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Adam Posen: Good afternoon, ladies and gentlemen. It’s my pleasure to welcome you 

back to the Peterson Institute for International Economics for what is for 
many of us in the room a special treat as well as a very important 
substantial education.  

 
 Today we are going to have remarks by Thomas J. Jordan, chairman of the 

governing board of the Swiss National Bank, and he’s going to be talking 
about reconciling Switzerland’s minimum exchange rate and current 
account surplus.  

 
 The people in this room I think don’t need any explanation of the subtext 

for that, but let me be a little more blunt than Thomas as a sitting central 
bank governor is allowed to be. 

 
 Switzerland has been faced with enormous challenges in recent years, not 

least because of the euro area’s problems, huge capital inflows, as well as 
the financial sector problems that are well known. The Swiss National 
Bank has taken radical, and most of us would argue, ultimately successful, 
certainly brave actions, to change its monetary regime to cope with these 
unprecedented circumstances for Switzerland. 

 
 At the same time, this has meant the day of de facto pegged—not de facto 

officially—pegged euro exchange rate floor and intervened heavily in 
global markets to maintain that floor. And as a number of people including 
my colleagues Fred Bergsten and Joe Gagnon here at the institute have 
been worrying about whether or not specifically Switzerland is in some 
sense manipulating the currency—I personally don’t think so but that’s 
another matter—is this broader issue of how small open economies have 
to cope in the world we have today where there is no systemic solution 
and where they have to be able to insulate themselves as best they can, but 
yet at the same time can’t have everybody free riding on the U.S. or 
Europe. 

 
 So it’s a very interesting and difficult set of policy challenges and 

intellectual challenges that Switzerland is faced, and may I say that 
Switzerland is very, very fortunate to have a thoughtful and committed 
public servant as Thomas Jordan running the central bank at this time. 
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 Thomas is just a couple of years older than me though far more successful. 

He’s a graduate of the University of Bern, completed his doctorate. I got 
to know him. He did a three-year postdoctoral stint at Harvard University 
in the Department of Economics. As I said, when he had me out in Zurich 
very recently, I got to know him because our common adviser at that time, 
Ben Friedman, said to me this guy is smart. You should watch out for him. 

 
 He has been since maintained his academic work and is an honorary 

professor since 2003 at the University of Bern and still continues to lecture 
there on monetary theory and policy. More importantly for this audience, 
although his academic credibility matters, is his policy record. 

 
 Thomas has been with the Swiss National Bank since 1997. He shot up 

through the ranks. From mid of 2004, nearly seven years later, he was an 
alternative member of the governing board. And from May 2007 he was a 
member of the governing board which is not exactly the same but it’s like 
being on the FOMC. 

 
 For reasons external to him, but I think most of us believe simply 

accelerated something that was inevitable, Thomas was made chairman of 
the governing board on 18th of April 2012. He stepped in at a very difficult 
time politically for the bank and for Switzerland’s economic policy, and 
he has had enormous credibility in markets and in policy communities 
since then. 

  
 Thomas, just so you know, I’m normally not quite this flattering about 

people. Sometimes, but not normally. In addition to his duties at the Swiss 
National Bank, he is chairman of the G10 Central Bank Counterfeit 
Deterrence Group which is very useful and unglamorous work. He is on 
the Board of Directors of the BIS, the Bank for International Settlements, 
and the Steering Committee of the FSB. 

 
 And just on a not quite personal but more parochial note, the institute is 

very proud that we have an ongoing exchange relationship with the Swiss 
National Bank. We’ve had a very good young researcher here and we are 
going to have another one or two in the year 2014. We’ve also been the 
beneficiary of invitations as I was recently to address the Swiss National 
Bank’s research conference. And so today’s speech for the institute is 
something of a home and home series, and I hope Thomas will feel at 
home but also speak with his usual candor today on reconciling 
Switzerland’s minimum exchange rate and current account surplus.  

 
Thank you very much, Thomas. 

 
Thomas Jordan: Well, dear Adam, thank you so much for inviting me to this conference 

here or to this presentation. It’s really a privilege to be here, also a 
privilege to address this prestigious audience. I owe a lot to you, Adam. 
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We had a very good relationship since many years, and you commented 
early on on my work as I said before. It was really a privilege to have you 
as a friend. 

 
 It’s a great pleasure to be here. And, ladies and gentlemen, let me begin by 

asking two questions. Before I ask the questions, let me also make a small 
correction just to the introduction Adam made before. We have a 
minimum exchange rate and this is not a peg to the euro. This is a very 
important difference and I’ll come to that later in my speech.  

 
 So let me really begin by asking the two questions. First, is Switzerland’s 

minimum exchange rate at odds with its longstanding current account 
surplus? And second, is such a policy undermining the adjustment of 
global imbalances?  

 
 I will argue that in both cases the answer is no. The Swiss National Bank 

set the minimum exchange rate of 1 franc 20 against the euro in 
September 2011. In so doing, it took action against an excessive 
strengthening of the Swiss franc that was threatening price stability and 
the Swiss economy. 

 
 To illustrate the extent of the franc’s appreciation, let’s look at figure one. 

We chose the real trade-weighted exchange rate on a monthly basis. As we 
can see right from the onset of the financial crisis in 2007, the Swiss franc 
strengthened significantly and dramatically so in July of 2011. Between 
early July and early August alone, the Swiss franc appreciated by roughly 
20%. 

