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ffof}3;375pér~centronfﬁovémberflj Commerexal banks continued to raise fundsy

,vances The~ Sw1ss authoritles hOpe that credlt supplies Wi

 what in 1964 and check further rate. advances, ‘but prospectlve measurti’

liberalize foreign loans in the country (as a result of the recent

Copenhagen Loan) may lead to some additional forelgn issues early in th

new year.
Although the rate of economic expansion in the Swiss econoﬁy 
has slackened somewhat, the economy is still marked by excess demands;
the spectre of accelerated inflation is now feared, Construction, alf
off from earlier quarters, still continues to advance as does consumerf?:'
demand. Consumer prices rose 3 per cent from the fourth quarter of laéﬁL 
year to the end of September while wholesale prices remained stable.
Increases which have already taken place in bank and Federal Governmen”
salaries, in pension payments, and in rates on all new mortgages'andiéveﬁ_,
on some cld ones taken by the smaller banks, and possible increases,i 
1964 in wilk prices and :rates on old mortgages by the 1arger~bank§ihéf§1

more price and wage pressure,



~‘secéﬂd‘quartef offthe~year. Exports recovered consxderably in Sept

;.and kept the monthly deficit to about $58 mlllion. It is unllkely‘th

‘the deficit will fall much below this level as the strong demand;  £

imports continues and increasing prices put a competitive squeeze on

exp()rt-r °

International reserves increased over the period under rev

~a net of $99 million as foreign funds flowed into the country beforéi,

IMF meeting in September and from Italy during October. The SNB support
the spot dollar during those two months, but since November 1 it has
fluctuated narrowly above the intervention point,

Demand pressures reflected in financial markets

The overheating in the Swiss economy, not heretofore evident in
the domestic financial market because of an abundance of funds flowing .
into the country from abroad, was acutely reflected in the financial scene
during the September to November period. Although foreign funds flowed
into the country rather heavily in September before the annual IMF meeting
and fronm Italy during October, increased demands for Swiss francs and |
rising interest rates or tightened credit conditions in the United States,
and in several neighboring countries. pushed up ratggﬂth:ogghoutnalllsecﬁors

of the market. (See Table 1.)



ial Indicators
963 © T
of index)

- January  April  July
25 2% 26

ceftlfidétes'
to 8 years):

12 cantonal banks

5 large banks 3,39 3.39 3,39
‘Long—term,government bonds 3.13 3.06 3.18

Stock prices (1958 = 100) 250.0 263.1 255.7 256.4

Exchange rates

Spot francs (U.S. cents) 23.13 23,14 2315 23.17  23.17
Forward premium on francC/ + 0.0 +0.36 +0.02 +0,32 +0.27

a/ Most frecuently quoted rates of the five large Swiss banks in Zurich,
g/ Return ir Swiss francs after cost of exchange cover,
¢/ Per cent per annum,



'; téic Ty thc 4~Lzz pPer ceni coupon rate chat has generslly pre@alled‘

on foreign issues, However, the recently offered Phoenix-Rheinrchr Cgmp

(pipeline and metal manufacturers) $11.6 miilicn 4-1/% per cent ican was

Cat 99 per cens to keep it attractive,and it was oversubscribed,

In additicon, several Swiss commercial bunks havs continued a pra.

started in July to obtain long-term funde by offering long-serm @Biigatm

“,their own account,

Seme commentators in Switzerland seem ro fhink that the prbssura

jZLnterasc rates will ease sometime after the new vears they expect the ec

 boom to aqunne to level cut and fer funds to become more available o




ket in Switzerland An international syndicate of bankers heade

without Swiss participation, The loan, which bore a coupon rate of 5 pe

~ banking circles,

for it seemed to bear out a fear currently acute to the c

of regulating foreign issues so they just absorb the excess liquidity in the
Swiss market would be frustrated,
Swiss concern about this aspect of monetary control, about the, “'

commissions, and about the effects of a higher return on Swiss franc secu



gthe'past quarter, that the econo

éVgﬁhe&téd.'fGOnStfuéﬁibﬁ%(whz xmlght, however, be affected by the
higher interest rates) and continued- strong consumer demand are the major fa'"“‘”

iresponsible for the present intensity of economic activity,

Building continues to boom but the level of activity has slipped>5§mé

:?"what’belqw the high point of the boom and even below the level of the last few

,¢f~m9nthsg"The:number of new dwellings completed in the 65 principal Swiss

,:faﬁd'ciiieS'was down to 4,427 in the third quarter (1963) from 5,647 a’yearéagq
and 5,494 in the second quarter 1963. Permits for new construction totaléd 
’:'705 during the third quarter of the current year, up from 6,228 a year ag
vdcwn from 7, 455 in the previous quarter, Increased interest rates ”Whic,

: ',{,’:E:t*ect rather promptly on outstanding mortgages in Switzerland, may pr

1 fzrther the surge of construutlon.




