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Abs t rac t

The  paper  es t jma tes  a  reac t i on  func t i on  re la t i ng  the  ra te  o f  g rowth  o f  t he

Sw iss  mone ta ry  base  t o  a  se t  o f  economic  s tab i I  i za l i on  ob jec t i ves .

Economet r j c  resu l t s  ove r  qua r te r l y  da ta  f rom 7966 :2  -  1983 :4  i nd i ca te  the

s ta te  o f  t he  fede ra l  budge t ,  gove rnmen t  pu rchases ,  t he  j n f l a t i on  ra te  and

the  exchange  ra te  be tween  the  Sw iss  f ranc  and  the  Deu tsche  mark  to  be

s ign i f i can t  exp lana to r y  va r i ab ies .  The  resu l t s  sugges t  t ha t  t he  mone la r y

base  con t rac ts  i n  response  to  fede ra l  budge . . .  de f i c i t s  and  to  i n f l a ! i on .

Fo r  gove rnmen t  pu rchases  and  l he  exchange  ra te  the  response  i s

accommodat i  ve -
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1 .  In t roduc t ' ion

Swi t ze r l and ' s  f j r s t  cons t i t u t j on  (  1848 )  was  mode led  a f t e r  t he  f i r s t

Amer j can  cons t i t u t i on ,  and ,  as  w i t h  t he  Un j t ed  S ta tes ,  t he  counLny ' s

fede ra l  i s t  cha rac te r  i s  r e f l ec ted  i n  l eg i s l a t i on  g ran t i ng  t he  cen t ra l  bank

a  l a rge  deg ree  o f  f o rma l  i ndependence  f rom gove rnmen t .  I ndeed ,  t he  l eve l

o f  au tonomy  en joyed  by  the  Sw iss  Na t iona l  Bank  (SNB)  has  been  seen  as

perhaps  the  g rea tes t  f ea tu red  by  any  o f  t he  wor ld rs  cen t ra l  banks  (Pa rk in

and  Bade ,  1978 ,  1979 ) .  As  shown  i n  Tab le  1 ,  Sw i t ze r l and  a l so  has  rema jned

re la t i ve l y  immune  f rom lhe  i n f l a t i ona ry  p rob lems  exper ienced  by  many

coun t r i es  i n  recen t  yea rs .  Fo r  t he  1960-1983  pe r iod ,  Sw i t ze r l and  comes

second  on l y  to  h les t  Germany  i n  a  rank jng  o f  t he  i n f l a t j on  reconds  o f  0ECD

coun t r i es .  However ,  t he r "e  i s  ve ry  l i t t l e  emp i r " i ca l  ev idence  as  to  the

behav io r  o f  t he  SNB,  and  hence  the  impor tance  o f  t he  p r i ce -s tab i  l i t y  goa l

has  no t  been  quan t i f i ed . l  Th i s  s tudy  seeks  to  p rov ide  an  ob jec t i ve

ana lys i s  o f  Sw jss  mone ta ry  po l j cy  tha t  may  comp lemen t  t he  ex i s t i ng  s tud ies

o f  t he  au tonomous  cen t ra l  banks  i n  t he  Un i ted  S ta tes  and  Wes t  Germany  ( see ,

f o r  examp le ,  Ba r th ,  S i ck l es  and  l , / i e s t ,  1982 ,  and  W i l lms .  1983 ) .

2 .  Pe rspec t i ves  on  Cen t ra l  Bank  Independence

1n  t e r rns  o f  t he  mone ta ry  cons t i t u t i ons  o f  t he  i ndus t r i a l  i zed  na t i ons ,

Park in  and  Bade  (1978 ,  1979)  d i s t i ngu i sh  the  SNB,  h ies t  German  Bundesbank

and  the  Federa l  Rese rve  Sys tem as  the  th ree  banks  tha t  a re  i ndependen t  o f

gove rnmen t  j n  t he  fo rmu la t i on  o f  t he i r  mone ta ry  po i i cy .  I n  t he  case  o f

Sw i t ze r land ,  t he  ro le  o f  t he  fede ra ' l  gove rnmen t ,  o r  Con fedena t ion ,  i s

I  im ' i t ed  to  superv ' i  s i on  and  app rova l  o f  such  ma t te rs  as  the  s i ze  o f  t he

SNB 's  cap i t a i ,  t he  denomina t i ons  o f  bank  no tes ,  and  t he  sha re  o f  p ro f i t s
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be tween  can tons .  The  Con fede ra t i on  owns  no  sha res  i n  t he  SNB.  and  s tock  i s

he ld  by  the  can tons ,  can tona l  banks  and  the  pub l i c .  Sha res  a re  l ' i  s ted  on

the  Sw i  ss  s tock  exchange .

