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1 INTRODUCTION

The cost-of-living crisis is looming for many people around the world as inflation continues to
increase. While US inflation has remained at a 40-year high, April 2022 showed a CPI (consumer price
index) increase of 8.3%. The COVID-19 pandemic's aftermath has resulted in a rise in food and energy
prices, and the Russian invasion of Ukraine has made the situation worse. The monthly Food and
Agriculture Organization (FAO) food price index, which analyses prices of internationally traded food
commodities, rose 12.6% between February and March to reach its top point since its creation in 1990.
It was triggered by the extraordinary demand for products in 2021, when countries returned from
lockdowns, stores reopened, and citizens were able to go out and spend the money saved during weeks

of economic lethargy. (Markovitz 2022.)

While prices are rising throughout the rest of Europe, some essential costs are reducing in Switzerland
because of the country's low inflation. While overall inflation inched up to 2.2% in February, the cost
of healthcare, a significant portion of Swiss household budgets fell by 0.5% year after year. Even
though it was higher than it had been since 2008, the inflation rate was still very low compared to
those of other industrialized nations. Switzerland's moderate price pressures are the result of several
factors, including consumer demand for better prices, a country's energy mix that makes it less
vulnerable to rising oil and gas prices than other nations, wage restraint, and some protection from
import price inflation provided by the strong franc. The fact that living expenses are so high in
Switzerland is undoubtedly a contributing factor in the country’s low inflation rate. Why inflation is so
low in Switzerland might be attributed to features unique to Swiss markets and the prominence of
some major goods in the consumer price index. According to OECD data, the CPI index includes 17%
of healthcare, which is offered by private companies, especially in contrast to 7% in the United States
and 5% in Germany. Government officials have urged health insurance providers to lower premiums.
According to the federal energy office, hydropower accounts for approximately 57% of the country's
energy production, making the Swiss significantly less vulnerable to spiraling oil and gas costs than
others. (Bern 2022.)



2 THESIS QUESTION OBJECTIVE

The main goal of this thesis is to explore the major variables that affect inflation in Switzerland and to
evaluate how well monetary and fiscal policy will control inflation in the years 2021 and 2022. The
following research questions have been developed considering this objective; the major elements that
have historically influenced inflation in Switzerland, with a focus on the years 2021 and 2022. the

Swiss National Bank's monetary policy success in keeping inflation under control during this time.

By considering a variety of internal and external influencing elements, this study’s research problem is
to comprehend the tactics and policies that enabled Switzerland to control inflation in 2021 and 2022.
The Swiss Federal Statistical Office, the World Bank, the International Monetary Fund, and the Swiss
National Bank provided the data for this study. A qualitative technique has been predominantly used
given the size of the research, and NVivo software has been used for data processing. This method
enables a thorough examination of key economic indicators, reports, and policy documents. However,
due to inherent constraints, such as the following, it is not possible to ensure the data's correctness and

completeness.

Due to the time constraints involved in completing a thesis, this study focuses exclusively on the
essential elements. This study largely concentrates on the crucial components of monetary and fiscal
policy, structural changes, and international coordination, although it may not cover every detail due to
the time limits connected with finishing a thesis. Since this thesis focuses on Switzerland, the results
might not be generalizing or readily transferable to other countries due to different political or
economic systems. However, the goal of the study is to offer practical information that advances

knowledge of inflation control.

2.1 Theoretical framework

The economic theories concerning inflation, monetary policy, and fiscal policy serve as the theoretical
foundation for this thesis. Understanding the dynamics of inflation and the various tactics used by
Swiss policymakers to control it is based on this framework. The main economic theories and ideas

supporting this framework are as follows; According to the Quantity Theory of Money, the amount of



money in circulation and the level of overall prices are directly related. This theory holds that an
increase in the money supply causes an equal increase in the level of prices, which results in inflation.
This theory offers a framework for comprehending how central banks manage the money supply to
keep inflation in check. Keynesian economics places a strong emphasis on the role that aggregate
demand plays in determining both economic activity and inflation. It implies that monetary and fiscal
policies can be used to affect inflation rates and, consequently, aggregate demand. This theory is
particularly pertinent to the discussion of the monetary policy actions of the Swiss National Bank and
the fiscal policy actions of the Swiss government. The Phillips Curve proposes a trade-off between
unemployment and inflation, with lower rates of unemployment being linked to higher rates of
inflation and vice versa. The Phillips Curve offers a framework for comprehending the possible effects
of policy choices made with the intention of containing inflation. (Department of Economic and social
affairs 2020.)

According to the rational expectations theory, people and businesses form their expectations about
future inflation rates based on the information at hand and modify their behavior accordingly.
Therefore, anticipated policy changes may only have minor impacts on inflation. This idea is crucial
for assessing how well Switzerland's fiscal and monetary policies work to keep inflation under control.
This theory outlines the mechanism by which monetary policy actions, such as adjustments to interest
rates or the money supply, have an impact on the real economy and inflation. It is essential to
comprehend this mechanism in order to evaluate how the Swiss National Bank's actions will affect
inflation. The goal of the thesis is to provide a strong theoretical framework for examining inflation in
Switzerland and the function of monetary and fiscal policies in containing it. To do this, it makes use

of these theories and concepts.

2.2 Research methodology and data collection

This study uses a qualitative research methodology to examine the factors influencing inflation in
Switzerland and assess the effectiveness of monetary and fiscal policy. The study process entails a
thorough examination of literature, directives, and pertinent economic facts. The analysis of secondary
sources serves as the main way of data collecting. Reputable organizations including the World Bank,
the International Monetary Fund, the Swiss Federal Statistical Office, and the Swiss National Bank

served as data sources for this study. These sites offer insightful data on monetary policy actions, fiscal



policy choices, economic indicators (including GDP, interest rates, and government spending), and

inflation rates.

The primary technique for data analysis is thematic analysis. Finding reoccurring themes, patterns, and
concepts within the gathered data is the task of thematic analysis. By carefully reviewing and
classifying the data into significant themes and sub-themes, it enables a systematic study of the
research issue. The goal of the study is to obtain knowledge about the factors influencing inflation in
Switzerland and evaluate how well monetary and fiscal policy worked to keep inflation under control
throughout the chosen time frame. Even if the years 2021 and 2022 are the main emphasis, it is crucial
to recognize the time constraints a thesis project has. While acknowledging that it may not include all
relevant aspects of monetary and fiscal policy, structural reforms, and international coordination, the

study seeks to cover the most important ones.

It is important to remember that outside of the Swiss environment, the study's findings might not be
generally applicable. The generalizability of the research findings may be impacted by differences in
the political and economic environments of various nations. Nevertheless, the study aims to offer
important insights into managing inflation, adding to our understanding of macroeconomic policies
and their efficacy. In conclusion, this study uses a qualitative research methodology to explore the
factors influencing inflation in Switzerland and evaluate the success of monetary and fiscal policy.
Secondary data sources and theme analysis are also used. The research seeks to offer insightful
information while understanding the limits related to data availability, time constraints, and

generalizability through a thorough examination of the gathered data.

2.3 Thesis structure

The seven main chapters that make up this thesis each focus on a different aspect of inflation and
monetary policy in Switzerland. The chapters are arranged in the following way; The research topic is
introduced, the thesis objectives and research questions are stated, the theoretical framework is
outlined, and the research methodology and data collection methods are discussed in this chapter. This
chapter gives a general overview of the idea of inflation and the two types—cost-push inflation and
demand-pull inflation. It provides a solid foundation on which to understand the succeeding chapters.

