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6  Focus

The “Swiss franc shock” has a far-reaching impact

It is over a year since the Swiss National Bank abandoned the minimum rate against the euro.
This has cost over 10,000 jobs to date and has halved economic growth.

DANIEL HUG
It was a difficult moment for Thomas

Jordan when he appeared before the
media on Thursday, 15 January 2015.
The chairman of the Swiss National
Bank (SNB) was perceptibly tense be-
cause his decision, which had been an-
nounced several hours earlier at10.30
a.m., triggered a tremor on the foreign
exchange market. The euro-Swiss
franc minimum rate of 1.20 no longer
applied.

The SNB’s three-member Govern-
ing Board was now relying on negative
interestinstead of the minimum rate:

“To ensure the removal of the mini-
mum rate does not result in undue
tightening of the monetary frame-
work conditions, the National Bank is
cutting the interest rate significantly,”
said Jordan at the time. The introduc-
tion of penalty interest of minus 0.75
% on bank balances aimed to deter in-
vestors from depositing their money

“The monetary policy system has been out of
kilter since 2008, and Switzerland has to take
the rap for any anxiety on the markets
through its currency.”

in francs, thus ensuring the value of
the franc did not rise too much. This
succeeded to an extent. During the
major crises of recent months, less
money flowed into Switzerland and
there was lower appreciation pressure
than in previous years, even during
situations like the Greek debt crisis in
the summer.

Since 15 January 2015, Switzerland
has been the only small country with
a very open economy that refrains
from any linking to larger currency

zones — with consequences that will
continue to be felt, even if the initial
appreciation of the franc against the
euro by almost 20 % has since halved.
While the Swiss economy has not
fallen into recession, the “Swiss franc
shock” has had a far-reaching impact
on industry, trade and tourism.

Great uncertainty

There is still great uncertainty over

the future development of the ex-
change rate: “The monetary policy
system hasbeen out of kilter since the

2008 financial crisis as Switzerland

hassince taken therap forany anxiety

on the financial markets through its

currency,” remarks Martin Neff, chief
economist at the Raiffeisen Group. He

believes we have been in an extraor-
dinary phase of appreciation since

2008 which bears comparison with

the difficult period after 1973. Around

10 % of jobs were lost in Switzerland at

that time. This view is also shared by

the economist Bruno Miiller-Schny-
der who has attempted to determine

the cost of abandoning the minimum

rateina study. This can be observed in

various areas:

The economy: The de-coupling from
the euro paralysed the previously
buoyant economy. Following a 1.9 %
growth rate in 2014, the Swiss econ-
omy only grew by a meagre 0.7 % in
2015, according to the latest estimates.
By contrast, the economy of the EU
countries expanded by 1.8 %. At +1.1%
growth this year, according to the KOF
economicresearch unit at the Federal
Institute of Technology (ETH), Swit-
zerland will again lag well behind
Germany (+1.8 %).

Labour market: If the economy falters,
unemployment rises after a certain
period of time. The unemployment
rate climbed to 3.8 % in January 2016 —
ayear earlier it stood at 3.5 %. In total
163,000 people are now registered as
unemployed — 8.4 % more than in Jan-
uary 2015. That is the highest level
since April 2010. Companies which
primarily manufacture in Switzer-
land and only benefit to a limited ex-
tent from cheaper purchasing prices
abroad are being hit. These include
traditional sectors of industry, such as
metalworking, electrical engineering,
watchmaking, mechanical engineer-
ing and automotive manufacturing.
“We anticipate further redundancies
in industry,” Neff indicates. Valentin
Vogt, chairman of the employers’ fed-
eration, anticipates that therise in the
value of the franc will have cost
around 20,000 jobs by mid-2016. Un-
employment figures in Europe are
currently falling. Germany has re-
ported its lowest unemployment since
1991. In the German federal states of
Baden-Wiirttemberg and Bavaria,
which border Switzerland, the rate fell
to 3.7 % and 3.4 % respectively in De-
cember.

Structural change: The growth in GDP
hides the fact that Swiss industryisin
recession and is shrinking. Around
45,000 jobs have been lost here since
2008.The companies oriented towards
foreign markets have attempted to re-
tain their market shares there by relin-
quishing their profit margin. But now
theyare increasingly focussing on pro-
curement abroad, relocation, cost-sav-
ing measures and headcount reduc-
tion. They lack the planning certainty
required for investing after the end of
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the minimum rate. “The export-ori-
ented companies have not yet come to
terms with the appreciation of the
Swiss franc,” says Daniel Kiing, head of
Switzerland Global Enterprise, the or-
ganisation responsible for promoting
foreign trade. “Last summer, many
companies simply didn’t know how to
deal with the currencyappreciation or
how to retain revenues and profit mar-
gin.” The situation has since been alle-
viated somewhat thanks to a slightly
weaker Swiss franc. “Companies have
increased productivity, extended
working hours, purchased abroad
more and relocated or halted pro-
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cesses,” says Kiing, outlining the re-
sults of a business survey. “De-indus-
trialisation hasbegun in Switzerland,”
confirms Franz Jaeger, an experienced
economic policy-maker and emeritus
professor of economics at the Univer-
sity of St. Gallen. The Swiss economy is
undergoing far-reaching structural
change, “but thisisbased on distorted
exchangeratesthat are notjustifiedin
real economic terms”, criticises Bernd
Schips, former head of KOF.