0 f  t he  th ree  i ndependen t  cen t ra l  banks ,  on l y  i n  Sw i t ze r ' l and  and  Wes t

Germany  does  the  gove rnmen t  no t  have  fu l l  power  i n  t he  appo in tmen t  o f  t he

Governo r  and  members  o f  t he  cen t ra l  bank rs  po l i cy  boa rd .  I n  Wes t  Germany ,

the  fede ra l  gove rnmen t  has  a  d j rec t  i npu t  i n to  the  appo in tmen t  o f  no t  more

lhan  ten  members  o f  t he  twen ty -one  member  Cen t ra l  Bank  Counc i l .  0 f  t he

ten -member  po l i cy  boa rd  o f  t he  SNB,  known  as  the  Bank  Commi t tee ,  on l y  t he

Cha i rman  and  Depu ty  Cha inman  a re  d i rec t l y  appo jn ted  by  the  gove rnmen t .  The

rema in ing  appo jn tmen ts  a re  made  by  the  Bank  Counc i l ,  t vh i ch  cons i s t s  o f  40

members ,  25  o f  whom a re  appo in ted  by  the  gove rnmen t  cab ine t  t o  f ou r -yea r

te rms .  The  rema in ing  15  a re  e lec ted  by  bank  s tockho lde rs .

Pa rk in  and  Bade  (1979)  f i nd  tha t  c ross -coun t r y  compan i  sons  o f  i n f I a t i on

ra tes  revea l  t ha t  t he  l h fee  coun t r i es  w i th  i ndependen t  cen t ra l  banks

exper ienced  l ower  ave rage  i n f l a t i on  ra tes  ove r  t he  7972-7977  pe r iod  than

d id  n ine  ma jo r  coun t r j es  whose  cen t ra l  banks  a re  subse rv ien t  t o  gove rnmen t .

Moreove r ,  t he  SNB and  Bundesbank  de l i ve red  a  l ower  i n f l a t i on  ra te  than  the

Federa l  Rese rve ,  wh jch  i s  seen  as  fea tu r i ng  somewha t  l ess  i ndependence

ov / i ng  to  the  Board  o f  Governo rs  be ing  appo in led  en t i re l y  by  the  execu t l ve
t

branch . '  t he  1972-1977  samp le  i t se l f  cove red  ava i l ab le  da ta  on  the

f l oa t i ng  exchange  ra te  pe r j od ,  w i t h  ea r l i e r  yea rs  be ing  exc luded  j n  v i ew  o f

t he  add i t i ona l  ba lance  o f  paymen ts  cons+ , ra i n t s  imposed  unde r  t he  f i xed

exchange  ra te  e ra .

Emp i r i ca l  suppor t  f o r  t he  jmpor tance  o f  cen t ra l  bank  au tonomy  i s

p rov ided  by  Bana ian .  Laney  and  \ ^ j i l l e t t  ( 1983 ) .  The i r  r eg ress ion  resu l t s ,
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based  on  poo led  da ta  f rom 17  coun t r i es ,  sugges t  t ha t  cen t ra l  bank  au tonomy

exer t s  an  i ndependen t  e f fec t  on  the  ra te  o f  i n f l a t i on  even  a f te r

con t ro l l i ng  fo r  o the r  f ac to rs .  A  dummy va r jab le  rep resen t i ng  the

au tonomous  cen t ra l  banks  was  nega t i ve  and  s ign i f i can t  t h roughou t  t he j r

r eg res  s i  on  resu l  t s . 3

The  jmpor tance  o f  t he  p r i ce  s tab i l ' i t y  ob jec t i ve ,  i n  con junc t i on  w j th  a

range  o f  o the r  s t ab j l  i za t i on  goa l s ,  i s  exam ined  i n  t he  ana l ys i s  be low .  The

focus  he re  i s  on  the  obse rved  response .by  the  SNB to  movemen ts  i n  t he

in f l a t i on  ra te .  I t  i s  expec ted  t ha t  i nc reases  i n  t he  i n f l a t i on  ra te  w j l l

l ead  to  con t rac t i ona ry  po l ' i cy  by  the  SNB.  Such  a  nega t i ve  response  to

in f l a t i on  was  found  to  be  o f  dominan t  impor tance  fon  Wes t  Germany  by  h l i l lms

(1983) ,  wh ' i  
' l e  

ra the r  more  f i xed  f i nd ings  fo r  t he  Un j ted  S ta tes  a re  p resen t

i n  t he  l j t e ra tu re  d j scussed  by  Ba r th ,  S i ck l es  and  l { . i e s t  ( 1982 ) .

3 .  The  Emp i  r i  ca l  P rocedure

Sw iss  mone ta ry  po l i c y  i s  ana l yzed  us ing  a  reac t i on  f unc t i on  t o  assess  t he

emp i r i ca l  i npo r t ance  o f  a  r ange  o f  p re - se lec ted  s tab i l j za t i on  goa1s .

