The W&P-Perspective
Wanted: A long-term strategy for the Swiss franc
About twenty years ago, the Swiss National Bank introduced a new monetary
policy framework. With its comparatively flexible inflation target, the SNB played a
pioneering role. However, the bank cannot be happy with the fruits of its strategy
in general. On the one hand, its decisions and communications are based on an
indicator that has proven to be unreliable, namely the conditional inflation forecast.
And on the other hand, the bank has effectively been improvising for over ten
years now, since the exchange rate itself played only a minor role in its monetary
policy framework. We feel the SNB can no longer avoid defining a long-term
strategy on how to deal with the appreciating franc.

// Adriel Jost & Klaus W. Wellershoff
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We expect public pressure will continue to increase. Without articulating a long-term strategy,
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1

numerous “Fed listens” events in recent months to

Thomas J. Jordan & Michel Peytrignet (2007). Der Weg zur

Zinssteuerung und zur Inflationsprognose. In: Die Schweizeri-

take the pulse of a wide range of stakeholders and
determine where the pressure points are in order to

sche Nationalbank 1907-2007, NZZ Libro.

better define their mandate. We think a similar

Table 1: Forecast error in the SNB inflation forecast

Average forecast error
(in percentage points)

Forecast(in PP)

Maximum forecast error
(in percentage points)

SNB

Unchanged inflation

SNB

Unchanged inflation

In 1 year

0.53

0.83

1.92

1.66

In 2 years

1.00

0.80

3.06

2.19

At the end of the
forecasting period

1.48

0.84

3.44

2.88

The table shows the average and the maximum absolute deviation of the SNB’s inflation forecasts since 2009 compared to
the actual inflation rates. For comparison, the forecast error is noted that would have occurred if the forecast had consisted of the average inflation rate of the previous year.

Source: SNB, Wellershoff & Partners

The W&P-Perspective // Wanted: A new long-term strategy for the Swiss franc

3

broad-based discussion would also be welcomed in

monetary policy will turn into a string of “pragmat-

Switzerland. It would help the SNB develop a clear

ic”, short-term, situational responses and that the

strategy for how to deal with the appreciating franc

basic strategic orientation necessary for a monetary

in the coming years and decades. In particular, the

policy geared to long-term stability will be lost.

benefits of currency interventions would have to be
more clearly defined.

Conclusions
Five years ago, the SNB stopped defending a minimum exchange rate with the EUR and introduced
the negative interest rates. Almost ten years ago, it
began intervening more on the foreign exchange
market. However, our analysis show that another
anniversary may be even more important. Twenty
years ago, the SNB introduced its new monetary policy approach.
After two decades, we now can see that the SNB’s
approach has considerable shortcomings. First, the
most important basis for the bank’s decisions and
communications – the conditional inflation forecast
– turns out to be extremely unreliable. Second, the
SNB has made currency market interventions the
new normal, although these interventions played
only a minor role in the approach when it was
launched, being reserved for “exceptional” situations only. An appreciating franc is not just a fleeting phenomenon. There is a real risk that the SNB’s

Fig. 2: Current account surpluses and private capital flows
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Legal Disclaimer
This report has been prepared and published by Wellershoff & Partners Ltd. This
publication is for your information only and is not intended as an offer, or a solicitation of an offer, to buy or sell any investment or other specific product. The analysis contained herein is based on numerous assumptions. Different assumptions
could result in materially different results. Certain services and products are subject to legal restrictions and cannot be offered worldwide on an unrestricted basis.
Although all information and opinions expressed in this document were obtained
from sources believed to be reliable and in good faith, no representation or warranty, express or implied, is made as to its accuracy or completeness. All information and opinions indicated are subject to change without notice. Some investments may not be readily realisable if the market in certain securities is illiquid
and therefore valuing such investments and identifying the risks associated therewith may be difficult or even impossible. Trading and owning futures, options, and
all other derivatives is very risky and therefore requires an extremely high level of
risk tolerance. Past performance of an investment is no guarantee for its future
performance. Some investments may be subject to sudden and large falls in value
and on realisation you may receive back less than you invested or may be required
to pay more. Changes in foreign exchange rates may have an adverse effect on the
price, value or income of an investment. We are of necessity unable to take into
account the particular investment objectives, financial situation and needs of our
individual clients and we recommend that you take financial and/or tax advice as
to the implications (including tax liabilities) of investing in any of the products
mentioned herein. This document may not be reproduced or circulated without the
prior authorisation of Wellershoff & Partners Ltd. Wellershoff & Partners Ltd. expressly prohibits the distribution and transfer of this document to third parties for
any reason. Wellershoff & Partners Ltd. will not be liable for any claims or lawsuits
from any third parties arising from the use or distribution of this document. This
report is for distribution only under such circumstances as may be permitted by
applicable law.
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