











Interest rates
3-month vields:
Zurich banks a/
Euro-dollars b/
U.S. Treasury
bills b/
Euro-Swiss francs

Deposit certificates
(3 to 8 years)
12 cantonal banks
5 large banks

Long-term government
bonds
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Table 4,‘ SWitZgriand: Selected Financial Indicators
1665 1966
Sept, Dec. Jan. Feb. Mar, Apr. May
24v 31 28 25 25 26 29
3.88 4,00 3.81 3.88 4.00 p/ 4.12 g/ 4,12
4,50 5.25 5.31 5.44 5. 69 5.75 5.75
3.¢4 4.45 4,53 4,66 4,46 4,61 4,61
4.19 4,94 4, 38 L, 75 5.31 6.12 6.00
4,36 4,36 4,36 4,36 4,36 4.36 p/ 4.36
4.3¢ 4, 39 4,39 4,39 4,39 4.39 p/ 4.3%
3.96 2,97 2,90 3.89 3,92 2,03 3.94
227.3  222,2 241.8 244.5 234.3 231.5 221.9

Stock prices (1958=100)

Exchange rates
Spot francs (U.S.
cents)
Forward premium (+)
discount (-) on

23.158 23,159 23.078 23.053 23,048 23.160 23.173

+0.87

+0.66 +0.48 -0.23 -0.23

Most frequently quoted rates of the five large Swiss banks in Zurich.

franc c/ +0.28 +0.30

a/

b/ Return in Swiss francs after cost of exchange cover.
¢/ Per cent per annum.

p/ Preliminary figures.



domestic liquidity during January facilitated the reversal
of thece swaps, and there were no particular strains on the market
as had been expected.
Throughout the first quarter, however, several factors were
at work reducing domestic liquidity, and by the first of April they
had begun to make an impact on the money market., First, the continuing
demand for foreign currencies in the foreign exchange market resulted
in a net loss of official reserves and consequently reduced reserves of
the conmercial banking system which the central bank offset very little.
Second, the general tightening of credit availability in foreign markets
and the continuing demand of U, S. firms for foreign credits in line
with the American balance of payments program resulted in increased
borrowing from these sources. Third, by March the domestic demand
for bank credit, which is usual at this time of year, began to build-up.
At the end of March the Swiss National Bank began to add
liquidity to the banking system. In April and May the net outflow of
foreign exchange reversed itself as the commercial banks repatriated
foreign currency assets and foreigners with loans outstanding at Swiss
barks began to pay them off because of the sharp increase in rates
changed. Some foreign borrowers were reportedly being charged between
7 and 8 per cent per annum for the three-month loans. These factors
stabilized the market although interest rates are still at near-record

levels,



Also, some minor interest rates were increased in January.
Major fiwiss commercial banks raised their private discouat rates for
first class commercial bills and acceptances by 1/2 percentage point
to 3-1/2 per cent and increased the rate of interest paid on deposit

books from 3-1/4 per cent to 3-1/2 per cent.

Capital market conditions very stringent; security issues quota reduced

In the market for long-temm capital, signs of strain began to
show up about mid-February. The first quarter quota for public domestic
bond issues, which is set by a special new issues committee and approved
by the central bank, was set at SF 720 million, roughly half of the total
value of the applications reportedly made. But as the quarter wore on
it became evident that because higher yields abroad were evidently
diverting both foreign and domestic funds from the Swiss market, even
this reduced supply of new issues was too destabilizing. By late
February almost all new issues were being badly undersubscribed. 1In fact,
the Fecleral Governmeat refunding issue in late March was first sharply
reduced and then fully placed only with considerable difficulty.

The new 1lssues quota for the second quarter was reduced to
SF 630 million, offering some temporary relief to the market. Most
issues in April were successfully placed. But strain continued to
build up ond late that month the City of Geneva raised the coupon on
its SF 25 million issue to 5 per cent, the first local government borrowing
to take place above 4.75 per cent. Also, power company issues, which
theretofore had carried 5 per cent coupons, moved up to 5,25 per cent at

about the same time,



There was a great tendency in May for prices to drop sharply
soon after the books were closed. Uncertainty continued to build up and
investors increasingly began to hold off making purchases in anticipation
of still lower prices. Although borrowers are now again raising their
coupon rates, most market observers believe that strained conditions
will continue to build up in the Swiss market until yields are allowed to
go higher in line with foreign yields or the supply of issues to the
market is sharply cut back by the authorities.