F i sca l  po l i cy  va r iab les  a re  en te red  ' i  n  t he  reac t i on  func t i on  to  cap tu re  any

in f l uence  pub l i c  f i nance  cons ide ra t i ons  may  have  on  Lhe  cen t ra l  bank ' s

dec i s i on  mak ing .  The  response  t o  t he  se t  o f  r i gh t -hand  s j de  va r i ab les  j s

measured  us ing  the  ra te  o f  g rowth  o f  t he  mone ta ry  base  (DMB)  as  the  cen t ra l

bank ' s  po i i c y  i ns t r umen t . 4  The  mone ta ry  po l i c y  f eedback  ru l e  has  t he

gene ra l  f o rm  g i  ven  i  n  (  1 )  be low :

DMB =  f (DEF,  0G,  DP,  TB,  UN,  EX,  BP) (1 )
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In  th i s  equa t i on ,  f i  sca l  po i  i cy  va r iab les  compr i  se  DEF,  the  fede ra l

budge t  de f i c i t  d i v i ded  by  g ross  domes t i c  p roduc t ,  and  DG,  the  ra te  o f

g rowth  o f  rea l  gove rnnen t  pu rchases .5  The  goa ls  o f  p r i ce ,  i n te res t  ra te

and  emp loymen t  s tab j l i t y  a re  rep resen ted  by  se r ies  on  the  ra te  o f  g rowth  o f

consumer  p r i ces  (DP) ,  t he  th ree -mon th  depos i t  ra te  (TB)  and  unemp loymen t

(UN) .  l n t e rna t i ona l  i n f l uences  a re  rep resen ted  by  t he  exchange  ra te

be tween  the  Sw iss  f ranc  and  the  Deu tsche  mark  (EX)  and  the  ba lance  o f

paymen ts  (BP) .

Assuming  tha t  t he  SNB does  no t  have  cu r ren t  i n fo rma t ion  on  the  s ta te  o f

the  economy,  each  o f  t he  above  va r iab les  mus t  be  en te red  w i th  an  app rop ia te

1ag  l eng th .  A l l owance  i s  a l so  made  f o r  l agged  va lues  o f  t he  mone ta ry  base .

The  spec i  f  i c  l  ag  l  eng ths ,  wh i  ch  rema i  n  i  nde te rm i  na te  f rom a  i heo re t i  ca  l

pe rspec t j ve ,  a re  de te rm ined  by  app l y i ng  Aka j ke rs  ( 1970 )  m jn imum f i na l

p red i c t i on  e r ro r  (FPE)  c r j t e r j on  t . o  t he  mode l  .  Th i s  p rocedure  a l i ows  the

iag  l eng th  f o r  each  r l gh t -hand  s i de  va r i ab le  t o  d i f f e r ,  and  i s  equ i va len t

t o  us i ng  an  F - t es t  w i t h  a  va ry i ng  s i gn i f i cance  l eve l .  I n  t h j s  case ,  t he

max imum 1ag  leng th  i s  se t  a t  f ou r  qua r te rs ,  and  each  o f  t he  r i gh t -hand  s ide

va r iab les  i s  t hen  tes ted  i n  t u rn  w i th  the  l ag  l eng th  on  the  o the r  va r iab les

he  l d  a t  t he  max imum.

The  es t ima t i on  i t se l f  i s  ove r  qua r te r l y  da ta  f r om i 956 :2  t o  1983 :4 ,

us ing  o rd ina ry  l eas t  squa res .6  Es t ima t ion  resu l t s  i nc lude  those  fo r  t he

f i xed  and  f l oa t i ng  exchange  ra te  pe r iods  taken  separa te l y ,  as  we l l  as  those

fo r  t he  fu1  1  samp le .
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4 .  Emp i r i ca l  Resu l t s  f o r  Sw j t ze r l and

App l i ca t i on  o f  t he  mode l  t o  Sw i t ze r land  shows  the  budge t  de f i c i t ,

gove rnmen t  pu rchases ,  t he  i n f l a t i on  ra te  and  the  exchange  ra te  w i th  the

Deu tsche  mark  to  be  se lec ted  by  the  FPE c r i t e r j on  ove r  t he  fu11  samp1e .7

The  i nc l us i on  o f  t he  exchange  ra te  and  i n f  
' l a t i on  

va r i ab les  acco rds  w i t h  t he

s t ress  p laced  on  these  two  ob jec t i ves  by  R ich  and  B69ue1 jn  (1985) .  The

ex t r  eme ly  favo rab le  unemp loymen t  f i gu res  fo r  Sw i t ze r ' l and  may  we l l  be  a

fac to r  accoun t ing  fo r  t he  fa i l u re  o f  t h i s  va r i ab le  to  be  se lec ted  by  the

FPE c r i t e r i on .  I l o reove r ,  as  i n  t he  case  o f  1974-75 ,  any  t rans j to ry

unemp loymen t  d i f f j cu l t i es  cou ld  be  a l l ev ' i a t ed  by  reduc t i ons  i n

Sw i t ze r l and ' s  l a rge  m ig ran t  l abo r  f o r ce .  The  impo r tance  o f  immig ra t i on

po l i cy  as  a  po l i cy  i ns t rumen t  has  been  sugges ted  by  Sega l raan  (1986 ,  p .