 
 With interest rates close to zero and inflation forecast signaling 

deflationary risks, the minimum exchange rate helped us avoid a 
dangerous tightening of monetary conditions in a situation where we had 
exhausted the options available on the conventional monetary policy. It 
also provided the foreign exchange market with a clear guidance at the 
time of enormous uncertainty. The rationale for the introduction of the 
minimum exchange rate is internationally acknowledged.  

 
 As I have seen over the last two years, particularly central banks and the 

IMF understand the difficult situation that Switzerland faced in 2011. 
They also recognize that we set the minimum exchange rate at the level 
where the Swiss franc remains highly valued even today. 

 
 Over the last few years, exchange rate tensions between the major 

economies have flared up. In this context, some observers have criticized 
central banks for influencing exchange rates either directly to foreign 
currency purchases or indirectly through additional monetary easing 
measures such as the purchase of securities. It is claimed that this types of 
asset purchases generate spillover effects or represent a beggar-thy-
neighbor policy. 
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 In recent weeks it has been suggested that capital flows have again 

become highly volatile because asset purchase programs are expected to 
be scaled back thereby unleashing a new round of currency tensions. 

 
 Now against the background of currency fluctuations and weak global 

demand, the problem of global imbalances still lingers. In the debate on 
global adjustment, there have also been calls for countries with the current 
account surplus to let their currencies appreciate. For some observers, this 
includes Switzerland. 

 
 Our country’s large current account surplus, so the argument goes, is a 

sure sign that the Swiss franc is too weak. The SNB should therefore 
abolish the minimum exchange rate and allow the Swiss franc to 
appreciate further. This in turn will allow the current account surplus to 
diminish thereby contributing to global rebalancing. 

 
 I would like to point out that such a critique is not based on a full 

understanding of Switzerland’s situation. For a comprehensive assessment 
of the Swiss current account and the Swiss franc, the following factors 
also need to be considered: 

 
 First, large exchange rate appreciations have not resulted in external 

adjustment of the Swiss current account. Instead, key components of the 
Swiss current account are determined by structural factors that behave 
independently of the exchange rate. 

 
 Second, there are good and legitimate reasons for countries to have current 

account deficits or surplus to smooth their output and consumption.  
 

And third, independent central banks need to fulfill their mandate of price 
stability, more specifically, the SNB has had to and still has to ensure that 
monetary conditions do not become overly restrictive for Switzerland in 
the face of extreme exchange rate appreciation and deflationary risks. The 
before mentioned critique does not take these three points into account. 

  
 Let me now first address the question of specific structural factors into 

Swiss current account surplus and why the surplus is not a reflection of a 
Swiss franc weakness. In a nutshell, these factors are more closely 
correlated with external developments in real economic activity than with 
exchange rate movements. I’d like to highlight the structural factors with 
the help of three figures. 

 
 Figure two shows the current account surplus and the real trade-weighted 

exchange rate of the Swiss franc. I have two observations here. In the 
short run when the franc appreciates in real terms, the surplus and the 
current account does not automatically decline nor does the surplus 
automatically increase when the franc depreciates. In the long run, both 
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the real exchange rate and the surplus increase over time. Thus the theory 
that a strong real Swiss franc automatically leads to a lower current 
account surplus does not held empirically for Switzerland. 

 
 Now, why is this? Let’s look at the next figure three which shows the 

trade account and current account balances for selected countries. If a 
country’s current account surplus is primarily determined by its trade 
account in goods, then we might expect that an appreciation will result in a 
smaller surplus through lower exports and higher imports. 

 
 The underlining assumption in many economic models is that current 

account adjustments come about primarily through the trade in goods 
component. Now, Switzerland is different to most other countries in that 
its trade account balance in goods represents only a small fraction of the 
large current account surplus. This stands in stark contrast with other 
economies such as China where goods trade makes up more than 80% of 
the current account surplus. So if the Swiss current account is not driven 
by trade balance in goods, then what are the factors responsible for its 
surplus? As we can see from figure four, the large surplus in the current 
account is mainly attributable to two components: investment income and 
services. 

 
 In Switzerland, there is a close co-movement between investment income 

and current account balances. Historically, surpluses have been the norm 
for Switzerland. Our current account has recorded almost uninterrupted 
surpluses since 1960. Although official time series do not extend further 
back than 1947, unofficial current account estimate show that even at the 
beginning of the 20th century, the Swiss were saving more than they 
invested domestically. So, already then our saving surplus was being 
invested abroad laying the foundation for today’s international investment 
position which is large by global standards. This took place against the 
background of a never-appreciating Swiss franc during the post-World 
War II period. Most of the savings surplus is invested in securities that is 
portfolio investment, and in production facilities abroad that is direct 
investment. In this way, Switzerland has built up a strong net international 
investment position, most of which is held by multinational companies 
and pension funds.  

 
 Let’s now turn to income from services. Here, there are two drivers of the 

current account surplus: cross-border financial services and merchanting. 
Again, both activities are primarily driven by international financial 
markets and global demand for raw materials and are not sensitive to 
movements in the Swiss franc. 

 
 I don’t think I need to say much about receipts from cross-border financial 

services. The importance of the financial sector for our country is well 
known. Receipts from Swiss banks and insurance companies’ foreign 
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customer business flow into the current account. In these cross-border 
transactions, banks’ financial services are the largest contributor. 

 
 By contrast, merchanting which is less well known but has a long tradition 

in Switzerland has grown significantly over the past 10 years. And since 
2010, net income from merchanting has been higher than net income from 
banks’ financial services in the current account. 