The relationship between monetary policy and inflation is examined in this chapter, which also covers



how central banks can affect inflation rates by raising or lowering demand. It also looks at the function

of fiscal policy in high inflation environments.

The chapter "Inflation and Its Eradication” examines the Swiss economy, its susceptibility to inflation,
the historical causes of inflation in Switzerland, and current inflation trends. The Swiss National
Bank's (SNB) role in containing inflation is examined in this chapter, with a focus on the instruments
and methods it uses, such as interest rate targeting and currency interventions. There is also discussion
of the SNB's policies' efficacy, drawbacks, and restrictions. This chapter gives a general overview of
Swiss fiscal policy and discusses how it helps to keep inflation under control. The significance of
fiscal policy as a tool for managing inflation in Switzerland is emphasized, and its drawbacks and
restrictions are examined. This chapter provides a summary of the structural reforms Switzerland has
implemented to combat inflation. It also looks at how crucial international cooperation is for
controlling inflation and preserving the economy. The purpose of structuring the thesis in this way is to
provide readers with a thorough understanding of inflation in Switzerland, the roles that monetary and
fiscal policies play in containing it, and the various opportunities and challenges that policymakers

face in trying to control inflation.



3 INFLATION

Inflation is the pace at which the mean price of goods and services rises, resulting in a decrease in the
purchasing power of money. Inflation has various good benefits, including a considerable increase in
the nation's GDP (Gross Domestic Product). In order for a country's economic development to
progress, inflation is essential. Most entrepreneurs, economists, and government officials continue to
advocate for moderate inflation rates that are expected to increase consumption while conceding that
higher levels of spending are required for the economy to thrive. Inflation does assist society in a way
that the productivity will rise as a result of inflation. Second, it benefits both investors and businesses.

Third, inflation benefits the government as GDP increases. (Fernando 2023.)

3.1 Demand pull

Demand pull is usually used to refer to the ubiquitous phenomenon known as demand-pull inflation.
Or to put it another way, demand-pull inflation happens when consumer demand outpaces supply of a
range of consumer products, leading to an increase in the cost of living overall. In expanding economy,
when people are optimistic, they spend more money and incur more debt. As a result, demand keeps
rising steadily, driving up costs. The increase in export demand lowers the value of the currencies
concerned. When expecting inflation, businesses may raise their pricing in anticipation of imminent
inflation. More money in circulation, when there are too few available items to buy, an increase in the

money supply drives up prices. (Hall 2022.)

In accordance with what has been discussed and mentioned, in the event that the economy experiences
a boom, and the unemployment rate achieves a new low. In addition, interest rates are at an all-time
low. To get more gas-guzzlers off the road, the federal government proposes a special tax credit for the
purchase of fuel-efficient cars. Despite not expecting such a convergence of favorable aspects at once,
the major manufacturers are thrilled. Several machine types are in high demand, but vendors are
unable to supply them rapidly enough. The most popular models are more expensive, and good

discounts are difficult to come by. As a result, the typical cost of a new equipment has risen.



3.2 Cost Push

Cost-push inflation, also known as wage-push inflation, occurs when prices in general rise due to
rising costs of labor and raw materials. Whenever manufacturing expenses rise, the economy's overall
supply may fall. Cost-push inflation arises from producers passing on higher costs to buyers because
consumer demand has not increased. The cost of raw materials and other industrial inputs has risen.
Businesses, for example, may pass on increased costs to their customers if they use copper in their

manufacturing process and the metal's price unexpectedly rises. (Jha 2023.)

Cost-push Higher labor expenses can cause inflation, as can mandatory wage increases for production
workers caused by a rise in the minimum wage for each worker. A worker strike caused by extended
contract negotiations might potentially reduce output, raising costs. Natural disasters, such as floods,
earthquakes, fires, or tornadoes, are typically unanticipated cost-push inflation contributors. Higher
production costs are probable if a major disaster causes unanticipated damage to a production facility
and shuts down or partially interrupts the production chain. A company may be required to boost
prices to compensate for disaster-related losses. Though natural catastrophes do not always raise

production prices, they frequently do not generate inflation owing to cost pressure. (Kenton 2022.)

If they raise production costs, other situations, including a swift change in administration that hinders
the country's ability to maintain its former output, may qualify. However, rising manufacturing prices
brought on by the government are more likely to affect poorer nations. Government regulations and
amendments to existing laws may increase corporate costs even though they are typically anticipated
because these effects cannot be mitigated. For instance, the government might mandate that healthcare

be provided, which would increase the cost of recruiting staff or labor. (United Nations 2022.)



4 MONETARY POLICY AND INFLATION

The key metric for monetary policy used by the majority of modern central banks is the rate of
inflation in a given nation. Central banks tighten their monetary policy by raising interest rates or
adopting other hawkish measures if prices increase faster than their aim. Higher interest rates make
borrowing more expensive, which reduces both investment and consumption, two activities that
significantly depend on credit. Similar to this, the central bank will reduce interest rates and make
borrowing less expensive along with a number of other potential expansionary policy tools if inflation

falls and economic production declines. (Bayoumi et al 2014a.)

As little more than a technique, inflation targeting sees preserving price stability as the central bank's
key objective. A basic approach of inflation targeting can make use of all of the monetary policy tools
that a central bank possesses, such as open markets and discounted borrowing. In contrast to central
bank policies that have the unemployment rate, the pace of nominal Gross Domestic Product (GDP)
growth, or currency exchange rates as their main objectives, inflation targeting focuses on increasing
prices. (Investopedia). The availability of bank reserves can be changed, which would affect the value
of the deposit credits that banks are able to keep, or it can be done directly by limiting the amount of
paper currency that central banks produce. However, in general, control is completely protected by the
market for bank reserves, with money made available to banks on demand in return for already-

existing reserve credits. (Gerdesmeier 2005a.)

The general public frequently has misconceptions about the function of changes in discount rates. A
central bank can buy assets directly from a commercial bank rather than on the open market. Due to
the fact that assets were acquired at a discount from their face value or maturity value, with the
discount rate incorporating an implicit rate of interest, such direct purchasing was traditionally referred
to as "discounting." Even in systems (like that of the United States) where official central bank lending
rates continue to be referred to as "discount” rates, central bank support to commercial banks

nowadays frequently takes the form of outright loans. (Archer and Moser-Boehm 2013a.)

There is misunderstanding because it frequently happens that central banks can affect market lending
rates by setting their own discount rates. In reality, most central banks only provide a small amount of
base money through their discount windows, frequently limiting their lending or discounting

operations to distressed banks and even turning away some of those institutions. The rates central



banks charge commercial banks and other lending rates (including commercial-bank lending rates)
may thus not be related to one another at all. By utilizing changes in their discount rates as a way to
advertise their intention to either enhance or decrease the availability of bank reserves, certain central
banks have led to misunderstandings while actually relaxing or tightening the conditions on the bank

reserve market. (Archer and Moser-Boehm 2013b.)

4.1 Increasing and Decreasing Demand

To put it briefly, central banks adjust interest rates to either raise or lower the current demand for
goods and services, the levels of the economy's output, the impact of the banking money multiplier,
and inflation. However, many of the effects of monetary policy take time to manifest and are
challenging to assess. Additionally, monetary policy signals and participants' expectations for the
future are being seen by participants in the economy more and more. The "open market operations"
that federal banks engage in to buy and sell government bonds are one method by which the Federal

Reserve manages the money supply. (Claessens and Kose 2013.)