108 ) ,  who  s ta tes  t ha t  "Sw iss  po l i c y  on  immig ra t i on  ope ra tes  a lmos t  as  i f  i t

v re re  con t ro l  l ed  by  a  ca l  i b ra ted  sp igo t  wh ich  i s  opened  on l y  when  labo r

sho r tages  ex i s t  and  i s  qu i ck l y  shu t  when  Sw iss  na t i ves  beg in  to  d raw

excess ' i ve1y  on  unemp loymen t  compensa t ion . r l

The  i nc l us i on  o f  t he  f i s ca l  po l i c y  va r i ab les  sugges t s  t ha t  t he  SNB

takes  a t  
' l eas t  

some accoun t  o f  t he  po l i cy  be ing  pu rsued  by  the  gove rnmen t .

Howeve r ,  t he  response  t o  t he  de f i c i t  i s  ac tua l l y  s t r ong l y  nega t j ve ,

imp ly i rg  tha t  mone ta ry  po l i cy  o f f se ts ,  ra the r  t han  suppor t s ,  t he  d i rec t j on

o f  f i s ca l  po l i c y .  Th i s  pa t t e rn  o f  behav jo r  may  we l l  have  been  ' i n f l uenced

by  the  fac t  t ha t  t he  Sw iss  fede ra l  budge t  has  on  the  ave rage  been  ba lanced

over  the  samp le  pe r iod .  (A t  t he  mean  the re  i s  a  de f  i c ' i t  equa l  t o  ha l f  a

pe rcen t  o f  GDP,  wh i l e  a t  t he  med ian  the re  j s  a  su rp lus  equa l  t o  two  ten ths

o f  a  pe rcen t  o f  GDP. )  Ce r ta i n l y ,  t he  p ressu re  imp l i ed  by  t he  l a rge  anc

g rov / i ng  de f i c i t s  i n  coun t r i es  such  as  the  Un j ted  S ta tes  has  no t  been
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exper i  enced  i n  Sw i  t ze r l  and .8

The  s i gn i f i cance  o f  t he  va r ' i ab l es  j n  t he  Sw iss  mone ta ry  po l i c y  r eac t i on

func t i on  i s  add ressed  i n  Tab le  2 .  He re ,  t he  de f  . i c i t .  i n f l a t i on  and

exchange  ra te  va r iab les  a re  shown  to  be  s ign i f . i can t  a t  t he  f j ve  pe rcen t

1eve1 ,  wh i l e  gove rnmen t  pu rchases  a re  a t  l eas t  s i gn i f i can t  a t  t he  t en

percen t  I  eve l  .

The  resu l t s  p resen ted  i n  Tab le  3  show tha t  t he re  i s  a  Dos i t j ve  resDonse

o f  mone ta ry  base  g rowth  to  gove rnmen t  pu rchases  and  the  exchange  ra te ,  and

nega t i ve  response  t o  budge t  de f . i c i t s  and  t o  i n f l a t i on .  A l t hough  t he

reac t i on  to  gove rnmen t  pu rchases  sugges ts  mone ta ry  accomoda t ion  o f

i nc reases  i n  spend ing ,  t h i s  r esu l t  ac tua l  l y  dea l s  w i t h  t he  spec i f i c  case  o f

a  ba lanced  budge t  i nc rease  i n -  gove rnmen . ,  pu rchases  s ince  the  de f i c i t  i s

be ing  he ld  cons tan t .  An t i - i n r - l a t i ona ry  po l  i c y  i  s  ev i denced  by  t he  nega t i ve

coe f f i c i en t s  on  t he  i n f l a t i on  va r i ab le ,  DP ;  and  SNB behav io r  appea rs  t o

re f l ec t  t he  emphas is  g j ven  to  the  p r i c .e -s tab i l j t y  ob jec t i ve  i n  t he  ea r ' l  i e r

d i scuss jon  o f  cen t ra l  bank  i ndependence .  The  ne t  t endency  fo r  expans ion  i n

the  mone ta ry  base  j n  response  to  a  dep rec ia t i on  i n  t he  exchange  ra te  I i ke i y

re f l ec t s  a t tempts  by  the  SNB to  que l1  upward  p ressu re  on  the  Sw iss  f ranc .

