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have a strong contractive effect. The exchange rate appreciates strongly and exceeds
the actual value by 6% in December. The monetary policy shocks end up explaining
about half of the overall appreciation between October 2007 and December 2008.

7. Conclusions

In this paper we analyse the contribution of Swiss monetary policy to movements in
the Swiss franc against the euro. In particular, we measure the relative contribution
of monetary policy versus other factors to the depreciation of the Swiss franc between
2003 and 2007 and to the appreciation in 2008. The empirical results of this exercise
lead us to the following conclusions: First, the average contribution of monetary policy
shocks to fluctuations in the exchange rate is between 7% and 15% for the period 1981
to 2007. Second, our results indicate that the monetary stance was relatively loose from
2003 to 2005. This monetary expansion was responsible for about 3% of the 5% depreci-
ation of the Swiss franc against the euro between 2003 and 2005. Third, since 2006 the
effects of monetary policy on the exchange rate have diminished substantially, most
of the variation in the Swiss franc-euro exchange rate is explained by non-monetary
factors.

Three caveats need to be mentioned with respect to these results. One is related to
the econometric methodology applied to measure monetary policy shocks. It relies on
the assumption that there has not been a fundamental change in the monetary policy
regime over the estimation period. In our opinion this assumption is correct for the
considered time interval, in particular with respect to the primary objective of Swiss
monetary policy. Even though the operating procedure has substantially changed,
Swiss monetary policy has been directed towards maintaining low and stable inflation
rates since the transition to flexible exchange rates. The second caveat concerns the
interpretation of the exchange rate movements, which are not related to Swiss mon-
etary policy. We interpret these shocks tentatively as representing real exchange rate
changes, carry trades, safe haven effects, foreign monetary policy and the like. How-
ever, we do not attempt to provide a more detailed breakdown. Finally, the focus of
the study is on the analysis of historical episodes and not on the medium or long-run
forecast of the exchange rate. In particular, it does not concentrate on the long-run
appreciation trend of the Swiss franc against the euro, which is due to the inflation dif-
ferential and movements in the real-exchange, but on the deviations from this trend.
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