 
 Merchanting refers to trade denominated primarily in U.S. dollars that has 

not crossed the domestic border. The dynamics of Swiss merchanting can 
be partially explained by the relocation of commodity houses to 
Switzerland and to the commodity’s boom before the financial crisis. Over 
the past five years, merchanting has accounted for almost one-third of the 
current account surplus.  

 
 Allow me to recap the main points regarding the Swiss current account. 

Switzerland’s large current account surplus is determined by three 
structural factors: the strong net international investment position, the 
special role of our country as an international financial center, and 
merchanting business. Consequently, Switzerland’s current account 
surplus did not arise because the Swiss franc was too weak. The real 
exchange rate does not play a decisive role in the structural factors 
responsible for the surplus. 

 
 Now, in the context of resolving global imbalances, some would argue 

that each country’s current account should lie within a narrowly defined 
range. The Geithner plan for example calls for a range of plus/minus 4%. 
Others say it should be even narrower. While these ranges serve as a 
reference for locomotive countries that should contribute to global 
absorption, this argument falls flat in a country of eight million people is 
asked to adjust and to take on such a role. Furthermore, these ranges are 
arbitrarily defined and they are not considered to be flexible over time. 

 
 On a more technical level, it must be borne in mind that current account 

balances are not free from accounting biases. This is especially true for 
countries with large net investment assets and large portfolio investments 
in equity. For these countries, Switzerland included, the current account is 
always stated because of specific accounting procedures for the balance of 
payment. 

 
 This time-varying bias or this time-varying bias which in some years has 

been estimated at more than 5% of Swiss GDP stems from the fact that 
income from foreign direct investment is fully attributed to domestic 
residence rather than its corresponding proportion of domestic and foreign 
shareholders. In short, this accounting bias overstates our external wealth. 

 
 Further statistical bias that overstates the Swiss current account surplus is 

cross-border shopping. Now it is unclear how current account ranges deal 
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with such measurement issues. Besides country size and accounting issues 
from the investment and savings perspective too, they are good reasons to 
run a current account surplus that exceeds some predetermined range.  

 
 An aging industrialized society like Switzerland needs to raise its national 

savings perhaps by more than it invests domestically. In so doing, it 
exports capital abroad and runs a current account surplus so that it can 
smooth its consumption in the future then the labor force shrink. Similarly, 
a young emerging economy chooses to save less than it invests attracting 
foreign investors and running a current account deficit. It was test to 
increase its current consumption and its future output. Prescribing 
maximum levels for current account surpluses and deficits completely 
ignores the fact that countries operate within different structural 
environments.  

  
 Now, what can be considered to be a sustainable current account deficit or 

surplus? Certainly, this is a very difficult question. One thing, however, is 
sure. Forcing countries to adhere to an arbitrarily chosen range and 
ignoring the structural environment, the measurement biases and their 
savings characteristics is not an appropriate strategy in an international 
economic order which is still based on the principle of free markets and 
free trade. 

 
 Now, I’d like to discuss the motivation for introducing our minimum 

exchange rate. The rate was not implemented to stimulate exports, but 
rather to ensure that the appropriate monetary conditions prevailed and 
that the SNB can fulfill its mandate of price stability.  

 
 The European sovereign debt crisis escalated dramatically in the summer 

of 2011. It became increasingly evident that in addition to Italy and Spain 
being engulfed by the crisis, France also was potentially exposed. At the 
same time, the debt ceiling negotiations in the United States and the 
consequent downgrade of the U.S. by Standard & Poor’s added to the 
tension. During these months, the Swiss franc appreciated rapidly against 
all major currencies. This development is shown in figure five for the 
exchange rate of the Swiss franc against the euro and the U.S. dollar. 

 
 The increase in the value of the franc which reflected market panic rather 

than economic fundamentals drastically tightened domestic monetary 
conditions. With annual inflation already close to zero, Switzerland risked 
falling into a deflationary trap.  

 
 What policy options were available at this time? The massive Swiss franc 

appreciation left the SNB with few options to combat the restrictive 
monetary conditions. As a result to the response to the global financial 
crisis in 2008 and 2009, our policy rate was already at a lower bond. In 
August 2011, in a first set to counter the excessively tight monetary 
conditions, we announced almost on a weekly basis an expansion of our 
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monetary base initially from 30 billion francs to 80 then to 120 and finally 
to 200 billion francs. Even when the monetary base reached close to 40% 
of GDP, this was ultimately insufficient to hold the appreciation of the 
franc.  

 
 As a consequence of these developments, on September 6, 2011, the SNB 

announced that it was introducing a minimum exchange rate of 1 franc 20 
against the euro. Since the announcement, the franc has never traded 
below this minimum. At a zero level bond, the minimum exchange rate 
has become an important monetary policy tool for us. Yet despite 
introduction of the minimum exchange rate, Switzerland has experienced 
almost two years of negative inflation. And actually I just received the 
latest inflation data this morning. After having a zero for two months, 
inflation turned negative again in September. 

 
 In this context, it is also crucial to note that the introduction of the 

minimum exchange rate is not a beggar-thy-neighbor policy. It must be 
remembered that Switzerland has always had a negative goods trade 
balance with the euro area. The trade balance was negative before the 
implementation of the minimum exchange rate and continues to be 
negative today since exports in goods have not gained market share in the 
euro area at the expense of others. 