Upward  p ressu re  on  the  Sw iss  f ranc  l ed  to  the  SNB in te rven jng  to  se l l  Sw jss

f rancs  no t  on l y  du r i ng  t he  f i xed  exchange  ra te  e ra ,  bu t  a l so  du r i ng  t he
' l a t e  

1970s  ( see  Sch i  l t knech t ,  1983 ) .

G jven  the  impor tance  o f  exchange  ra te  e f fec ts  l o  a  sma ' l  I  economy  such

as  Sw i t ze r l and ,  a  Chow tes t  was  used  j n  o rde r  t o  a l l ow  f o r  a  poss ib i e

s t ruc tu ra l  b reak  co r respond ing  w i th  the  adop t ion  o f  f l oa t i ng  exchange  ra tes

i n  Janua ry  1973 .  The  nu l l  hypo thes i  s  o f  s t ab j l i t y  ac ross  exchange  ra te

reg imes  cou ld  be  re jec ted  a t  t he  ten  pe rcen t  l eve l  - -  a  su rp r i s i ng l y  1ow
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l eve l  o f  s i gn i f i cance  i n  v ' i ew  o f  t he  open  na tu re  o f  t he  Sw i r ,  
"aono .y .9  

So

as  to  dea l  w i th  the  poss ib i l  i t y  o f  a  s t ruc tu ra l  sh i f t ,  t he  Sw iss  mone ta ry  
I

po i i cy  reac t i on  func t i on  was  i n  any  even t  re -es t ima ted  ove r  t he  separa te

f i xed  exchange  ra te  (1966 :2  -  1973 :1 )  and  f l oa t i ng  exchange  ra te  (1973 :2  -

1983 :4 )  sub -samp1es .

Tab le  4  shows  tha t  i n  t he  b r i e f  f i xed  exchange  ra te  samp le ,  on l y  t he

lagged  mone tany  base ,  t he  de f i c i t  and  the  exchange  ra te  a re  s ign i f i can t  a t

the  ten  pe rcen t  l eve l  o r  h ighe r .  Fo r  l he  pos t -1973  samp le ,  gove rnmen t

pu rchases ,  t he  j n f i a t i on  ra te  and  t he  exchange  ra te  a re  s i gn i f j can t ,  bu t

l he  de f i c i t  i s  no t .  The  requ i remen t  o f  ma ' i  n ta in ing  a  f i xed  exchange  ra te

may  exp la i n  t he  i ns i gn i f i cance  o f  t he  j n f ' l a t i on  ra te  i n  t he  p re -1973

sub -samp le .  The  resu l t s  i n  Tab le  5  i nd i ca te  t ha t  t he  response  t o  i n f l ; t i on

rema ins  un i fo rm iy  nega t j ve ,  however ,  and  th i  s  response  i  s  ce r ta in l y  h igh l y

s ign i f i can t  (a t  be t te r  l han  the  one  pe rcen t  1eve1)  fo r  t he  pos t -1973

samp le .  The  e f fec t  o f  t he  de f j c j t  con t i nues  to  be  nega t j ve .  Fo r  each

sub-samp le  the re  j s  a  marg ina l  t endency  fo r  t he  mone ta ry  base  to  expand  in

response  to  a  dep rec ia t j on  i n  t he  exchange  ra te .  The  response  to

gove rnmen t  punchases  becomes  nega t j ve  fo r  t he  f i xed  exchange  ra te  samp le ,

bu t  w i t h  an  ex t reme ly  l ow  l eve l  o f  s i gn i f i cance .

5 .  Conc lus i ons

Quan t j f i ca t i on  o f  a  coun te rcyc l i ca l  nesponse  to  i n f l a t i on  by  the  SNB

rema ins  the  mos t  ev iden t  f ea tu re  o f  t he  es t ima t ion  resu l t s .  The  o the r

s ign i f i can t  exp lana to ry  va r jab les  j n  t he  mone ta ry  reac t j on  func t i on  v {e re  I

t he  exchange  ra te  w i th  the  Deu tsche  mark ,  t he  de f i c i t  and  the  ra te  o f

g rowth  o f  rea l  gove rnmen t  pu rchases .  The  resu l t s  f o r  t he  de f i c i t  sugges t
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'  

, na t  SNB po l i cy  tends  to  o f f se t  movemen ts  i n  t he  fede ra l  budge t .  L i ke  the

r  impor tance  o f  t he  p r i ce -s tab i l i t y  ob jec t i ve ,  t he  apparen t  response  to

f i sca l  po f  i cy  rep resen ts  a  pa t te rn  o f  behav io r  t ha t  suppor t s  t he  fo rma l

i  ndependence  o f  t he  SNB.