Vmer;demandfreméined strong as retail sales on a seaSOnallfiaﬁjﬁStéd 
~basis rose, Increased payments to the retired and surv1v1ng b

Cem the Natlcnal Insurance Program may enter consumption almost
&~he1p tc put further pressures on retail prices,

nary pressures build up

Most recently, retail prices in Switzerland have been advancing faS#ef'
 than*inﬂmany~9therfindustrial economies, Prices of consumer items, up already {}
’ per cent this year, rose about 1 per cent during the third quarter, By ébn”’
stic wholesale prices are virtually unchanged from a year ago and even
'g&ecreaSed,during the third quarter from first and second quarter levels, (See
Table 2, ) However, recent developments may add further 1nf1at10nary pressures
within the country, They include:
a, Bank salaries up 7 per cent (with an additional 2 per cent
increase for employees with over eight years service);
b, Federal government salaries up 3.5 per cent (a cost-of-
liviag increase retroactive to the beginning of the year);
. ¢. Milk producers’' demands for a higher milk price is pending
before a special Federal commission;
d. A 10 per cent rise in chocolate prices announced for
January 1;
e, Increases of 33 per cent in maximum rates payable under the
0ld 4ge and Surviving Dependents Insurance Program recommended
by the Federal Council,

At the same time, the Swiss Bankers' Association has asked the central

bank to terminate at the end of the year the Gentémen's Agreement to discourage



Switzerland: Price Indices
~ (August 1939 = 100;
morith or monthly averages)

Consumer

Price Index -Wholesale;?tite;lndéx:i
Total Domestic ,'Foteign« g
1961 187 215 213 217

1962 195 222 22l 220

I 192 219 219 219
11 194 222 222 221
III 196 223 226 218
v 197 225 227 222
1963
I 199 230 231 228
II 201 . 231 231 231
III 202 228 227 229
April 200 231 231 230
May 201 233 233 232
June 201 230 229 232
July 202 228 227 229
August 202 226 226 226
September 203 230 229 230

Source: Swiss National Bank Monatsbericht,




ion the commercial banks have in special blocked accounts w1th the SNB

,ures would feed the present boom although they would help relleve pressures
he financial markets, Furthermore, higher mortgage rates may become more
$Ptéaﬂ curing 1964, an increase which would have direct effects on rents and

_arm cost and would help to set up demands for more wage and price advances

> Labor market.remalns under strain

The acute labor shortage that has been another major source of infla-
“5Qnary pressure in Switzerland has continued throughout the third quarter and
- into October when seasonally it tends to improve,= 1/ (See Table 3,) At the

end of October only 194 persons were completely unemployed and searching for

work in contrast to 6,739 registered vacancies, The hotel, metals, and construc-

tion industries pulled labor away from the farms even during the planting and

harvest seasons of this year, and the farm labor force fell by 12 per cent,

Agriculture's manpower needs have induced the government to negotiate with the

Spanish goverrment for immigrant labor for next season even though Swiss policy
. is to limit ary further increase in foreign labor,
Table 3, Unemployment and Job Vacancies in Switzerland

End of Month Number Unemployed Registered Job Vacancies

1962 .
September 199 6,085 |
October 324 5,847 '

1963 -
August 142 6,701 l
Septembe:: 171 6,902
October 194 6,739

Source: U, S, Embassy, Bern.