 
 Allow me to perform a simple self-experiment with you. Let’s take the 

euro area perspective for a moment. What would have happened to the 
euro area exports to Switzerland if the minimum exchange rate had not 
been introduced? Given that Switzerland is the euro area’s fourth largest 
export destination, this is an important question. Moreover, European 
intermediate goods serve as an important input for Swiss exports 
worldwide. 

 
 In the absence of the minimum exchange rate policy, the Swiss franc 

would have continued to appreciate strongly in an extremely volatile 
environment and the risk of Switzerland entering a deflationary trap would 
have escalated. This would have depressed Swiss aggregate demand and 
European exports to Switzerland. In short, a policy of deflation avoidance 
had benefits for both sides in Swiss-European bilateral trade. In addition, 
given the broad use of the Swiss franc as a founding [inaudible 0:26:23] 
credit cards in Europe, the introduction of the minimum exchange rate had 
a positive impact on financial stability beyond our country’s border. 

 
 Switzerland’s economic stability is not just important in the realm of 

international finance and trade. It should be remembered that Switzerland 
is the second most important provider of international remittances directly 
after the United States. Moreover, in terms of FDI, even the U.S. is a 
major beneficiary of Swiss investments. Over the past five years, 
Switzerland has been the sixth largest FDI investor and eighth largest shop 
provider through foreign investment in the U.S. 
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 To conclude, let me return to the question of Swiss monetary policy and 

the current account post at the beginning of my remarks. I have argued 
that the key components driving Switzerland’s current account surplus 
notably financial services, merchanting and direct investment income, are 
not closely linked with either the exchange rate or the domestic economic 
situation. I have also argued that historically, an appreciation of the Swiss 
franc has not led to a reduction in Switzerland’s current account. Yet, this 
disconnect between the exchange rate and the current account balance 
does not diminish the exchange rate’s importance for the Swiss economy. 
Given the high degree of openness of our country, the exchange rate next 
to the interest rate is the key definer of monetary conditions and thus has a 
strong impact on both prices and production. 

 
 The Swiss economy has shown in the past that it can handle volatility and 

appreciation in the real exchange rate and these are based on 
fundamentals. However, excessive and abrupt appreciations driven by 
financial market turmoil have a disruptive impact on prices and production 
resulting in deflation and recession. 

 
 What, in practical terms, does this mean for the SNB’s monetary policy? It 

means that we do not gear our monetary policy to the current account. The 
current account is not an indicator of Swiss capacity utilization. In 
particular, it’s not an indicator of price stability. Consequently, the SNB 
has no target and indeed should not have a target for the current account. 
Rather, we need to take both the inflation outlook and capacity utilization 
into consideration and must provide adequate monetary conditions in 
order to fulfill our mandate. 

 
 Despite recent turbulence on foreign exchange markets in emerging 

economies, the Swiss franc has settled against the euro since September 
2012 at slightly above the minimum exchange rate of 1.20. Accordingly, 
the SNB did not have to enforce the minimum exchange rate for over a 
year now. Yet, the risks in the world economy are still to the downside and 
the Swiss franc is still high. Therefore, the SNB’s maintaining the 
minimum exchange rate; it is the right tool for ensuring price stability in 
Switzerland for the foreseeable future.  

 
 With short-term interest rates close to zero, the minimum exchange rate 

can prevent an undesirable tightening of monetary conditions in the event 
of upward pressures on the Swiss franc should they intensify once again. 
Thus, as we have reiterated on our September monetary policy assessment, 
the SNB stands ready to enforce the minimum exchange rate and to take 
further measures as required. Thank you very much for you attention. 

 
Adam Posen: Thank you very much, Thomas. It’s wonderful to have a colleague, a 

friend, but importantly, much more importantly an official who’s willing 
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to talk substance and to directly confront not only the policy challenges 
but the justifications for them. And you did that today with style.  

 
 Before opening it up to open question and comment, I’d like to actually 

just post a couple of questions for you. You rightly corrected me that it’s 
not a peg. It was a minimum exchange rate. However, I have to correct 
you. In American English that would be a maximum exchange rate. 
You’re saying a minimum level of euros per Swiss franc, so you might 
want to switch that. 

 
 More directly, let’s say we agree. We stipulate to the idea that the 

structural factors in Switzerland, the reliance on financial services, the 
transshipping, the offshore sales—I mean not offshore but I mean other 
people coming to buy—all the factors you cited, let’s say that those indeed 
are the main drivers of the current account along with demographics. We 
are moving to a world where a larger number of economies are service 
dependent, where a larger number of transactions are taking place across-
borders including retail transactions. Do you foresee a world in which 
there are many more countries where they can credibly argue the exchange 
rate has nothing to do with the current account, and is it some of the other 
into Switzerland, and if we start getting to that world do we suddenly have 
world peace breakout because there’s no exchange rate spillovers or how 
do you think relations between countries change if it’s not just Switzerland 
in this situation? 

 
Thomas Jordan: Well, I believe the most important thing is that monetary policy should not 

focus on the current account. We should focus on production, utilization, 
and price stability. And the current account is determined maybe by 
factors, structural factors or by other factors, but I guess it will be a very, 
very bad idea if you start to focus monetary policy too strongly on the 
current account. 

 
 So I do not argue that there may be not reason that the Swiss current 

account should shrink in the future. That could well be the case. Even a 
good development possibly. But at that time, those factors that contribute 
to the current account, even in services, do not really reflect a weakness of 
the Swiss franc but rather the international development.  

