foreign
investment. They thereby confirm investigations
showing that companies which are successful
abroad create an above-average number of jobs in
the domestic market. Extensive integration in the
global economy strengthens the competitiveness
and growth potential of the Swiss economy.

Graph 6
Imports, by type, use and origin
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Globalisation, markups 
and the natural rate of interest

Jean-Marc Natal and Nicolas Stoffels
Working Paper 2007-14
In the last four years, real interest rates have

been unusually low despite historically rapid rates
of growth in the world economy. Most standard
explanations for this ‘conundrum’ have relied
extensively on imperfections in capital markets. In
particular, a popular hypothesis suggests the
appearance of a ‘glut’ of global savings chasing lim-
ited investment opportunities. Another line of
argument ascribes the low level of real bond yields
to a decline in risk premiums. 

In this paper, the authors propose a com-
plementary perspective, which relies solely on
goods markets developments to explain the low
level of real interest rates. They argue that global-
isation – modeled as increased integration of trade
in goods (and services) thanks to the decline in
trade costs – has led to a worldwide erosion in
firms’ markups, which in turn has depressed a cru-
cial, although non-observable, variable for the con-
duct of monetary policy: the real natural interest
rate, i.e. the interest rate necessary to bring aggre-
gate demand in line with supply, while avoiding a
change in inflation. 

The ‘conundrum’ of the low level of real
bond rates may thus be interpreted as reflecting a
persistent drop in the natural real rate of interest,
i.e. a decline in expected future short-term real
rates.

Outlining a two-country dynamic general
equilibrium model with variable elasticity of substi-
tution between goods, the authors suggest two
main – mostly theoretical – proposition:

1. Globalisation – via its impact on firms’ markups –
has a potentially significant effect on the natural
rate of interest.

2. Simple, plausible globalisation and markup
dynamics may have helped to explain the recent
‘conundrum’ of low world interest rates: The most
recent surge in global competition has depressed
(unit) markups and raised output. The unexpect-
ed gain in income has encouraged savings, push-
ing the real interest down.
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Information sharing and credit:
Firm-level evidence from transition
countries 

Martin Brown, Tullio Jappelli 
and Marco Pagano
Working Paper 2007-15
When banks evaluate a request for credit, they

can either collect information on the applicant
first-hand or source this information from other
lenders who have already dealt with the applicant.
The exchange of information between banks typic-
ally takes place through ‘public credit registries’ or
‘private credit bureaus’. Information sharing should
be particularly relevant for credit market perform-
ance in countries with weak company law and cred-
itor rights. Lack of transparency in corporate
reporting due to weak company law increases infor-
mation asymmetries in the borrower-lender rela-
tionship, reducing banks’ incentives to lend. More-
over, weak creditor rights make banks more
reluctant to lend to risky firms, as contract enforce-
ment is costly or impossible. 

This paper sheds light on the role of informa-
tion sharing between banks in countries with weak
company law and creditor rights. It analyses the
impact of private credit bureaus and public credit
registries on the availability and cost of credit to
firms in 24 transition countries of eastern Europe
and the former Soviet Union. Firm-level data on
credit access and cost of credit, drawn from the
EBRD/World Bank ’Business Environment and Enter-
prise Performance Survey’ (BEEPS), a representative
and large sample of firms, is used. This firm-level
credit data is related to country-level indicators of
information sharing, compiled from the ‘Doing
Business’ database of the World Bank/IFC. 

The results suggest that, on average, informa-
tion sharing is associated with more abundant and
cheaper credit. Moreover, the correlation between
credit availability and information sharing is
stronger for opaque firms than transparent ones,
where transparency is defined as the reliance on
external auditors and the adoption of international
accounting standards. This result is consistent with
the view that information sharing is particularly
valuable in helping banks to evaluate credit appli-
cants who would otherwise be too costly to screen.
The results further reveal that the relationship
between information sharing and credit access
(cost) is stronger in countries with weaker legal
environments. This finding confirms the conjecture
that information sharing is particularly valuable to
banks in countries where weak company and bank-
ruptcy laws increase the cost of client screening
and contract enforcement.
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Who prices locally?