Bond sales remove money from circulation, whereas bond purchases add money to the economy.
Extensions of these operations are known as quantitative easing (QE) measures. The Federal Reserve
also has the authority to alter the reserve requirements at other banks, modifying or enhancing the
effect of money multipliers. Although economists continue to disagree on the utility of monetary
policy, it is still the most direct weapon available to central banks for either causing or preventing
inflation. (System 2002.)

4.2 Fiscal Policy in a High Inflation Environment

Fiscal policy can be very helpful to the Fed in times of high inflation with a high risk of persistence by
assisting with reducing the amount of monetary tightening required. Only a small number of tools are
available to the Federal Reserve to combat inflation, and they all involve raising interest rates. Higher
interest rates can cause significant harm to the housing and employment industries, reduce investments
that foster long-term growth, and take a while to have an impact on the economy even though they are

generally effective at lowering inflation. Higher interest rates assist in battling inflation, but they also
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raise the risk of a recession by weakening labor markets and jeopardizing financial stability. High
interest rates deter personal and business investment, slowing long-term income and economic

development. (Adrian and Gaspar 2022a.)

Fiscal policy that reduces inflationary pressure allows the Fed to raise interest rates more slowly and
gradually. As a result, the risk that monetary policy will cause a recession, decimate financial markets,
or stifle long-term economic growth is reduced. While excessive fiscal consolidation can raise
recessionary risks, the effects are likely to be less than further monetary tightening at current margins,
especially as interest rates remain above their long-term neutral level. Reducing economic activity in a
few specific economic sectors is crucial to the effectiveness of monetary policy. Higher interest rates
result in more expensive borrowing costs and tighter financial conditions, which in turn causes
consumers to spend less on expensive durable goods like cars and homes, as well as on housing and
other tradable assets, and on business expenses including on workers. The direct impact of monetary

policy on the service sector of the economy is relatively negligible. (Adrian and Gaspar 2022b.)

Using fiscal policy in addition to monetary policy can help expand demand reduction to other sectors
of the economy, particularly services. For instance, substituting a tax rate increase for an increase in
interest rates lessens the impact on the property market by causing consumers to spend less on travel
and dining out. A decrease in Medicare reimbursements in place of an increase in interest rates could
shift part of the burden to physician compensation and hospital revenues. By increasing the availability
of products, services, and labor in the economy, certain adjustments in fiscal (and regulatory) policy
can even prevent the discomfort associated with inflation reduction. For instance, adjustments to work
incentives that are budget-neutral might help to reduce the labour market's tightness and ease
inflationary pressures by bringing supply up to parity with demand rather than falling. (Gerdesmeier
2005b.)
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5 INFLATION AND ITS ERADICATION

The economic problem of inflation is one that plagues nations all over the world. It is generally
understood to be the rate of increase in the general level of prices for goods and services, which results
in a decline in the purchasing power of money. Reduced consumer purchasing power, decreased
business investment, and decreased foreign investment are just a few of the serious negative effects
that inflation can have on an economy. There are various strategies for combating and eliminating
inflation, each with pros and cons. Implementing a monetary policy with the goal of reducing the
money supply, usually by raising interest rates, is one strategy. Central banks, like the Federal Reserve
in the United States or the European Central Bank in Europe, frequently employ this strategy.
(Bayoumi et al 2014b.)

Implementing fiscal policy measures, such as raising taxes or cutting government spending, is another
strategy for lowering inflation. Governments frequently employ this strategy, which has the potential
to be successful in the short term but may also have detrimental effects on stability and economic
growth. (Beck, G. W., & DelJong, D. N. 2007). A third strategy is to deal with the underlying causes of
inflation, such as supply-side elements like natural disasters or production bottlenecks. To increase the
supply of goods and services while decreasing price pressures and inflation, this strategy calls for
increasing production and enhancing supply chains. The effectiveness of these various methods for

controlling inflation has been investigated in several studies. (Horton & EL-Gainainy 2023.)

According to one study by Mishkin (1997), monetary policy was generally successful in reducing
inflation, but the outcome of this strategy depended on a number of variables, including the credibility
of the central bank and the general state of the nation’s economy. Mishkin added that while fiscal
policy measures were less effective at reducing inflation, they might be helpful for short-term
economic stabilization. Ghosh, A. R., & Phillips, S. (1998). Another study by Kim and Roubini (2000)
looked at the relationship between supply-side variables and inflation, and they discovered that supply-
side shocks like natural disasters or shifts in the cost of production could have a big effect on inflation
rates. According to the study, long-term inflation could be controlled by policies that address these

supply-side factors.
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5.1 Overview of the Swiss economy and its vulnerabilities to inflation

Switzerland’s economy is highly developed, export-focused, and heavily dependent on the banking
and financial industries. The nation is renowned for its robust economy, stable political system, and
low unemployment rates. However, the Swiss economy is also susceptible to outside shocks like shifts
in the global demand and supply, adjustments to exchange rates, and tensions in international relations.
(Swiss National Bank, 2021). The Swiss economy is particularly vulnerable because of its reliance on
exports. Around two-thirds of the nation’s GDP, according to the Swiss National Bank (SNB), comes
from exports. Because of its reliance on exports, Switzerland is extremely susceptible to shifts in the

supply and demand conditions around the world as well as changes in exchange rates.

An abrupt increase in the value of the Swiss franc, for instance, could make Swiss exports more
expensive and less competitive in global markets, which would decrease demand and economic
activity. (International Monetary Fund 2019). The Swiss economy is also susceptible because of its
exposure to international commodity prices. Switzerland is susceptible to price changes on the world’s
commaodity markets because it is a net importer of energy and raw materials. Inflationary pressures on
goods and services and higher transportation costs, for instance, can result from a sudden rise in oil

prices and have a significant effect on the Swiss economy.

The banking and financial industries in Switzerland are yet another source of inflation vulnerability.
The nation’s sophisticated and sizable banking sector contributes significantly to its GDP. However,
because of (its close ties to international financial markets, this industry is particularly susceptible to
shocks to the system. For instance, a sudden crisis in the European banking industry could affect Swiss
banks, causing the latter to lose customers and experience higher inflationary pressures. (International
Monetary Fund 2019). Overall, Switzerland’s economy is extremely susceptible to outside shocks,
which can result in pressures for price increases on goods and services. In order to create effective
inflation control policies that can reduce these risks and promote sustainable economic growth,

policymakers must have a thorough understanding of these vulnerabilities.
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5.2 Historical factors that have contributed to inflation in Switzerland

High inflationary periods have previously occurred in Switzerland, particularly in the 1970s and early
1980s. Double-digit inflation rates were experienced during this time, and the Swiss economy was
confronted with serious problems. These inflationary pressures were caused by a number of historical
factors, including when the early 1970s saw the "oil shock," when oil prices suddenly rose, which had
a big effect on the Swiss economy. Switzerland, like many other nations, depended heavily on oil
imports, and the sudden price increase caused higher transportation costs as well as increased pressure
for inflation of goods and services. Businesses had to pay more for inputs as a result of the oil shock,
which raised consumer prices. Workers demanded higher wages to keep up with the rising cost of
goods and services, which had an effect on the cost of living and wages as well. As a result, there was
an inflationary spiral in the Swiss economy, where higher wages were generated by rising prices,

which in turn led to still higher prices. (Baur 2012.)