 
 So a weak Swiss franc does not lead to lower service exports, but maybe 

less activity abroad or changes in capital market activity that would then 
lead to diminution of the current account. But the argument is really or the 
main argument is monetary policy in Switzerland should really look at the 
price stability and capacity utilization. And even if you have a current 
account surplus, we cannot let monetary conditions go to a point there’d 
be risk that’s really deflationary type in Switzerland. 

 
Adam Posen: No, you’ve been very clear on that and I think it’s important for you to 

make that distinction. It’s terrific. I guess just following up on that, you 
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and I are both familiar with the number of countries—the UK where I 
work and the Bank of England is another one, Ireland for a period was 
one, Iceland, arguably a couple of place in East Asia—where like 
Switzerland they’ve been very big on having a large banking sector, lots 
of financial exports, great deal of openness, net positive external 
investment position, and generally outcomes for these countries has been 
poor. Not just they did very poorly in the crisis and are vulnerable to 
crisis, but actually their growth rates prior to the crisis were not great. 

 
 Obviously it’s not the central bankers remand to tell your economy to 

restructure. But in your role as someone commenting on both the Swiss 
and the global financial system, do you think it’s in the interest of most 
countries to shrink their financial exports to move to a world where there’s 
smaller banks and institutions or at least only big countries should be 
doing this? 

 
Thomas Jordan: Well, this is a very difficult question and I guess the answer should 

become from markets. If Switzerland is capable to provide financial 
services to the rest of the world that are valuable, that are high quality, I 
think there’s no reason that Switzerland should not export some financial 
services. Obviously the size of the sector is always an issue, but we should 
not need to have a target to have it big nor should we have a target to have 
it small. We should have the right incentive so that the financial sector can 
develop itself within this framework. 

 
 I think before the crisis some of the incentives were wrong also in 

Switzerland. The incentives to grow too much and to have too big balance 
sheets, we corrected that in Switzerland so the incentives today is to 
become lenient and to become small as banks. The capability to provide 
service out of Switzerland to other countries do not depend only on the 
size of the banks but rather also on the legal environment and on the 
capability to provide those services abroad.  

 
Adam Posen: Yes. I mean, I’ll turn over to group questions in a moment, but I’ve got to 

push you on that a little bit. I mean, most central banks’ mandate includes 
financial stability and I believe the Swiss National Bank does. And it 
certainly seems that some casual empiricism and some empirical work of 
seriousness that countries that have very large capital service exports tend 
to have very large and volatile capital flows, and it’s not just the size of 
the country or the size of the banking system, it’s the size of the backstop 
you need.  

 
 So, I mean, I agree. I give enormous credit to you and some of your 

colleagues throughout the Swiss system that you have been very tough 
with your two mega banks. And I think we all could learn a lot from that. 
But I’m just wondering if you’re being a little too laissez-faire about the 
idea from a financial stability perspective that the market can determine 
what’s the right size of financial exports for a country. 
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Thomas Jordan: As I said, I think this is a very important question. But if you look at the 

Swiss system, most of the exports were done in a sector that was not really 
exposed to financial stability issues. It was the wealth management and 
that didn’t really have any strength to financial stability at all. The strength 
came from investment banking that was mainly done outside Switzerland 
through Swiss banks but not in Switzerland itself. So you could imagine a 
situation that also in the future Switzerland remains a country where 
services, especially in the wealth management, will continue to be 
important and that will be contribute to exports and services even though 
the banking system has much less risk than before the financial crisis. 

 
Adam Posen: Great, thank you. One final question for me if I could. In your very 

concise and forceful concluding remarks—technological progress—in 
your very concise and forceful concluding remarks, you talked about the 
fact that any central bank, including the Swiss National Bank obviously, 
has to be prepared to stand against … I think I wrote down excessive and 
abrupt appreciation of the currency out of line with fundamentals.  

 
 One of the things that a number of my colleagues here at the institute—

John Williamson, Olivier Jeanne, Arvind Subramanian did a recent book 
on this, Joe Gagnon, Fred Bergsten and others—have written about 
through the years is concerns about very large unfettered capital flows and 
what they do now not just to emerging markets but to small open 
economies like Switzerland, one could argue even non-financial small 
economies like Norway, Canada, Australia, have suffered from these very 
large capital flows.  

 
 Putting on your hat as someone who’s involved in the systemic 

discussions at the BIS and the G10, G20, is there an agenda out there we 
should be pursuing to deal with these large capital flows? Are domestic 
tools of capital inflow controls, things that maybe even if Switzerland 
doesn’t want for various reasons other countries could use? Is this just a 
big gaping hole in the system we can’t do anything about? 

 
Thomas Jordan: This is a very, very important question and also not easy to answer, and 

you can imagine extreme situation where capital controls might help if 
you have really extreme exchange rate fluctuations. But they never come 
for nothing. So usually if once you have introduced the current account 
controls or capital controls, it’s not easy to implement them. It’s not clear 
whether they function so you have exactly to see what it is really 
worthwhile to do. 

 
 I guess in extreme situations where you get no other possibility to control 

monetary condition, that could help. But I guess under normal 
circumstances you have really to reflect whether you would like to 
introduce them.  
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Adam Posen: Great. Okay, I’m going to open it up to our distinguished audience for 
questions. Our usual rule of thumb is the first couple of questions come 
from people outside the institute, but I have an institute target in mind if 
no one volunteers. There is a microphone at the back or if you’re towards 
the front we can bring the microphone to you. Anyone wish to make a 
question or comment to Thomas? All right, then Joe Gagnon, please. 