1/ See "Recent Economic Developments in Switzerland, April to August 1963,"
dated September 23, 1963,



yeficit *cntinues to 1ncrease

”nary figures for the third quarter show Switzerland's forelgn

ylast year, in spite of a strong export pogition, (See Table 4 )

”>quartwr imports (seasonally adjusted monthly average) held at just below

be second quarter level while a $14 million decrease in exports, most of whlch
'ﬂcama durlng July and August, was almost entirely respon51b1e for the 1ncreased
trade deflCLt

: ‘Exports recovered considerably in September, the latest month for -

Whlch figures are available; they were the highest ever recorded for September

but the strong continuing demand for imports kept the September deficit well,
above the $50 million mark,

Gold and foreign exchange reserves increase ag the Swiss National
Bank takes in dollars

During September and October, Switzerland's international reserves
registered gains of $51 and $65 million, respectively, as éhe SNB took in large
amounts of collars in those months, (See Table 5.) The two weeks from Septem-
ber 23 through October 3 alone saw Swiss reserves increased little less than
$100 million, attributable to continued "nervousness" on the international
financial scene and, in October, to capital inflow from Italy, Dollar-franc
swaps between Swiss banks and the SNB to increase bank liquidity in Swiss francs
also added to foreign reserves,

The $19 million drop in foreign exchange reserves during the first fort-

night of November can be attributed primarily to the conversion of the Swiss francs




1963

1962 T

Table b,

Swiss Foreign Trades 1962 - Sept

- 11 -

bember 1963

Imports c,i.f,

250

3 2Ll
CIID 256
v 251
I 247
II 271

- IIX 270
Janvary 24o
February 2h3
March 60
April 273
May 281
June 259
July 291
August 1/ 256

‘Septenber 1/ 264

1/ Prelin

Source: OECD; U.S. Embassy, Bern,

Date

® ..

1963

Table

5. Switzerland:

Exports f.o0.b.

adjusted, monthly average or month, in mill

Y

inary figures subject to adjustment.

181
186

186 -

187
192
205
191

186
194
197
197
208
212
195
172
206

Lons*bf7UdS§adbilaié)
Irade balance

-69
-8
i
-6l
-55
-66

79

-5l
-19
~63
-76
-73
=47
~96
-58

AN

O0fficial Reserves

(end of period figures, in millions of U.S. dollars)

Gold
I 2llih
1T 2L09
III 2li53
IV 2667
I 261
II 2530
April 2453
May 2453
June 2530
July 2LLL

Avgust 2451
September 2501
October 2520
Noveriber 15 2522

Foreign
Exchange

16h
297
176
205

177
178
179
177
178
180
198
200
2L6
227

§ource 3

Total

2608
2705
2629
2872

2638
2708
2632
2630
2708
262}
2649
2701
2766
27L9

Change

-151
+ 97
- 76
+213

-23L
+ 70
- 6
- 2
+ 78
- 84
+ 25
+ 51
+ 65
- 17

% of Reserves
held in Gold

oh%
89%
93%
93%

93%
93%
93%
93%
93%
93%
93%
91%
92%

International Financial Statistics; Swiss National Bank.




the ﬁpeﬁhagen,Loan,;:Since the prbcgedéwa;,

_intervention pqint;ghﬁoqghogt;September‘ggggoctdber

u, S, dollar remained at the SNB's support price in«five"of th  "

 igh éﬁaéksvef the period under review, (See Table 6.) Strong comme

nstitutional anticipation of end-of«quarter liquidity needs, However, thié“

gave way to the almost continual intervention of the SNB as funds flowed heavily

into Switzerland prior to the IMF meetings in September and a substantial flow

of funds from Italy built up during October using the dollar as a vehicle

currency,

Towards the end of October the dollar began to move up from its lower
intervention point and throughout November has fluctuated narrowly between 23,171
cents and 23,175 cents to the franc on a rather quiet foreign exchange market that

was not even affected by the rising French rediscount rate, At the end of November

it was maintairing its position at 23,171 cents to the franc without Swiss

intervention,



gn_Exchange Rate for the Spot Swiss Franc 1/

(in U.S. cents per Swiss franc)

- Par Value 22.868
Lower Limit 22,172
Upper Limit 2/ 23,178

; Manth Dail‘.,;gve;fa e

Week Ending End of Week

1963  January 23,120 September 6 23.171
i February 23,123 713 23178
March 23,102 20" 23.178
April 23,099 27 23,176
May 23.127 October L 23,178
June 23.125 11 23,175
July 23,129 18 23,178
Auguet 23,164 25 23.178
September 23.176 November 1 23,1717
Octoter 23,176 , 8 23.173
Novenber 3/ 23.171 15 23,175
22 23.171

1/ Noon buying rate,
2/ Recent upper limit imposed by the BNS in the Swiss market 3 however, the
Swiss authorities are not committed to hold the rate below 23,283,

%/ Based oa first 22 days of the month,

oource: Federal Reserve Board,