West Germany
Swi tzer ' l  and
Au s t r i  a
LUXemDOUTg
Un i  ted State s
Be1g ium
Nethe r l  ands
Canada
Japan
Aus t ra l  i  a
No rway
Sweden
France
Denma rk
F i  n l  and
New Zea l  and
Un  i  t ed  K i  ngdom
Greece
I ta  l y
I r e l and
Spa in
Por tuga l
Tu r key
Ice l  and

To ta l  0ECD

4.7  5 .  1
4 .0  4 .8

7 . .4  8 .1
8 .  5  8 .?
8 .4  7  .7

9 .2  9 .8
10 .0  4 .3
12 .1  10 .3
8 .7 -  11 .1
a  a  l n  a

10.7  12.1
10.8  10.2
12.8  10.4
1 ?  C  1 ?  q

i 5 .8  10 .7
15 .  1  .22 :6
l o . 1  r t  - a
15.0  16 .5
18 .3  14 .2
a 5 . t  t t . t
34.4  46 .2
40 .5  60 .6

10 .0  9 .  1
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Tab  le  1

Compara t ive  In f la t ion  Rates  For  OECD Count r ies

Year  to  yea r  pe rcen tage  changes
in  con  sumer  p r i ce  i nd i ces

Average
6U-68 68-73 73-79 79-83 b U - 6 J

+ - l

f , - t

o - o

7 n

8.1
o . J

o 7

9.7
1 n  n
1 1  n

12.4
Z U . O

t b - 5

E A

, ' 7

5 . +

3.6
) 2

) i

J . b

J  - >

3.6
o - L

? ?

t q

4.0
4 .0
5 .5

f , . . '

l u . 5

L . J

+ . o
5.5

4 .5

4 .9
b . Y

+ . o
7 n

5 . b

6 .9
o .u
5 .1

3 . U

f , . 5

8 .9' t r

8.4
1 t  1

14.  3

t \

Source :  Organ isa t i on  fon  Economic  Co-0pera t i on  and  Deve lopmen t ,  1985 ,
H i s to r i ca l  S ta t l s t i c s  1960 -1983  (0ECD,  Pa r i s )  p .83 .



DMB

DEF

DP

EX

'  4 ,56
E

S ign i f i cance

L s s

Lenq th

I

2

-  I U '

TABLE 2

o f  t he  FPE Se lec ted  Lags

Te  s  t -S ta t  i  s t i  c

F  =  1 a  l a

3.48

J .  O a

5.35

7 .41

Cl i t i ca l  Va lue
(  o .  1ol0.0s)

2.40/3 .17

)  n q / ,  4 q

2 .80 /  4  .02

2  .40 /3  .17

2  .40 /3  .17
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TABLE 3

Resu l ts  fo r  the  Swiss  Monetary  Po l icy  React ion  Func t jon

Dependent  Var i  ab  le  DMB
Sample  1966 :2  -  1983 :4

Coe f f  i c i  en t t -S ta  t  i  s t i  c

Constant
DMB(-1)
oMB( -2 )
l l F F t  -  |  I

DEF(  -4 )
na / - r  \
DP( -1 )
DP(  -2  )
EX(  -1 )
EX( -2)_

U .  U I O
-0 .685
-0 .  183
-0.162
0 .314

-1  .7  47
-0 .544
0 .343

-0 .868
- i .869
-0  .  005
0 .007

Dht  =  2 .18

(0 .?6

( - u . J 1

( -0.ee
/  1  q n

/ - 1  n q
( - 2  2 a
t - ,  1 Q

r/ 1 ??

2
R = 0 .74 o =  0 .044

Note :  As  i n  each  subsequen t  case ,  t h ree  seasona l  dummies  were  i nc luded  i n
the  reg ress ion  a i ongs ide  Lhose  va r j ab les  I  j s t ed  ' i n  t he  t ab le .
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TABLE 4

Lag s  in  the Seoara te  Sub-Samo l  esS i  gn  i  f i  cance  o f  t he

Samp l  e  1966 :2  -  1973 :  1

DMB

DEF

DG

OP

EX

Sample  1973 :2  -  1983 :4

Te s t -S  ta t  i  s t i  c

FZ, *  =  5 .01

F,  . ^  =  5 .6?
+  , . 1J

F l ,  tg  
=  0 .06

FZ, !3  =  1 .11

F2,13  =  3 '76

Tes t -S ta t i  s t i  c

Ft , r t  =  13 '90

F,  ^^  =  1 .55
I , Z 6

Fl  
,28 

=  3 '49

FZ,Ze = 5 .49

Fz zn= 5 .02

Cr i  t i  ca l  Va l  ue
(0 .10 /0 .0s )

2 .76 /3 .81

2 .43 /3 .18

3 . t+ /4 .67

2 .76 /3  .81

2  7 R  / 7  A 1

Cr i  t i  ca l  Va l  ue
(0 .10/0 .0s)

2 .50/3  .34

2 .16/2  .7  t

2 .89/4 .20

2.50/3  .34

2.50/3  .34

Lag
Lenqth

2

4

1

2

l  - -
L c 9

Le n qth

z

1

?