The wage-price spiral was another element that contributed to inflation in Switzerland. Unions
demanded higher pay during this time in order to keep up with rising costs, which in turn increased
costs for businesses. Higher prices were then charged to consumers as a result of these higher costs,
which accelerated inflation. This upward spiraling inflation was brought on by the cycle of rising
prices and wages. The Swiss government implemented wage and price controls in an effort to reduce
inflation, but these policies were largely ineffective. Fischer (1998) During this time, inflationary
pressures were also fueled by the Swiss National Bank's monetary policy. To encourage economic
growth, the central bank kept interest rates low, but this resulted in an expansion of the money supply
and inflationary pressures. Furthermore, during this time the Swiss franc was pegged to the US dollar,
which increased the competitiveness of Swiss exports. However, as the US dollar dropped, the Swiss
franc rose, which decreased economic activity and decreased exports. Last but not least, exchange rate
policy contributed to the inflationary pressures in Switzerland. Swiss exports became more
competitive in the 1970s when the Swiss franc was pegged to the US dollar. However, as the value of
the US dollar dropped, the Swiss franc rose. This resulted in a drop-in export and a slowdown in
economic activity. The Swiss government implemented capital controls in an effort to stop the Swiss

franc from rising, but these policies were largely ineffective. (Banton 2022.)

These historical elements draw attention to the difficulties in the past that Switzerland has had in

keeping inflation under control. But since then, Switzerland has taken a number of steps to address
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these issues and guarantee price stability. The Swiss National Bank, for instance, has put in place an
inflation targeting framework that aims to keep inflation within a target range of 0-2%. The central
bank has also taken steps to control the Swiss franc's exchange rate, including intervening in foreign

exchange markets to stop the currency from appreciating too much. (Herger 2011.)

The Swiss government has also taken action to increase economic competition and lessen the market
dominance of specific companies, which can result in higher prices. For instance, Switzerland passed a
new law in 2019 to thwart cartels and promote competition in the retail industry. By preventing
businesses from abusing their market dominance and putting high prices on consumers, this law aims
to promote competition. Additionally, the Swiss government has put in place policies that support
innovation and productivity growth, which can aid in easing economic cost pressures. As an

illustration, the Swiss government has funded research. (Archer and Moser-Boehm 2013c.)

In conclusion, the wage-price spiral, the oil shock, monetary policy, and exchange rate policy have all
historically influenced inflation in Switzerland. In the 1970s and early 1980s, these factors caused the
Swiss economy to face serious difficulties, with inflation rates hitting double digits. However, since
then, Switzerland has put in place a number of measures to address these issues and guarantee price
stability, such as an inflation targeting framework, exchange rate management, and measures to
encourage competition and innovation. These programs seek to promote economic expansion and

maintain Switzerland's economy's competitiveness and stability.

5.3 Recent trend in inflation in Switzerland

Switzerland's inflation rates have tended to be fairly stable in recent years, generally remaining close to
zero or just above it. In 2020, Switzerland's annual inflation rate increased slightly from 0.4% in 2019
to 0.5%, according to the Swiss Federal Statistical Office. (Le News 2022a.) The Swiss National
Bank's target of 2% annual inflation is below this level, but price stability is still maintained. The
strengthening of the Swiss franc, which has lowered import costs, is one factor that has helped
Switzerland maintain low inflation rates. The higher costs brought on by a stronger currency, however,
have presented difficulties for Swiss exporters as well. (Swiss National Bank 2019b.) The state of the
Swiss economy overall, monetary policy, and domestic demand are additional variables that can affect

inflation in Switzerland in addition to exchange rate fluctuations. For instance, a weak global economy
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may cause prices to decline, whereas a strong domestic demand may cause prices to rise. (Le News
2022h.)

A framework for inflation targeting, an interest rate policy, and foreign exchange interventions are just
a few of the measures the Swiss National Bank has put in place to support (the preservation of price
stability in Switzerland. With the help of these measures, Switzerland's economy will be supported in
growing and will be kept competitive and secure. (Swiss National Bank 2020a.) Although
Switzerland's recent inflation trends have been generally stable, there are still issues and dangers that
could jeopardize long-term price stability. According to International Monetary Fund, maintaining a
strong and competitive economy in Switzerland will require policymakers to exercise caution and

flexibility in their decisions.
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6 ROLE OF THE SWISS NATIONAL BANK (SNB)

The Swiss National Bank (SNB) is the nation's central bank and an important part of the Swiss
economy. Maintaining price stability is one of its main duties because it's necessary for sustaining
economic growth and preserving the Swiss franc's purchasing power. The SNB manages inflation in
Switzerland using a variety of instruments and tactics to accomplish this goal. Interest rate policy is
one of the main tools. The three-month Swiss franc LIBOR, which is the rate at which banks lend to
one another in the interbank market, has a target range set by the SNB. This rate has an impact on the
cost of borrowing for banks, which in turn has an impact on interest rates across the economy. The
SNB can affect borrowing costs and speed up or slow down economic activity by adjusting the LIBOR
target range. (Swiss National Bank. SNB 2019.)

The SNB also employs foreign exchange interventions as a key tool. For the purpose of influencing the
exchange rate and containing inflation, the SNB can buy or sell Swiss francs on the foreign exchange
market. For instance, the SNB may intervene in the foreign exchange market by buying foreign
currency and selling Swiss francs if it thinks the Swiss franc is overvalued and is lowering inflation.
As a result, the value of the Swiss franc may decline, increasing export competition and promoting
economic growth. (Gerlach 2018.) Foreign exchange interventions are yet another crucial tool the SNB
employs. The SNB has the ability to buy and sell Swiss francs on the foreign exchange market in order
to affect the exchange rate and control inflation. For instance, if the SNB thinks the Swiss franc is
overvalued and is lowering inflation, it may intervene in the foreign exchange market by buying
foreign currency and selling Swiss francs. By making exports more competitive and promoting

economic growth, this can help to depreciate the Swiss franc. (Fischer 2018.)

The SNB has also put in place an inflation targeting framework in addition to these tools. The SNB
communicates its inflation target and the methods it will employ to reach it within this framework.
This contributes to stabilizing inflation expectations and the Swiss economy. An annual inflation rate
of less than 2% is what the SNB aims for. Given that Switzerland is a member of the European
Economic Area (EEA) and has strong economic ties to the Eurozone, this goal is in line with the
inflation target set by the European Central Bank. The framework for SNB inflation targeting is
intended to be adaptable and responsive to shifting economic conditions. For instance, the SNB may

alter the LIBOR target range during periods of economic stress or deflationary pressures or intervene
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more vehemently in the foreign exchange market to boost economic activity and stop deflation. (Swiss
National Bank 2021d.)

In general, the SNB's role in controlling inflation in Switzerland is essential for upholding a steady
and competitive economy. The SNB can assist in ensuring price stability and fostering economic
growth in Switzerland by utilizing a variety of tools and putting into place an explicit and transparent
framework for inflation targeting. Global policymakers and investors pay close attention to the SNB's

actions because they have a big impact on the Swiss economy.

6.1 The SNB management

The Swiss National Bank (SNB) uses a number of instruments and tactics to manage inflation. Interest
rate targeting is one of the most popular tools. The Swiss policy rate, which is determined by the SNB,
is the interest rate it assesses on loans to banks. This rate affects the interest rates that banks charge
their clients for loans and deposits. The SNB can reduce the amount of money in the economy and
deter borrowing and spending by increasing the policy rate, which can help to hold down inflation. On
the other hand, by lowering the policy rate, the SNB can expand the money supply, encourage
borrowing, and promote spending, all of which can promote economic expansion. (Swiss National
Bank 2021a.)