Andreas M. Fischer, Matthias Lutz 
and Manuel Wälti
Working Paper 2007-16
Do firm-specific factors explain why some

exporters pursue pricing-to-market (PTM) strate-
gies and others do not? Previous research has pri-
marily emphasised country and sector-specific fac-
tors to explain international price discrimination.
This paper, in contrast, reports on the importance
of firm-specific characteristics. It is, for instance,
conceivable that large exporters are more likely to
price to the local market than small exporters.
There are a number of reasons for this. First, an
obvious reason is that large exporters are simply
more likely to supply multiple markets than small
exporters who may concentrate on one market or
one buyer, especially if they are supplying interme-
diate goods. Second, the higher the share of total
revenues that derives from exports, the stronger
the incentive to balance the tradeoff between
exchange rate exposure and the gains from pricing
a product to the preferences of the local market.
Third, there are likely to be costs linked to interna-
tional price discrimination. 

To test the hypothesis that firm-specific fac-
tors, in particular firm size, are important deter-
minants of the decision to engage in PTM, cross-
sectional information from the 2006 KOF-ETH
survey on Swiss exporters was used. The KOF-ETH
survey asks exporters whether they set different
prices across their export markets and, if so,
whether price segmentation occurs because of the
pricing conditions in the local market or because of
other factors. This working paper is one of only a
handful of studies to use qualitative information
from industrial surveys on price segmentation. The
econometric analysis presented here uses a probit
model to regress a binary-choice variable of price
segmentation on firm-specific information, while
controlling for transport costs and the degree of
competition in the local market.

The evidence for Swiss exporters finds that
firm size is coincident with export pricing. Large
firms are more likely to price to the local market
than small firms. This means that larger firms are
more exposed to exchange rate risk, but simultan-
eously benefit from being better positioned in the
local market.
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Safe Haven Currencies

Angelo Ranaldo and Paul Söderlind
Working Paper 2007-17
Although the media and financial market liter-

ature frequently refer to safe haven assets, the sci-
entific literature has mostly remained silent on the
topic. This study attempts to fill this gap. By focus-
ing on foreign exchange markets, it highlights the
safe haven characteristics of some currencies. More
specifically, the paper addresses two main ques-
tions: First, which currencies can actually be con-
sidered safe haven assets? Second, how do safety
effects materialise? To answer the first question,
the authors have conducted an empirical analysis
that relates the risk-return profiles of currencies to
equity and bond markets. The empirical specifica-
tion is lean but still captures two important safe
haven drivers. The first of these relates to depreci-
ations in safe haven currencies due to a gradual
reduction of risk aversion which is typical when the
equity market turns upwards. The second relates to
risk episodes of a more extreme nature - when risk
perception suddenly rises. 

To shed light on how safety effects materi-
alise, the paper looks into the characteristics and
timing of the safe haven mechanism. It shows sys-
tematic relationships between risk increases, stock
market downturns and appreciations in safe-haven
currencies. Moreover, this risk-return transmission
mechanism is operational from an intraday basis up
to several days. 

Two main results emerge from this work. First,
it demonstrates that the US dollar depreciates as
appetite for risk in financial markets decreases. The
Swiss franc and – to a lesser extent – the Japanese
yen and the euro, have significant safe haven char-
acteristics and move inversely with international
equity markets and risk perception. Second, safe
haven effects are evident in hourly as well as week-
ly data, but seem to be strongest at frequencies of
one to two days. Finally, the paper contributes to
the understanding of some issues that are strongly
debated and relevant nowadays, such as carry
trade, flight-to-quality and contagion phenomena.
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Target range for the three-month
Libor left unchanged

At its quarterly assessment of 13 March 2008,
the Swiss National Bank decided to leave the target
range for the three-month Libor unchanged at
2.25–3.25%. It intends to hold the three-month
Libor in the middle of the target range for the time
being.
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