Dt''18

DEF

DG

DP

EX
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TABLE 5

Resu l ts  fo r  the  Separa te  Sub-Samples

Dependent  Var i  ab  ie  DMB
Sample  1956 :2  -  1973 :1

Coe f f i c i en t

(  -2  941
( -1 .03)
( -0 ,22)
(  0 .44)

( - J . o r . ,
\ -  ! , 5 L  )
( -0.25)
( -0.s5)
( -0.e0)
( -1.s5)
(2 .4e)

Constan t
D!rB( - 1 )
DMB( -2 )

DEF(-2)

DEF(  -4 )  .
DG(  -  1 )
DP(  -1 )
DP(  -2  )
F Y /  - 1  )

EX(-2)

(0.e2)
( - l . z o . l
(  - i  . 44 )
(0 .01)
(0 .17)

( -2 Lc,\

(  -0 .41)
(  1 .87)

r - t  4q \
( -2 .17)
(  -2 .6s)
(  3 .01)

Constan t
DMB(-1 )
DMB( -2 )
n F F a - 1 \
n F F /  - 2 \
n t r t r / - 2 \

DEF( -4  )
DG(-1)
DP(  -1)
0P(  -2)
EX (  -1)
EX( -2  )

-0 .64 I
-0 .686
- u  -  a a }
-0 .368

u - b.+ 5
-5  .  765
-2 .2r0
-0 .  r55
-t.967
-2 .586
-0 .008
0 .015

DW = 2 .11

Coef  f  i  c i  en t

0.060
-0 .812
-0 .230
0 .006
0 .104

-1 .388
- u  -  l s +

u . 5 6 6
- t . L ! 5

-1  .902
-0 .006
0 .007

Dl l  =  2 .42

t -S  ta t  i  s t i  c

o  =  0 .041

t -S ta t i s t i c

t )

R = 0 .79

Sample  1973 :2  -  1983 :4

R = 0.7s o =  0 .040



Append i  x

Data  Sources  and Def i  n i  t  ions

The TB,  UN and BP data  ser ies  a re  taken f rom 0ECD ( i984) .  The MBASE and

PRICE ser ies  a re  ob 'ua ined f rom the  IFS tape.  The remain ing  ser ies  a re  oy

countesy  o f  the  Swiss  Bundesamt  f i j r  S ta t i s t i k  (Bern ,  Swi tzer land)  and the

Swiss  Na t iona l  Bank  (Zur i ch ,  Sw i tze r land) .

(1 )  Dt4B =  los  (MBASE/MBASE(-1) )

where  MBASE is  the  monetary  base.

(z )  DEF = . ( -1  x  BUDGET) /GDP

vhere  BUDGET is  the  government  budget  surp lus ,

GDP is  g ross  domest ic  p roduc t .

(3 )  DG =  los  (cov /G0v( -1 ) )

where  GOV is  nea l  governnent  and soc ia l  secur i ty  consumpt ion .

(4 )  DP =  log  (PRICE,zPRICE( -1 ) )

where  PRICE is  the  leve l  o f  consumer  p r i ces  (  1980  =  100) .

(5 )  UN i  s  the  number  unemployed i tnousanas) .

(6 )  TB is  the  th ree-month  depos i t  ra te  ( rna jo r  banks ,  Zur ich) .

(7 )  EX is  the  exchange ra te  be tween the  Sh, iss  f ranc  and the  Deutsche

marK.

(8 )  BP i s  the  de f i c i t  on  the  ba lance  o f  t raoe .

The on ly  seasona l ly  ad jus ted  ser ies  apar t  f rom the  na t iona l  accounts  da ta

is  BP.
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Notes

1 .  Recen t  SNB po l i c y  i s  d j  s cussed  by  R i ch  and  B69ue l i n  ( 1985 ) ,

?-

?

Ba l t enspe rge r  ( 1985 )  and  Sch i l t knech t  ( 1983 ) .  0n i y  R i ch  and  86gue l  i n

pe r fo rm emp i r i ca l  t es t s ,  hov . /eve r ,  and  he re  they  focus  on  the  tnone ta ry

base  and  M1  as  compe t ing  i n te rmed ja te  ta rge ts  ra the r  on  than  the

execu t i on  o f  s t ab i l i za t i on  po l i c y  pe r  se .  E i sewhe re ,  Lusse r  ( 1985 )

compares  Sw iss  and  \ | l es t  German  mone ta ry  po l i cy  pe r fo rmance ,  wh i l e  Cor t i

( 1983 )  p rov ides  an  i n -dep th  ana l ys i s  o f  Sw i t ze r l and ' s  f i nanc ia l  s ys tem

and  money  marke ts .  The re  i s  t o  t he  bes t  o f  my  know ledge  no  pub l  i shed

reac t i on  func t j on  s tudy  o f  Sv . l i ss  mone ta ry  po l i cy .