 
Joe Gagnon: Thank you. Joe Gagnon here at the institute. Thanks for that very clear 

presentation. My question is whether it would make more sense to pursue 
a more balanced set of policies. Your minimum exchange rate policy has 
succeeded in preventing a shock from external demand to the Swiss 
economy, and the fight against deflation has been very helpful. But now, 
99% of the Swiss National Bank’s assets are in foreign currency and gold 
which seems unbalanced to me. So I wondered why not buy domestic 
Swiss assets like bonds and Swiss equities in a QE-type policy like other 
countries are doing. 

 
 And also, I know this is not your area, but fiscal policy is a steady budget 

surplus in Switzerland. Was there any scope for fiscal policy? It seems to 
me that a more balanced combination of policies might have helped to 
reduce the current account or possibly could have, which would have been 
helpful to your European neighbors.  

 
Adam Posen: Thank you, Joe. 
 
Thomas Jordan: Well, thank you, Joe, for this question. Let me first again stress the Swiss 

franc at the moment is not a weak currency. Everything else it’s still a 
very highly valued currency, a strong currency, so monetary conditions in 
Switzerland composed of interest rates and exchange rates are like that. 
We have heavy conditions, very tight conditions, for the export sectors 
and they lose conditions for the domestic sector. So this is very important 
to have in mind. 

  
 And also if you look at the Swiss economy, the domestic sector grew a lot 

during the last two years, whereas the export sector completely stagnated. 
So the absorption from the domestic sector was much better, much higher 
than the one in the export sector. And fiscal policy is in that case not very 
helpful because most of the fiscal program would go into the housing 
market and there we have already almost an overheating in Switzerland 
because of the very low interest rates. 

 
 So we have really this unbalanced situation where we have to lose 

conditions in the housing market, in the domestic market, and we have 
very, very tight conditions for the export sector. So that’s the point why 
fiscal policy is not really helpful in that environment.  

 
 In order to avoid the deflationary trap, monetary policy is the only 

instrument and it has to ensure that the second element of the monetary 
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condition, the exchange rate, is more or less limited at the point where we 
do not fall into this deflation. 

 
 Then the question about the assets. Obviously, what we did was 

unsterilized intervention when it was necessary. It was not a program that 
we wanted to intervene but we had to intervene in order to maintain the 
minimum exchange rate last year. So as long as this is unsterilized, it’s 
very difficult to buy domestic assets because that would then mean you 
create something like a counter-intervention and that will be not helpful in 
that situation where we are in. 

 
 So I guess the balance sheet is the consequence of implementing this kind 

of monetary policy. It’s not the aim to have 99% in gold or in foreign 
exchange but it’s the result of the conclusion that the only way to 
guarantee acceptable monetary condition for Switzerland is the minimum 
exchange rate, and obviously then you have to pay or to accept that your 
balance sheet looks like it is at the moment. 

 
Adam Posen: At the back. Mic please. 
 
Akio Fujii: Hi, I’m Akio Fujii from Nikkei Newspaper. As you know, Bank of Japan 

is also … Japan is also suffering from the high yen and then now Bank of 
Japan is conducting monetary easing and the yen has depreciated a lot. But 
if Bank of Japan considers the same strategy like setting the minimum or 
maximum exchange rate and direct intervention policy, do you support 
that Bank of Japan or do you approve Bank of Japan?  

 
Adam Posen: Thank you, Akio. 
 
Thomas Jordan: Thank you for this question and I hope that you had some understanding 

that I do not directly comment on the policy of my colleagues at the Bank 
of Japan. I think what is important is to have in mind that each country 
might be in a little bit different situation. The circumstances, the 
environment is different. And there is a big difference also between Japan 
and Switzerland. Switzerland is a small, very, very open economy and 
Japan obviously is among the three biggest economies in the world so it’s 
a very big difference. And also the openness is a little bit different from 
the one in Switzerland. 

 
 So Japan has to see what is the right policy for them and we have to do it 

in our way. It was not … and I’ll come back to the minimum or maximum 
exchange rate and we had indeed a big discussion at the beginning what 
the appropriate name should be, but in order to also have an easy 
communication, we came up with the minimum exchange rate notion. 

 
 But the point here is really that we have … that we tried everything 

before. As I explained in my speech, we tried to inject liquidities through 
other measures. It had some impact but it was not sufficient. So we did not 
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have the same opportunities as other big countries have is their financial 
markets, to do it with open market operation with a response. That was not 
possible in Switzerland. And once we tried everything, then finally that 
was the, really the last tool, that we had to introduce the minimum 
exchange rate. And so far it helped a lot. 

 
Adam Posen: Thank you for the clear answer. At the back mic and then the gentleman at 

that table. 
 
Bill Cline: Bill Cline from the institute. My problem with your approach is that it 

claims exemption for Switzerland from the global adding-up problem. If 
you start with a problem of excessive imbalances, what you’re saying is 
Switzerland deserves a free pass because it is special and it’s focused on 
the special nature of its current account. The past studies including the 
Swiss National Banks indicate about a four and a half percent of GDP 
overstatement of the current account surplus because of the treatment of 
the residency of stuff that’s really owned by foreigners.  

 
 When I make that correction in my calculations and reduced the IMF’s 

long-term forecast of a 12% surplus of GDP to 7% of GDP addressed in 
current account surplus, that’s where you stay. Now it does seems to me 
that once you make that adjustment, I don’t see much basis for saying 
China can’t have a huge current account surplus. Some of the people in 
this institute say it should be zero. 