The SNB uses currency interventions in addition to interest rate targeting to control inflation. Due to
its small size and open economy, Switzerland frequently attracts investors seeking safe haven assets
when the world economy is uncertain. This might result in the franc appreciating, which would make
Swiss exports more expensive and harm the country's economic development. The SNB may intervene
in the foreign exchange market by purchasing foreign currencies and selling francs in order to restrain
excessive appreciation. As a result, there will be more francs available on the market, which may

lower their value and support Swiss exports. (Swiss National Bank. 2019d.)

Additionally, the SNB uses a range of unconventional monetary policy instruments, including asset
purchases and negative interest rates. In the case of negative interest rates, banks are charged a fee for
keeping excess reserves at the central bank as opposed to receiving interest on those reserves. This

might persuade banks to extend more credit, which might boost economic growth and lessen
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deflationary pressures. In order to increase the amount of money available to the economy, the SNB
purchases securities from financial institutions, such as corporate or government bonds. This can

support economic expansion and stop deflation. (BIS 2022.)

Negative interest rates have drawn criticism from some quarters because they can hurt pension funds
and savers. Negative interest rates might make people less likely to save money and more likely to take
risks in the financial markets, which can result in asset price bubbles and financial instability. Negative
interest rates, according to the SNB, are necessary to fend off deflationary pressures and preserve price
stability. Overall, the SNB is equipped with a variety of instruments and tactics to manage inflation
and uphold price stability in Switzerland. While there may be advantages and disadvantages to these
actions, the SNB must carefully weigh the risks and benefits of its policy choices to guarantee long-

term economic growth and stability. (Wawrosz & Traksel 2023)

6.2 Effectiveness of the SNB’s policies in controlling inflation in Switzerland

The Swiss National Bank (SNB) uses a number of instruments and tactics to manage inflation. Interest
rate targeting is one of the most popular tools. The Swiss policy rate, which is determined by the SNB,
IS the interest rate it assesses on loans to banks. This rate affects the interest rates that banks charge
their clients for loans and deposits. The SNB can reduce the amount of money in the economy and
deter borrowing and spending by increasing the policy rate, which can help to hold down inflation. On
the other hand, by lowering the policy rate, the SNB can expand the money supply, encourage
borrowing, and promote spending, all of which can promote economic expansion. (Swiss National
Bank 2020.)

The SNB uses currency interventions in addition to interest rate targeting to control inflation. Due to
its small size and open economy, Switzerland frequently attracts investors seeking a safe haven assets
when the world economy is uncertain. This might result in the franc appreciating, which would make
Swiss exports more expensive and harm the country's economic development. The SNB may intervene
in the foreign exchange market by purchasing foreign currencies and selling francs in order to restrain
excessive appreciation. As a result, there will be more francs available on the market, which may

lower their value and support Swiss exports. (Fuchs 2019.)
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Additionally, the SNB uses a range of unconventional monetary policy instruments, including asset
purchases and negative interest rates. In the case of negative interest rates, banks are charged a fee for
keeping excess reserves at the central bank as opposed to receiving interest on those reserves. This
might persuade banks to extend more credit, which might boost economic growth and lessen
deflationary pressures. In order to increase the amount of money available to the economy, the SNB
purchases securities from financial institutions, such as corporate or government bonds. This can

support economic expansion and stop deflation. (Eggertsson 2003.)

Negative interest rates have drawn criticism from some quarters because they can hurt pension funds
and savers. Negative interest rates might make people less likely to save money and more likely to take
risks in the financial markets, which can result in asset price bubbles and financial instability. Negative
interest rates, according to the SNB, are necessary to fend off deflationary pressures and preserve price
stability. Overall, the SNB is equipped with a variety of instruments and tactics to manage inflation
and uphold price stability in Switzerland. While there may be advantages and disadvantages to these
actions, the SNB must carefully weigh the risks and benefits of its policy choices to guarantee long-
term economic growth and stability. (Khoury & Pal 2020.)

6.3 Criticisms and limitations of the SNB’s policies

Despite the success of the SNB's policies in controlling inflation, there have been criticisms and
limitations of these policies. One argument against the use of negative interest rates is that they can
harm the financial industry, particularly banks, who may experience squeezed margins as a result.
Negative rates make it difficult for banks to make profits on loans, which can lead to lower lending,
ultimately constraining economic growth. Additionally, negative interest rates could discourage
households and businesses from investing or spending, as they may opt to save their money instead,

leading to lower economic growth. (Back to Basics.)

Another critique of the SNB's policies is that they may not be enough to address the systemic problems
with the economy that can fuel inflation. The ability of monetary policy to control inflation may be
constrained if supply-side constraints result in higher prices for goods and services. For example, if
there is a shortage of key resources or labor, this can drive up costs and prices, resulting in inflation. In

such a case, monetary policy alone may not be sufficient to address the underlying issues.
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Furthermore, the SNB may not be able to fully counteract external factors that cause inflation, such as
global commodity prices. For instance, if oil prices rise significantly, this can lead to higher prices
across the economy, which may be beyond the control of the SNB. This is because changes in
commodity prices are often driven by global market forces and are difficult to influence with monetary

policy alone. (Jordan2022.)

Lastly, there are concerns that the SNB's policies might contribute to asset price bubbles or financial
instability, particularly if low interest rates encourage excessive risk-taking or result in the
misallocation of resources in the economy. This concern was particularly pertinent during the period of
negative interest rates, as investors searched for higher-yielding assets, leading to increased risk-taking
in the financial system. Overall, while the SNB's policies have been successful in controlling inflation,
there are valid criticisms and limitations to their effectiveness. The SNB must balance its short-term
objective of limiting inflation with its longer-term objective of fostering stable and sustainable
economic growth. Addressing the root causes of inflation, including supply-side constraints and
external factors, will require a combination of monetary policy and other policy tools, including fiscal

policy and structural reforms. (Mishkin 2008.)
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7 FISCAL POLICY IN SWITZERLAND

Governments also use fiscal policy as a key tool to combat inflation. The Federal Department of
Finance, which is in charge of creating and implementing tax, spending, and budgeting policies,
oversees fiscal policy in Switzerland. Switzerland's government has historically kept a balanced budget
and has a long history of fiscal conservatism. This has contributed to maintaining low public debt
levels and a stable fiscal situation for the nation. Furthermore, Switzerland has a decentralized system
of government that grants the cantons, or states, a great deal of autonomy in establishing their own

budgets and taxation policies.

Switzerland's fiscal policy places a strong emphasis on direct taxation, which is primarily determined
by income and wealth. One of the lowest corporate tax rates in all of Europe is in Switzerland, which
has encouraged foreign investment there. Additionally, Switzerland's tax system is distinguished by a
high level of simplicity and transparency, which has made it a desirable location for high-net-worth

individuals and foreign corporations. (Bertschinger 2017.)

Switzerland has a relatively small government in terms of public spending, with public spending
making up about a quarter of GDP. The government prioritizes funding for infrastructure, healthcare,
and education while still preserving a robust social safety net. In general, Switzerland's fiscal policy
has been successful in combating inflation while fostering economic growth and stability. The nation's
decentralized system of government has allowed for a high degree of flexibility and responsiveness to
local needs and conditions, while its emphasis on direct taxation and fiscal conservatism have helped

to maintain a stable fiscal position. (Feld 2016.)

