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SNB rallies against “Vollgeld initiative”

The Swiss will vote on the “Vollgeld initiative” next month but according
to polls, public opinion is still wavering and the central bank President
continues to insist on the futility and dangerous nature of the initiative

Source: Pexels

On 10 June, Swiss citizens will be asked to give their opinion on an initiative which may reform
the monetary system.

Those who promote it want to withdraw bank's ability to create money by giving the Swiss
National Bank (SNB) the sole responsibility to create both bank notes and electronic money.
The complexity of the topic makes it hard for supporters and opponents to explain the
arguments to the general public. In this context, the SNB which, like the Federal Council and
Parliament, is strongly against the initiative, is putting efforts to share clear arguments about
the possible impact of a “yes” vote.

For the central bank, it is a “no”...

In a speech on 3 May, the SNB President Thomas Jordan said “the initiative raises unrealistic
expectations” and its adoption “would have serious consequences for Switzerland”. According
to President Jordan, a sovereign money system would make lending more difficult and
complicated. This would indeed be the case as banks would no longer be permitted to use
customers’ sight deposits to finance loans and instead would have to rely on investors solely,
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borrowing would become more costly. In turn, it would harm investment, consumption and
ultimately GDP.

We helieve abstention will be the major winner of the
referendum and our baseline scenario is the monetary system
won’t change any time soon

In addition to negative consequences for the real economy, Jordan believes it would impact
the effectiveness of monetary policies negatively. The sovereign money initiative requires
going back to a system where central bank controls the money supply directly and not rates
as is the case nowadays. But, as highlighted by Jordan, interest rate targeting is more efficient
than monetary targeting and guarantees a flexible supply of liquidity to the economy,
particularly during times of crisis.

Promoters of the initiative believe Switzerland will be able to benefit from seigniorage on
scriptural money creation, which is an unused resource in today’s system. These additional
resources could then be used to reduce the burden on citizens through ‘debt-free’ payments
by the SNB to the Confederation, the cantons or the people. But according to Thomas Jordan,
these resources would only replace today’s SNB revenues brought by yield profit on foreign
currency purchases, investments, or on banks loans granted. “Under established practice
today, the SNB distributes the interest on its capital, while under a sovereign money system it
would be selling off the capital,” says Jordan. He thus thinks that 'debt-free' payments would
not make the country any richer.”

The initiative's authors also believe it would avoid bank runs, which is highly debatable and
“too big to fail” problems as well as prevent the creation of financial bubbles. But Thomas
Jordan thinks sovereign money would not help to eliminate the risk of instability. He explained
that “even without recourse to sight deposits, banks can grant loans which are too risky, hold
too few provisions for times of crisis and become insolvent if a bubble bursts”. Moreover, a
sovereign money system would not eliminate the risk of having banks too reliant on short-
term financing from the money market.

Jordan also insists on the fact that a sovereign money system would impose unnecessary
burden of responsibility on the SNB which would have to assume tasks that exceed its
mandate. Indeed, the initiative imposes the SNB to make ‘debt-free’ payments, as well as to
guarantee the supply of credit to the Swiss economy. According to Jordan, “the latter is
problematic because it could lead to a conflict of interest between price stability and credit
supply”. Moreover, the SNB would be directly involved in the debate on distribution issues,
which could politicise the SNB.
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For public opinion, it is more a “don’t know yet” mood
Will the initiative get enough public support to be enforced?

Nothing is certain right now, but this week we received some indications about the result of
the popular vote. According to a survey conducted by the Research Institute gfs.bern on behalf
of the public broadcaster SSR[1], only 35% of those polled said they would slip a yes in the
ballot box on June 10, against 49% who would vote no. The remaining 16% is still undecided.

In theory, this is far from a done deal yet as the electorate still seems fairly undecided. The
proportion of those who are already sure of their choice is only 53%. But in practice, it seems
difficult for the supporters of the initiative to catch up. Indeed, support for popular initiatives
usually tends to diminish as the voting date approaches.

According to another poll published earlier this week, 45% of respondents would vote no, and
42% are in favour of the initiative. The results of this survey are however to be taken with more
caution because it was conducted online on the websites of various newspapers of the
Tamedia group.

[1] A representative sample of 1,200 citizens between 16 April and 26 April. The margin of error
is +/- 2.9%.

Our baseline scenario

We believe abstention will be the major winner of the referendum, but a majority will
still reject the proposal. Our baseline scenario is the monetary system won't change
any time soon.

However, the risk is still worth flagging. Indeed, a “yes” for the reform would require a
complete overhaul of the current monetary system. It would cause insecurity and
could harm the financial center and, thus, Switzerland as a whole. It is almost
impossible to anticipate the consequences on the Swiss economy for now, but in a first
instance, it would probably lead to a further weakening of the CHF.

The Swiss vote on the monetary system



https://think.ing.com/%7Bpage_2130%7D

THINK economic and financial analysis

Author

Charlotte de Montpellier
Senior Economist, France and Switzerland
charlotte.de.montpellier@ing.com

Disclaimer

This publication has been prepared by the Economic and Financial Analysis Division of ING Bank N.V. (“ING”) solely for
information purposes without regard to any particular user's investment objectives, financial situation, or means. ING forms
part of ING Group (being for this purpose ING Group N.V. and its subsidiary and affiliated companies). The information in the
publication is not an investment recommendation and it is not investment, legal or tax advice or an offer or solicitation to
purchase or sell any financial instrument. Reasonable care has been taken to ensure that this publication is not untrue or
misleading when published, but ING does not represent that it is accurate or complete. ING does not accept any liability for
any direct, indirect or consequential loss arising from any use of this publication. Unless otherwise stated, any views, forecasts,
or estimates are solely those of the author(s), as of the date of the publication and are subject to change without notice.

The distribution of this publication may be restricted by law or regulation in different jurisdictions and persons into whose
possession this publication comes should inform themselves about, and observe, such restrictions.

Copyright and database rights protection exists in this report and it may not be reproduced, distributed or published by any
person for any purpose without the prior express consent of ING. All rights are reserved. ING Bank N.V. is authorised by the
Dutch Central Bank and supervised by the European Central Bank (ECB), the Dutch Central Bank (DNB) and the Dutch Authority
for the Financial Markets (AFM). ING Bank N.V. is incorporated in the Netherlands (Trade Register no. 33031431 Amsterdam). In
the United Kingdom this information is approved and/or communicated by ING Bank N.V., London Branch. ING Bank N.V.,
London Branch is authorised by the Prudential Regulation Authority and is subject to regulation by the Financial Conduct
Authority and limited regulation by the Prudential Regulation Authority. ING Bank N.V., London branch is registered in England
(Registration number BRO00341) at 8-10 Moorgate, London EC2 6DA. For US Investors: Any person wishing to discuss this
report or effect transactions in any security discussed herein should contact ING Financial Markets LLC, which is a member of
the NYSE, FINRA and SIPC and part of ING, and which has accepted responsibility for the distribution of this report in the United
States under applicable requirements.

Additional information is available on request. For more information about ING Group, please visit www.ing.com.

Article | 4 May 2018 4


mailto:charlotte.de.montpellier@ing.com
https://www.ing.com