The  ex ten t  o f  t he  con t ro l  i s  i i r n i t ed ,  however ,  by  the  ve ry  i ong ,

staggered 14-year terms that are granted to the members of  the board.

I n  Bana ian ,  Laney  and  l { j l l e t t  ( 1983 ) ,  con t ro l l  i ng  f ac to r s  a re

rep resen ted  by  ra tes  o f  g rowth .o f  pe r  cap i ta  rea l  g ross  domes t i c

p roduc t  (GDP) ,  t he  G in i  coe f f i c i en t ,  impo r t  sha res  o f  GDP,  de f i c j t s  as

a  sha re  o f  sav ings  and  un ion  membersh ip  as  a  sha re  o f  t he  l abo r  f o rce .

The  i ndependence  dummy i s  de f i ned  fo r  Sw j t ze r l and ,  t he  Un i ted  S ta tes ,

tdes t  Germany  and  p re -1967  Canada .  Fu r the r  use  o f  coun t r y -spec i f i c

dummies  showed  these  to  i n  each  case  have  the  co r rec t  s ' i gn ,  a l t hough

surp r i  s i  ng l y  Sw j  t ze r l  and r  s  es t ima ted  reduc t  i on  i  n  i  n f l  a t ' i on  was  no t  a t

a1 l  s i gn i f i can t  and  t ha t  o f  Wes t  Ge rmany  was  on l y  ma rg ina11y  so .

The  mone ta ry  base  was  o f f i c i a l l y  adop ted  as  an  i ns t rumen t  f o r

con t ro l l i ng  the  gnowth  o f  | \ 41  i n  1975 ,  and  rece i ved  fu r the r  a t ten t j on  i n

1980  when  j t  was  chosen  as  the  new ta rge t  va r i ab le .  SNB emphas i  s  on

the  mone ta ry  base  has  a  much  ea r l i e r  o r i g i n ,  howeve r .  and  Sch j l t knech t
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(  1983)  s ta tes  tha t  even  i n  the  f i xed  exchange  ra te  e ra  the  t rend  i n  the

mone ta ry  base  was  rega rded  as  the  bes t  i nd j ca to r  o f  mone ta ry  ease  o r

t ' i gh tness .  l t 4eanwh i l e ,  t he  f l sw i t ch  to  a  f l oa t i ng  exchange  ra te  gave  the

Swiss  Na t iona l  Bank  v i r t ua l l y  f u11  con t ro l  ove r  t he  mone ta ry  base t l

(  Sch i  I  t knech t ,  1983 ,  p .  73 )  .

5 .  Th i s  acco rds  w i t h  ce r t a i n  op t ima l  pub l i c  f i nance  cons ide ra t i ons  ra i sed

by  Bar ro  (  1979) .

6 .  I t  shou ld  be  no ted  tha t ,  due  to  the  ma jo r i t y  o f  t he  da ta  no t  be ing

seasona l1y  ad jus ted ,  t h ree  seasona l  dummies  ve re  j nc l uded  i n  a l l

r eg ress ions  a l ongs ' i de  t he  va r i ab les  no ted  i n  t he  t ex t .

7 .  I n i t i a l  app l i ca t i on  o f  t he  FPE  c r j t en ion  a l so  l ed  t o  t he  TB  va r i ab le
' be ing  

se lec ted  w i t h  a  ) t g  l eng th  o f  ! h ree .  Howeve r ,  g i ven  t ha t  an

F- tes t  showed  the  va r iab le  no t  t o  be  s ign i f i can t  even  a * .  t he  ten

percen t  l eve l  ,  i t  was  dnopped  f rom the  spec i f i ca t i on  d i scussed  i n  the

rexL .  (  F .  . .  =  1 .91  ,  F , : r ] : i ca l  =  2 .20 .  )' 5 , 3 2  ( U . . [ U J

8 .  A l  l owance  was  a l so  made  fo r  an  i n te rac t i ve  e f fec t  o f  t he  de f i c i t  on  Ene

response  t o  t he  s tab i l i za t i on  goa l s .  Howeve r ,  wh i l e  such  an

in te rac t i ve  e f fec t  was  found  to  be  s ign i f i can t  f o r  t he  Un i ted  S ta tes  i n

Burdek in  (1986)  no  such  e f fec t  was  found  to  be  p resen t  i n  t he

regness ions  f o r  Sw i t ze r l and .

9 .  The  resu l t  o f  t he  Chow tes t  v ras  as  f o l l ows :  F , ,  , ^  =  1 .69  ,  F , : r ] : i ca l
! + ,+a  (u . l u l

=  t - b t  -
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