There are, however, some issues with Switzerland's fiscal strategy. Others contend that the focus on
direct taxation may be regressive and deter investment and entrepreneurship, while some claim that the
nation's low levels of public spending may not be sufficient to address social and economic inequality.
In order to ensure that fiscal policies are uniform and successful throughout the nation, some have also
called for greater coordination and cooperation between the cantons. (Cottier 2018.) In general, fiscal
policy is a key weapon in the fight against inflation, and Switzerland's strategy of putting a focus on
direct taxation and fiscal conservatism has generally been successful in fostering economic stability

and growth. But there are also some restrictions and issues that need to be considered. (Gachter 2018.)
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7.1 Overview of the Swiss fiscal policy and its role in controlling inflation

Switzerland's fiscal policy, like most developed countries, involves government spending and taxation
to achieve macroeconomic objectives such as economic growth, price stability, and full employment.
The country's fiscal policy is characterized by strict fiscal discipline, with the federal government
running a balanced budget or a surplus in most years. This approach is founded on the belief that
sound fiscal policy promotes macroeconomic stability and long-term growth. Fiscal policy in
Switzerland plays a supportive role in controlling inflation by complementing the monetary policy
tools used by the Swiss National Bank (SNB). (Archer and Moser-Boehm 2013d.)

The Swiss government has implemented various fiscal policies to control inflation, including a debt
brake rule that restricts the size of government expenditures. The rule, which was enshrined in the
Swiss constitution in 2001, mandates that the government cannot run a structural deficit, defined as
expenditures exceeding revenues, over the economic cycle. The debt brake has been a cornerstone of
Swiss fiscal policy and has contributed to the country's fiscal discipline and stability. Additionally, the
Swiss government has a long-standing commitment to maintaining a low level of public debt. The
country's public debt is one of the lowest in the developed world, at about 40% of gross domestic
product (GDP). (Danninger 2002.)

Switzerland's federal government also uses taxation as a tool to control inflation. Taxes are levied on
personal income, corporate profits, value-added (sales) tax, and other consumption taxes. The
government adjusts tax rates in response to economic conditions to stabilize the economy and maintain
price stability. For instance, during times of high inflation, the government may increase tax rates to
reduce aggregate demand in the economy and control inflation. Conversely, during periods of
economic weakness, the government may lower tax rates to stimulate economic activity and increase
demand. (Archer and Moser-Boehm 2013e.)

In addition to its own fiscal policy tools, Switzerland's fiscal policy is also influenced by international
agreements and commitments. Switzerland is a member of the European Free Trade Association
(EFTA) and has signed various international agreements that have implications for its fiscal policy.
For instance, the country has signed agreements with the European Union (EU) on taxation and

customs issues, which impact its taxation policy. Furthermore, Switzerland has committed to
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implementing international standards for fiscal transparency and exchange of tax information.

(International Monetary Fund 2020a.)

Overall, Switzerland's fiscal policy plays a supportive role in controlling inflation by complementing
the monetary policy measures taken by the SNB. The country's strict fiscal discipline, low public debt,
and commitment to maintaining price stability are crucial in keeping inflation in check. Additionally,
the government's use of taxation as a tool to control inflation underscores its commitment to

macroeconomic stability and long-term growth. (Bern 2023.)

7.2 Fiscal policy is a crucial tool for controlling inflation in Switzerland

Taxation is onetool for controlling inflation in Switzerland. By increasing taxes on certain goods or
services, the government can reduce demand for these items and ease upward pressure on prices. For
example, the government may increase taxes on luxury goods or limit tax deductions for specific
expenditures to discourage spending. Similarly, the government can use spending to control inflation.
By reducing spending on non-essential items or increasing spending on public infrastructure projects,
the government can stimulate employment and alleviate inflationary pressures. Maintaining a budget
surplus is another means of controlling inflation in Switzerland. By reducing government debt, the
government can lower borrowing costs and curb inflationary pressures. Switzerland has implemented
fiscal rules, such as the debt brake, which restricts the government's capacity to run a deficit and a

balanced budget requirement for cantons and municipalities. (Swiss National Bank 2021b.)

The Swiss government has also been successful in maintaining a budget surplus in recent years, which
has helped to stabilize the economy and keep inflation in check. (Federal Department of Finance
2021.) Coordination between fiscal and monetary policy is also vital for controlling inflation in
Switzerland. If the Swiss National Bank (SNB) raises interest rates to control inflation, the government
may reduce spending to avoid further inflationary pressures. The SNB can also work with the
government to coordinate fiscal policy measures with monetary policy measures to achieve effective
inflation control. International cooperation is also essential in controlling inflation in Switzerland. For
example, Switzerland is a member of the European Free Trade Association (EFTA) and has

agreements with the European Union (EU) that enable the coordination of fiscal and monetary policy.
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This cooperation is vital for maintaining stability in the Swiss economy and avoiding inflationary

pressures. (International Monetary Fund 2020b.)

However, it is worth noting that while fiscal policy can be effective in controlling inflation, it is not
without limitations. There may be political challenges to reducing government spending or increasing
taxes, and fiscal policy may be insufficient to control inflation in the face of external shocks. A
comprehensive approach that incorporates monetary policy and structural reforms may be necessary to
effectively control inflation in Switzerland. In conclusion, fiscal policy is a crucial tool for controlling
inflation in Switzerland. The government can use taxation, spending, budget surpluses, fiscal rules,
coordination with monetary policy, and international cooperation to control inflation. Nonetheless, it is
crucial to recognize the limitations of these tools and implement a comprehensive approach to achieve

inflation control. (Swiss Confederation 2016.)

7.3 Discussion of the criticisms and limitations of fiscal policy in Switzerland

The limited role of sub-national governments in the budgetary process is a significant criticism of
Swiss fiscal policy. The cantons and municipalities enjoy a high degree of autonomy under the Swiss
federal system, but they are not involved in the creation or execution of federal fiscal policy. As a
result, fiscal policy may be less effective in addressing regional economic disparities because the
federal government may lack accurate information on the unique requirements and difficulties of
various regions. Additionally, ineffective resource use and effort duplication may result from a lack of

coordination between the federal and sub-national governments. (Bachmann 2013.)

Furthermore, fiscal policy can be seen as being constrained by the Swiss government's strict adherence
to debt reduction policies. This policy has helped Switzerland keep its reputation as a financially
secure nation, but it might make it more difficult for the government to fund long-term infrastructure
improvements or to offer adequate social services. This can be particularly problematic during
economic downturns, when higher government spending is frequently required to boost economic
growth and prevent long-term economic damage. The Swiss government's fiscal policy has also come
under fire for its alleged incapacity to address structural problems that could lead to inflation or
economic instability. If underlying structural issues in the economy like an aging population or low

productivity are not addressed, fiscal policy measures like changes in tax rates or government spending
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may only offer temporary relief. This could result in a reliance on transient policy fixes that might not
hold up over time. (Gerlach 2013.)

Finally, political factors may also have an impact on how fiscal policy is implemented in Switzerland.
Political parties might have varying opinions on how fiscal policy should be carried out, which could
result in delays or ineffective policy changes. Furthermore, the direct democracy practiced in
Switzerland, which enables people to vote on policy matters, can occasionally result in populist
policies that are not always best for the economy in the long run. In conclusion, fiscal policy has a few
limitations in Switzerland that limit its ability to be a useful tool for addressing economic issues. These
include the government's dedication to upholding a balanced budget, the limited input that local
governments have in the budgetary process, the strict debt reduction policies, the potential inefficiency
of addressing structural issues, and the influence of political considerations on policy implementation.
Due to its reliance on the state of the world economy, Swiss fiscal policy is constrained. Switzerland
has a modest, open economy that depends heavily on foreign trade, especially in the banking and
finance industries. As a result, modifications in the state of the global economy, such as changes in
exchange rates or trade conflicts, may have a big effect on the Swiss economy. Because the
government has no control over these external economic factors, the government may be limited in its

ability to use fiscal policy to combat inflation. (International Monetary Fund 2017.)

