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Swiss National Bank: Extremely cautious as
risks increase
The central bank kept rates on hold at its September meeting and
appears to be really cautious signalling a dovish monetary policy over the
coming years
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Unchanged monetary policy
The Swiss National Bank maintained the target range for the 3-month Libor between -1.25% and 0.25% and the interest rate on sight deposits was unchanged at -0.75%. Moreover, the SNB
reiterated its willingness to intervene if needed in foreign exchange markets to prevent an
appreciation of the Swiss franc. The central bank still believes the franc is “highly valued”. It
insisted on the appreciation of the franc over the past three months and believes the situation on
the foreign exchange market is still fragile.
The SNB is in a tricky situation with some very strong growth indicators but it also has concerns
about the global external environment which could impact the domestic market and CHF
valuation.

Super strong growth
On the positive side, the Swiss economy grew at a fast pace in 1H18 as GDP growth reached 1%
and 0.7% quarter on quarter in the first and the second quarter thanks to robust foreign demand
and favourable evolution of the Swiss franc.
The Swiss economy is on a fast track since it has been recording an above 0.7% QoQ growth rate
for the fifth quarter in a row. This hadn't been the case since the beginning of 2015 when the
exchange rate floor against the euro was abolished.
However, 0.2pp of this growth is somewhat artificial and due to license income generated by the
marketing of major international sporting events as many international sports associations are
based in Switzerland. The SNB also insisted on the improved utilisation of production capacity and
the continuous decline of the unemployment rate over recent months. It believes that “economic
signals for the coming months remain favourable”.

A cautious SNB
Although the situation is really favourable for the Swiss economy, the central bank remained very
cautious. According to the SNB, “the risks to the positive baseline scenario are more to the
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downside”.
We share the central bank's view on the increased risks and we believe that such growth levels are
no longer to be expected in the months ahead. The problems don't come from the domestic
economy but more from the international context, which has deteriorated sharply in recent
months.
Indeed, the concern around emerging markets, the Italian budget and uncertainties surrounding
Brexit pushed the franc; a currency considered a safe-haven, to appreciate strongly against the
euro. On average, the value of the Euro/Swiss franc rate amounted to 1.12 during the third
quarter, compared to the average of 1.15 in the second quarter and 1.17 in the first. And despite
the recent appreciation of the dollar against the euro, the Swiss franc also appreciated against the
dollar.
The Swiss economy is a small, open economy that relies heavily on international trade for growth
and the appreciation of the franc may, therefore, reduce the growth momentum in the coming
months, which is what leading surveys and indicators are already anticipating.
It seems this is what the SNB has taken into account in its monetary policy decision, i.e. “some loss
of momentum is expected, due to a slight slowdown in global growth and the dampening effect of
recent Swiss franc appreciation”.

Source: Thomson Reuters Datastream, ING Economic Research
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Leading indicators on a downward trend

Source: Thomson Reuters Datastream, ING Economic Research

Revised SNB’s inflation forecasts
The SNB has revised its conditional inflation forecast downwards (i.e., if monetary policy remains
the same) for 2019 and 2020, signalling a dovish stance. For 2019, the SNB forecasts inflation at
0.8% (against 0.9% anticipated at the June meeting).
For 2020, inflation would reach 1.2% according to the SNB, against 1.6% expected in June for 2020
and 1.9% expected in March. This downward revision of forecasts signals that monetary policy will
remain very accommodative in the coming years and much longer than previously expected.

Nothing is about to change
Given the importance of the value of the franc for the SNB, it's likely that the Bank will
continue its very patient policy in the future.
We don’t expect any hikes before the ECB starts to do the same. Given the ECB isn't
expected to hike before the end of the summer of 2019, we think the SNB won’t hike
interest rates before December 2019.
Moreover, given the increased risks context expected for next year, it's even possible that
the first rate increase will be postponed towards 2020.
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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 NV 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. The producing legal entity 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
subject to limited regulation by the Financial Conduct Authority (FCA). ING Bank N.V.,
London branch is registered in England (Registration number BR000341) 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.
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