Foreign borrowing in the Swiss bond market amounted to
SF 172 million during the first four months of the year, up from SF 140 mil-
lion in the final quarter of 1965, when the authorities reopened the
market to foreigners following its closure in the summer of 1965. The
authorities have continued to allow foreign issues on the theory that
they attract foreign funds almost exclusively and particularly foreign
funds that would not be going into domestic Swiss issues. However, the
recent failure of the Esso Standard (France) issue may be taken as an
indication that the Swiss franc is no longer attracting foreign capital
and prompt the authorities again to close the market to foreign borrowers.

In the secondary market the prices of non-government issues
have been under pressure throughout the period. Yields on long-term
Federal Government issues were stabilized, hcwever, by the national
bank at between 3,90 per cent and 3.95 per cent during most of the period,

(See Table 4.) More recently they have been allowed to rise to & per cent,




After rebounding to a recent high in February, Swiss stock
prices apain retreated. The index published by the Swiss Bank Corporation
rose to 250 in February from 220 in December but by late May had fallen
back to the 220 level. (See Table 4.) Continued tightness in financial

markets, rising interest rates and economic uncertainty were mostly

to blame,

Swiss ftanc_rate affected by capital movements: official reserves decrease

On the foreign exchange market the Swiss franc rate has been
affected primarily by capital movements during the period under review.
Following its usual seasonal pattern in January, the rate against the
U. S. dollar retreated from its ceiling as banks returned funds abroad
that had been repatriated to meet year-end liquidity needs, However,
the demand for foreign currencies became protracted and the rate continued
to fall rhroug!. the month of March., Higher interest rates abroad on
both short- and long-term investments attracted domestic funds and
diverted foreign funds that usually flow into Swiss investments.

In mid-February the Swiss National Bank began intervening
in the foreign exchange market to take some of the pressure off the
rate. Iu the two months from February 7 to April 7 Swiss official reserves
of gold #nd foreign exchange decreased $40 million.

Finally, by early April financial conditions had become so
stringent in Switzerland that commercial banks began withdrawing funds
from foreign exchange investments, thus reversing the flow of capital.

This caused the Swiss franc rate to rebound sharply to its ceiling

against the U, S. dollar.



fﬁ May acutely tighter liquidity conditions accelerated the
repatriation of funds from abroad. Also, foreigners with outstanding
bank loans in Switzerland made a concerted effort to repay these
loans because of the excessive rates being charged. This increased
the demand for Swiss francs and the Swiss National Bank made large
suppoxt purchases of dollars in the market. Official international

reserves rose $80 million for the month, (See Table 5.)

Iable 5. Switzerland: Official Reserves
(end of month fipures, million U.S, dollars)

1265 1966
Mar, June Sept. Dec. Mar, Apr, May

Gold 2,703 2,79¢ 2,656 3,042 2,652 2,648 2,631
Foreign

Exchange 247 217 216 206 181 146 243

Total 2,950 3,007 2,872 3,248 2,833 2,796 2,874

Change 1/-170 +57 -17 +376 -415 -3¢ +80

Gold Ratio 52 93 92 94 94 95 92

1/ Changes in first quarter.
Source: Banque Nationale Suisse.

Foreign trade balance improves

Booming foreign demand for Swiss products and more moderate
domestic cemand for imports has reversed the deteriorating trend in
the country's foreign trade balance. In the first four months of this
year the seasonally adjusted trade deficit averaged $48 million per
wonth, down from $59 million per month in the fourth quarter 1965.

(See Table 6.)




Table 6. Switzerland:
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Foreign Trade

(Seasonslly-adjusted monthly average or month, million U.S. dollars)

Imports, c.i.f. 299 1301 308
Exports, f,o0.b., 235 2446 251

Deficit -64 ~57 .57

_1965 1966
1 I1 111 1v 1 Jan, Feb. Mar, Apr.
318 318 296 333 326 311
259 267 268 263 271 272
-59 -51 .28 -70  -55 -39

Source: OECD, Main Economic Indicators; Neue ZHrcher Zeitung,

Exports registered their highest quarterly gain since 1960.

The increase in the January-March period from the previcus quarter was

at a 12 to 13 per cent annual rate.

Imports, on the other hand,

showed nc¢ quarter-to-quarter gain. However, there are recent indications

that impcrts of consumer goods -~ both durables and nondurables -- are

picking up a little more thag seasonally,

Furthermore, since Switzerland's

major export industries depend rather heavily on imported raw materials,

the accelerated expansion of Swiss exports is expected soon to begin to

have feedback effects on imports,