 
 Japan can’t have a big current account surplus but Switzerland gets an 

exemption. I mean, the amount of the excess even in my calculation after 
making this adjustment is only over $35 billion and that’s not an 
inconsequential amount in the international economy. 

 
 Now you say that the trade is not the problem. Well, your own chart 

showed trade going from a minus 4% of GDP to a plus 4% of GDP over 
the last two or three decades. So is it so unreasonable to expect that in a 
period when you have a lack of global demand and beggar-thy-neighbor 
shifting of demand is a problem, that Switzerland might consider going 
back toward at least zero goods balance that it had for the ‘90s? 

 
Adam Posen: Thank you, Bill. No, it’s very good but we have to limit the time, please. 
 
Thomas Jordan: Well, thank you for this question. It gives me the opportunity to make 

again the points I raised before. I think Switzerland does not ask for a 
special consideration but we asked for having a certain understanding of 
the specific situation that we are in. 

 
 The point I tried to make before is that first, we have the measurement 

issue, so the right balance is smaller than the one that is in the statistics. 
The second point was that the remaining of the current account surplus is 
not sensitive to exchange rate appreciation. So even if we have further 
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appreciation, that would not diminish the current account surplus. And the 
third point is that in fact a country in certain circumstances has a 
legitimate reason also to have a surplus or deficit. This is well based by 
economic theory if you take a long-term view on saving and investment. 

 
 And then coming back to the fact that the Swiss franc is everything else 

than a weak currency, it’s one of the … if not the strongest currency in the 
world, so we have monetary conditions that are extreme with respect to 
the exchange rate compared to almost everybody else. And if you go to 
Switzerland and you compare prices in Switzerland with the United States 
or everywhere else, you can see already today this extreme differences and 
the further appreciation of the Swiss franc would just relate to more 
distortions in that respect. 

 
 Before I also made the point that it would not help other countries because 

the way they are structured as an import and export country, the only way 
an excessive appreciation would work is that it would decrease imports 
and it would decrease exports and it will let Switzerland to a less GDP and 
then in a deflationary trap. So it’s not in the interest in this very 
interrelated trade that we have especially in Europe. So I guess there are 
measurement issues and other issues and it’s not the question of the 
weakness of the franc that leads to this high current account surplus that is 
tabled in the statistics. 

 
Adam Posen: May I suggest—and I mean this in all seriousness, not just for political 

purposes—that when we are privileged to have another few month visitor 
from the research team or at the Swiss National Bank, that person, Bill, 
Joe, and a few of our people sit down and we try to get some common 
understanding of what would be the right tests and what would be the right 
numbers, and maybe even do a joint publication. Because I think, as Bill 
said, I’m not … every individual in this building, including you, including 
Bill, has their own view. So this isn’t an Institute Bill view. But it is clear 
Bill has, in his publications at least, taken fully on board your first point 
and adjust for the measurement issue. And so that’s one step and we have 
to think about other steps. 

 
Thomas Jordan: That’s a very good idea and I will support it. But let me, again, make a 

point on this question because it’s so important. Well, I guess price 
stability is seen everywhere as one of the main goal for monetary policy. 
We have already for two years negative inflation. We are back to zero, 
again, negative. This is a clear sign that we do not have here an exchange 
rate that really leads into the wrong direction. So on the opposite, I think 
we are still very tight monetary conditions. 

 
 In most other countries if inflation falls below 2%, people become very, 

very nervous and they believe monetary policy should be made more 
aggressive. We live that for more than two years with negative inflation 
and we tried to have somewhat acceptable monetary conditions in order to 
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really avoid the deflation. And as I mentioned before, we did not set the 
minimum exchange rate at the level that would really make us a weak 
Swiss franc. On the contrary, it is still at a very high level except we did 
that especially also in order to avoid the discussion of this beggar-thy-
neighbor issues but rather to have monetary conditions that let us fulfill 
our mandate more or less. I guess negative inflation is still not exactly 
what we should pursue but we accept it now for roughly or even more than 
two years.  

 
Adam Posen: Well, thank you for that. And just for the record, for my own personal 

views, not the institute’s views, I firmly believe that any central bank, 
whether it’s the Bank of Japan, the Swiss National Bank or for that matter 
the Federal Reserve, has its first duty to stabilizing its own employment 
and price level. And so I have no complaints with that. 

 
 And second, that we have to think about a more nuanced view. One of the 

things which you said which I very strongly support, again just speaking 
individually not for the institute, is that the idea that they’re coming up 
with very rigid current account targets and international agreements is not 
necessarily the right way to go. We may need a more nuanced framework. 
But nuance doesn’t necessarily mean no rules either.  

 
 The gentleman at this table and then at the back mic. 
 
Ian Talley: Ian Talley, Wall Street Journal. This isn’t going to be nearly so 

academically challenging. More on current topics, how are you preparing? 
What concerns do you have about debt ceiling debacle going forward and 
are you preparing for … or what would you communicate, what are you 
planning to communicate to Bernanke about his exit strategy and 
communication strategy? 

 
Adam Posen: Thank you. 
 
Thomas Jordan: Well, thank you again for this question. I cannot really comment on the 

policy of my colleagues at the Fed. The question about the debt ceiling is a 
very important one and I hope that U.S. Congress will find a solution 
before the time limit. We saw it the last time. It can really then have very 
negative impacts on international financial markets. So I guess it would be 
the interest of the world economy, of monetary policy, fiscal policy, and 
economic policy in general that we do not have again a disruption in 
financial markets due to this debt ceiling issue. 