Furthermore, the possibility of policy spillovers may restrict the efficacy of fiscal policy measures in
Switzerland. Other nations' fiscal policy decisions may have unintended consequences for the Swiss
economy, particularly in the areas of trade and exchange rates. For instance, if a significant trading
partner of Switzerland adopted expansionary fiscal policy, this might increase demand for Swiss
exports and boost the value of the Swiss franc. Although this might help the Swiss economy in the
short run, it might also cause inflationary pressures that the Swiss government would need to address.
Finally, there may be restrictions on Swiss fiscal policy due to the quantity and caliber of available
economic data. The accuracy and applicability of the underlying economic data used to support the
policy decision are critical factors in determining the efficacy of fiscal policy measures. The gathering
and analysis of economic data may present difficulties in Switzerland, particularly in the areas of
inflation and the labor market. The government may be less able to accurately assess the state of the
economy and create inflation-fighting fiscal policy as a result. (Switzerland Staff Concluding
Statement of the 2022 Avrticle IV Mission 2022.)



26

In conclusion, fiscal policy is a crucial tool for regulating inflation in Switzerland, but there are a
number of constraints and difficulties that need to be taken into account. These include reliance,
inflation expectations, and political restraints. In conclusion, fiscal policy is a crucial tool for
regulating inflation in Switzerland, but there are a number of constraints and difficulties that need to be
taken into account. These include data limitations, potential policy spillovers, inflation expectations,
reliance on global economic conditions, and political constraints. When creating and implementing
fiscal policy measures to combat inflation in Switzerland, decision-makers must carefully take these

elements into account.

Switzerland's small, open economy is a key factor that needs to be taken into account when
considering the limitations and challenges of fiscal policy. The country's economy is heavily reliant on
international trade, with exports accounting for a large share of GDP. This means that any fiscal policy
measures designed to combat inflation can have unintended consequences for the Swiss economy. For
example, raising interest rates can lead to a stronger Swiss franc, which can make Swiss exports more
expensive and less competitive on the global market. This can reduce demand for Swiss goods and
services, leading to lower economic growth and job losses. In addition, reducing government spending
can also have negative consequences for the Swiss economy, as it can lead to reduced demand for
goods and services, and lower economic growth. Furthermore, Switzerland's small size means that the
country is highly interconnected with the global economy. This means that external shocks, such as

changes in global interest rates or exchange rates, can have a significant impact on the Swiss economy.

Fiscal policy measures designed to combat inflation may not be effective if the underlying cause of
inflation is external to the Swiss economy, such as rising global oil prices or changes in the monetary
policies of other countries. In summary, the small, open nature of Switzerland's economy means that
fiscal policy measures designed to combat inflation can have unintended consequences. Policymakers
need to carefully consider the potential impact of fiscal policy on the Swiss economy, particularly in
terms of international trade and external shocks. While fiscal policy can be an effective tool for
managing the economy in the short term, it is important to ensure that any policy measures are both

effective and sustainable over the long term. (Swiss National Bank 2021c.)
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8 STRUCTURAL REFORMS AND INTERNATIONAL COORDINATION

Switzerland has a long history of stable economic growth and low inflation rates. However, in the
1970s and 1980s, Switzerland experienced a period of high inflation, which prompted policymakers to
implement a series of structural reforms to address the issue. One of the primary reforms was the
introduction of a new monetary policy framework. In 2000, the Swiss National Bank (SNB)
implemented a new monetary policy strategy that focused on inflation targeting. Under this
framework, the SNB sets an inflation target of between 0% and 2%, and adjusts interest rates and
monetary policy to ensure that inflation remains within this target range. This has helped to anchor

inflation expectations and promote price stability in Switzerland. (Swiss National Bank 2019a.)

In addition to the new monetary policy framework, Switzerland has implemented a number of other
structural reforms aimed at addressing inflation. One key reform was the liberalization of product and
service markets, which aimed to increase competition and reduce barriers to entry. This has led to
lower prices for goods and services, which has helped to keep inflation under control. (Kugler, 2018.)
Another important reform was the implementation of a flexible exchange rate regime. Prior to 1973,
Switzerland operated under a fixed exchange rate system, which made it difficult to adjust to external
shocks and changes in the global economy. By moving to a flexible exchange rate system, Switzerland
has been able to better respond to changes in global economic conditions, which has helped to promote
economic stability and lower inflation. (OECD 2018.)

Finally, Switzerland has implemented a number of labor market reforms aimed at increasing flexibility
and reducing labor market rigidities. These reforms have included changes to employment protection
laws, the introduction of flexible work arrangements, and efforts to reduce labor market segmentation.
By increasing flexibility in the labor market, Switzerland has been able to respond more quickly to
changes in economic conditions, which has helped to promote economic stability and lower inflation.
Overall, Switzerland's structural reforms have been successful in promoting price stability and
reducing inflation. By implementing a range of measures aimed at increasing competition, promoting
economic flexibility, and anchoring inflation expectations, Switzerland has been able to maintain a

stable and prosperous economy over the long term. (Federal Department of Finance 2020.)
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9 ANALYSIS OF INFLATION CONTROL IN SWITZERLAND

This chapter examines in detail the methods Switzerland has used to keep inflation under control. The
information obtained and covered in the earlier parts is used in this study, particularly about the

monetary policy, fiscal policy, and structural changes of Swiss National Bank.

9.1 Monetary Policy Analysis

The SNB, which directs Switzerland's monetary policy, is crucial in ensuring that inflation stays within
acceptable bounds. Interest rate targeting and currency interventions are two of the SNB's main
weapons. One of the SNB's main strategies for containing inflation is interest rate targeting. The
central bank can control borrowing costs by changing interest rates, which will affect how much
demand there is for goods and services across the economy. Borrowing becomes more expensive when
the SNB raises interest rates, which might lead to less expenditure and slower economic growth, which
helps to contain inflation. In contrast, the SNB may lower interest rates during periods of low inflation
or deflation to encourage spending and increase economic activity. (Swiss National Bank. 2019c.)

The SNB's other main tool, currency interventions, affect the exchange rate to work. The SNB
purchases or sells foreign currencies during these interventions to control the value of the Swiss Franc.
The central bank can indirectly limit inflation through influencing import and export prices by
maintaining the value of the Swiss Franc. These tactics have advantages, but they also have some
disadvantages. While generally effective in controlling inflation, interest rate targeting can have some
drawbacks. For instance, if interest rates are raised to combat inflation, this could cause the economy
to grow too slowly and possibly trigger a recession. If rates are lowered to boost the economy, if not

controlled appropriately, it could lead to excessive inflation. (Reuters 2023.)