Shopping tourism: For most people
the most immediate effect of the
stronger Swiss franc is that they can

now go on holiday abroad less expen-

sively and can shop more affordably
on the other side of the Swiss border.
Having overvalued Swiss francs in
their pocket has encouraged the Swiss
to travel abroad much more often: last
year, a total of around 12 to 13 billion
Swiss francs was spent abroad. The
Swiss retail sector is losing out on bil-
lions of francs in revenues due to the
distorted currency rate. Many shops
inthe city centres of Basel and Zurich
have even closed down. Conversely,
Swiss tourism has suffered a signifi-
cant decline in visitors from Europe.
The number of overnight stays by Eu-

A shopping centre
across the border in
Germany welcomes
its Swiss customers
with a “griiezi” -
shopping tourism is
anotable conse-
quence of the strong
Swiss franc.

Photo: Keystone
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ropeans fell by 4.3 % and the decrease

was even greater in the mountain re-
gions. The growing number of Chi-
nese tourists can only partly make up

for this shortfall because spending by

Asians on accommodation and food is

only a fraction of that by European

visitors.

Deflation: The currency appreciation

has led to a huge fall in import prices.
This drove consumer prices down to

minus 1.3 % in December compared to

the previous year. The National Bank

should in fact ensure monetary stabil-
ity, but prices have been falling for

several years.

Savings: The negative interest and ex-
tremely low interest rate levels are
weighing down savers and pension
funds, which are barely achieving any
yield on their capital investments. The
pension fund association Asip esti-
mates a direct shortfall of around 400
million Swiss francs as an express re-
sult of negative interest. However, the
base rate would probably have been
lowered into the negative range even
if the minimum exchange rate had
been continued.

The costs of abandoning the min-
imum rate are placing such great
strain on the economy because the
Swiss franc strengthened abruptly. A
long-term view over a 40-year period
shows that the Swiss franc’s external
value compared to 27 countries — ad-
justed for inflation — has only risen
by 0.4 % a year on average. The econ-
omy can, of course, cope with peri-
ods of continuous currency appreci-
ation.

The sudden drop in the euro after
the abandonment of the minimum
rate from 1.20 to around 1.02 Swiss
francsled the National Bank —in addi-
tion to introducing negative interest —
to intervene in the foreign exchange
market after January 2015. “The value
of the franc has risen so strongly that
it cannot continue without a damag-

EUR to CHF Exchange Rate from November 2014 until February 2016
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ing impact on the exportindustry and
tourism,” remarked Serge Gaillard,
Director of the Federal Finance Ad-
ministration. In summer 2015, the
SNB stabilised the rate at around 1.04
francs when the Greek crisis flared up
again by means of currency purchases
of 18 billion Swiss francs. A franc rate
close to parity with the euro was
deemed too damaging to the Swiss
economy. In January, the SNB was able
to maintain the rate at around 1.10
Swiss francs.

Criticism of the National Bank

The traces of the currency purchases
are apparent in the SNB’s balance
sheet. From January 2015 to January
2016, the foreign exchange reserves
rose again — by 77 billion Swiss francs

—and now stand at 575 billion. Around
half of this increase is attributable to
SNB interventions, while the remain-
der is due to slightly stronger foreign
currencies and earnings from foreign
currency investments.

Criticism of the National Bank’s
course of action has grown. Since Jan-
uary 2015, the monetary authority has
relentlessly reiterated that there was
noalternative to de-coupling from the
euro. However, such rhetoric is not
shared by all economists. Professor of
economics Jaeger firmly believes that

May  June  July  Aug  Sept  Oct

more vigorous intervention is needed.

“The SNB must weaken the franc,” he
stated last November. The economist
Bruno Miiller in turn recommends —
as do a number of professors — a new
minimum rate againsta currency bas-
ketmade up of two units euro and one
unitdollar.

However, there are currently
strong indications that the National
Bank is not seeking a radical change
of direction but is instead working
with an implicit minimum rate which
is not being declared publicly. With
the current rate at around 1.10 Swiss
francs to the euro, it has already been
able to significantly improve the sit-
uation for large sections of the Swiss
economy.

DANIEL HUG IS CHIEF BUSINESS EDITOR AT THE
“NIZ AM SONNTAG"

Nov Dec

After 15 January
2015, the euro rate
fell from CHF 1.20
to under CHF 1. 1t
has now stabilised
ataround CHF 1.10.

Source: www.xe.com
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