 
Adam Posen: Great. These are going to be the last two questions. Thomas, as you might 

imagine this week, is heavily overbooked and we’re grateful to him for 
making time for us as all of you have done. So Lee at the back mic and 
then Fred over there. 
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Lee Price: Lee Price from FDIC. So you made a good argument about the sensitivity 
of a couple of other major parts of your current account surplus. But do 
you really believe that the goods service, the goods balance is not affected 
by the exchange rates? It seem like you implied several times that you 
were concerned about that in doing this. And do you have any forward … 
I mean 1.2 may not work forever. Do you have any forward guidance of 
what kind of conditions it would take to change some off of that policy to 
be more … to allow further appreciation at some point? 

 
Adam Posen: Forward guidance has turned out not to be that good an idea, but that’s 

another story.  
 
Thomas Jordan: Well, to give you an answer to the second part of your question, the 

minimum exchange rate is an instrument to implement our monetary 
policy for the time being. I guess in the very long run we will be back to a 
normal situation where the currency can fluctuate without any limitation. 
At the moment we’re stuck at zero interest rates and the minimum 
exchange rate guarantees that we do not get overly restrictive monetary 
policy and this element or this instrument is important for the foreseeable 
future. So there’s no, at the moment, really no need to exit from this 
strategy. I think it’s the right policy for the time and it’s extremely 
importance. Otherwise we do not have the adequate monetary conditions 
in Switzerland.  

 
 The other question with respect to the goods rate component, there are a 

couple of issues and I guess that would be very interesting in doing some 
more research. We have also a statistical point that we do a lot of across 
the board shopping that could also be going or not be represented correctly 
there.  

 
 Also, an important part are farm products that are not really sensitive to 

any exchange rate movements there. This market is very different and it 
takes up a substantial part of the goods part of the balance of payment. But 
I accept that this is something that is worthwhile to look further at it and to 
do more research on it.  

 
Adam Posen: Terrific. Final question. 
 
Fred Bergsten: Thomas, thank you very much. 
 
Adam Posen: That’s Fred Bergsten from the Peterson Institute. 
 
Fred Bergsten: Thank you. Thomas, thank you very much for such a clear and 

comprehensive articulation of your view. It’s very well put and 
particularly for doing it here where you’ve had a few questions about your 
policy. And so coming to the lion’s den, so to speak, very courageous. We 
thank you for that. I have one technical question, one policy question. 
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 The technical question is the following. You started out and now it’s come 
up a couple of times again that your current account does not respond in 
the predicted or desirable direction to exchange rate changes. There is a 
simple methodological test for that. Does Switzerland meet the Marshall-
Lerner condition? And I wondered if you all have tried to calculate 
whether Switzerland does meet the Marshall-Lerner condition. If not, that 
ought to be on our research agenda, but that should be a simple test in the 
aggregate of whether the exchange rate would move your current account 
in the proper direction or not. 

 
 The policy question goes to a concern that those of us who worry about 

this about how you carry out the intervention policy. Presumably most of 
your intervention, or at least a lot of it is in euros. Question, do you—and 
within the bounds as what you can say as governor of SNB—do you 
consult or did you when you put the policy, did you consult actively with 
the people running Eurozone monetary policy, Eurozone exchange rate 
policy, i.e., the European Central Bank? Did you have kind of the 
consultations with them that those of us who worry about this kind of 
thing think it’s an essential part of carrying out intervention policy to 
make sure it’s not regarded as beggar-thy-neighbor by the people on the 
other side of the equation and therefore is internationally acceptable?  

 
Adam Posen: Let me just add one phrase to Fred’s question. Even if you consulted with 

the ECB, why is it that we haven’t seen a public statement from the ECB 
that they have reached an arrangement with Switzerland in this regard, 
because reading the IMF articles and normal procedures are that it’s fine 
as long as both central banks sign on. So not asking you to get in their 
head but just why—assuming you have consulted—why don’t we have a 
public statement from both sides of the exchange rate? 

 
Thomas Jordan: Well, let me answer this question in a little bit diplomatic way. We were 

able to explain our policy in detail and very well, and the result is that no 
central bank that is concerned did any time criticize the Swiss National 
Bank. We were also getting high understanding from the IMF Article IV 
consultation with respect to Switzerland and this is a sign that this, as I 
mentioned before, policy is accepted by these countries. And they 
understand. They have to say it this way. They have to understand. They 
understand the need that we had to introduce this policy and they see also 
that it was probably in the interest also not to let the Swiss franc go 
through the roof but rather keep it a certain level where the appreciation is 
still very, very strong but not as massive and volatile as it was on August 
and September 2011 where we have really almost unfunctional financial 
markets and unfunctional foreign exchange markets. So this kind of 
stabilization I guess was in the mutual benefit especially in the European 
situation. 
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Adam Posen: Great. Thank you. I’m afraid we’re going to have to close it there. I would 
just echo something my predecessor Fred said, but as usual tone it down a 
little ‘because I don’t have his gift.  

 
 You are not coming to the lion’s den both because we’re very happy to sit 

down with you and we’re grateful that you are here, but also because you 
have shown yourself to be anything but a lamb. You’re a lion yourself. 
And we, all of us in Washington and the markets, but particularly in this 
institution, appreciate people who engage substantively, who hold their 
ground, and whoever really empirically practically based vision for what 
they’re doing, and you have articulated one that is very, very strong and 
you are, sir, to be commended for that. Thank you for giving us this 
opportunity to hear it. 

.  
Thomas Jordan: Thank you very much.  