Currency interventions can have both benefits and drawbacks. These interventions put the Swiss
economy at risk from currency fluctuations even while they can help keep the Swiss Franc stable and
contribute to price stability. The administration of substantial foreign currency reserves could become
difficult because of persistent interventions. International disputes are also a possibility since other
countries can view these actions as currency manipulation intended to benefit commerce. It is also
crucial to remember that the SNB bases its judgments on several variables, such as inflation estimates,
prospects for economic growth, and general economic conditions when deciding on interest rates and
currency interventions. Therefore, there is a chance that the adopted policies may not provide the

expected results or possibly worsen the situation if these projections prove to be inaccurate. Finally, it's
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important to remember that monetary policy cannot eliminate all causes of inflation. Economic
structural problems outside the SNB's direct control include population shifts, productivity trends, and
global commodity prices. Therefore, even if the SNB's monetary policy is an essential tool for
controlling inflation, it should be just one component of a larger, more comprehensive plan to preserve

price stability and long-term economic growth. (Gopinath, Gourinchas 2022.)

9.2 Fiscal policy analysis

The stability of the Swiss economy and the maintenance of low inflation are significantly influenced
by fiscal policy. The three main pillars of Swiss fiscal policy are debt management, taxation, and
government spending. The overall level of demand in the economy is impacted by government
spending. As an illustration, increasing government spending can boost the economy, increasing
aggregate demand and, subsequently, inflation. On the other hand, cutting back on government
expenditure can slow down the economy, lower inflation, and lessen total demand. Contrarily, tax
policy can affect both total demand and total supply. By lowering consumers’ disposable income,
higher taxes reduce aggregate demand and inflation. The cost of manufacturing for firms is also
impacted, which has an impact on the overall supply and, ultimately, the level of prices in the
economy. The management of debt is yet another crucial component of fiscal strategy. If there is an
excess of money in the economy as a result of high levels of government debt, inflation may rise.
(OECD iLibrary 2022.)

The Swiss government's strong devotion to debt reduction plans has assisted in containing inflation,
but it may also be limiting its capacity to react quickly to downturns in the economy. However, a few
variables limit the ability of fiscal policy to manage inflation. For instance, it can be challenging to
react rapidly to changes in inflation since changes in fiscal policy frequently take time to implement
and even longer to have an impact on the economy. Furthermore, fiscal policy occasionally has
unintended consequences. For instance, tax increases to control inflation may limit economic
expansion. In a similar vein, reducing government spending could result in a reduction in important
public services. In conclusion, fiscal policy is important for controlling inflation in Switzerland, but it
Is not a panacea. Different practical restrictions and potential adverse effects may reduce its
effectiveness. Nevertheless, fiscal policy can be effective when combined with monetary policy.
(Gaspar, Goncalves, Mauro & Ribeiro 2023.)
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9.3 Structural reforms analysis

Switzerland has carried out several structural reforms throughout the years to improve economic
competitiveness, efficiency, and inflation management. The banking sector, labour market, and
marketplaces for goods and services were all drastically changed because of these changes, greatly
contributing to Switzerland's economic stability. In 2000, the Swiss National Bank (SNB) unveiled a
new framework for monetary policy that put an emphasis on inflation targeting. To achieve this, an
inflation target of 0% to 2% had to be set, and interest rates and monetary policy had to be modified to
keep inflation within this target range. This tactic helped to maintain price stability and manage
expectations for inflation. The Swiss government started liberalizing the markets for goods and
services to increase competition and lower barriers to entry. Lower prices for products and services

followed, which finally helped to contain inflation. (Katz 2001.)

Reforms to the labour market have made it more flexible and less rigid. A quicker reaction to
economic change was made possible by revisions to employment protection legislation, the
development of flexible work arrangements, and initiatives to lessen labour market segmentation,
which contributed to economic stability and inflation control. By switching to a flexible exchange rate
system, Switzerland was able to respond to external economic shocks and changes in the global
economy more effectively. This adaptability helps maintain economic stability and minimal inflation.
Although these structural changes were beneficial in reducing inflation, they also brought forth new
difficulties. For instance, increased competition in the market for goods and services may result in
problems like job loss and income inequality. However, these measures have generally had a good

effect, supporting Switzerland's economic stability and resilience. (European Central Bank 2018.)

9.4 International coordination analysis

Due to Switzerland's deep economic integration into the world economy, international cooperation
plays a crucial role in the framework for its fiscal and monetary policies. Switzerland engages with
other countries through multilateral agreements and international organizations to adapt to changes in

the world economy that might have an impact on the regulation of inflation. Global policy
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coordination has been enhanced by Switzerland's participation in international institutions like the
World Trade Organization (WTQO) and the International Monetary Fund (IMF). Switzerland can
express its ideas and negotiate trade and financial agreements that are advantageous to its economy by
participating in these organizations. Furthermore, while not being a member, Switzerland coordinates
policies inside the European Union (EU), which is important. Switzerland enjoys access to the EU
single market through bilateral agreements, enhancing trade and economic stability. (Swiss National
Bank 2020b.)

However, any adjustments to the EU's economic policies, such those made by the European Central
Bank (ECB) to interest rates, directly affect the Swiss economy, underscoring the significance of
coordination. Switzerland has pursued currency interventions as well in order to lower inflation. As an
illustration of how domestic policy actions are strongly impacted by global monetary issues, the SNB
imposed a limit on the Swiss Franc's value in relation to the Euro during the Eurozone Crisis to
prevent its undue appreciation. But there are certain challenges to international cooperation. There may
be a contradiction between Switzerland's internal objectives and the policies or general economic
trends of other countries. For instance, Switzerland may experience inflationary pressures due to the
expansionary fiscal policies of trading partners. The goals of Switzerland's internal economic policy
must be balanced with its responsibilities and commitments on the global stage. (European Central
Bank 2023.)

9.5 Overall analysis

In this thorough analysis, we combine key findings from the assessments of monetary policy, fiscal
policy, and structural reforms to present a full picture of inflation management in Switzerland. The
monetary policy of the Swiss National Bank (SNB), which employs instruments including interest rate
targeting and currency interventions, is essential for containing inflation. The technique has hazards,
including exposure to exchange rate volatility, even though it is effective in preserving price stability.
Switzerland's fiscal strategy significantly controls inflation through actions like taxation adjustments
and responsible debt management. However, limitations like political opposition and a lack of support

from sub-national governments may reduce its efficacy.
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A competitive and adaptable economy has been promoted by structural reforms, such as market
liberalization and labour market reforms. While they have been successful in keeping inflation under
control, more profound structural problems relating to productivity and demographics may provide
difficulties. The small, open economy of Switzerland has unique challenges because of its sensitivity
to outside shocks and general economic trends. Other limitations include data restrictions, policy spill
overs, and political factors. Despite these difficulties, Switzerland's multidimensional strategy to
inflation control—combining monetary, fiscal, and structural measures appears to be in most cases
successful. The most important lesson to be learned from this analysis is the importance of ongoing
policy monitoring, flexibility, and the recognition of potential limitations related to different policy

tools.
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10 CONCLUSION

The various elements that go into inflation control in Switzerland have been examined in this thesis,
and some significant conclusions have been reached. It is obvious that the Swiss economy is closely
entwined with the world economy, and as a result, external factors like trade policies, exchange rates,
and interest rates have a significant impact on how inflation behaves in Switzerland. This thesis
emphasizes the necessity of a thorough strategy for containing inflation that includes both fiscal policy

and structural reforms in this context.

The key findings of this thesis summary emphasize the significance of a number of factors in
Switzerland's inflation control. One of the key conclusions is that the Swiss economy is closely
entwined with the global economy, and as a result, the Swiss economy is susceptible to the effects of
external variables like trade policies, exchange rates, and interest rates. This emphasizes how
important it is for decision-makers to carefully consider how their actions may affect the Swiss
economy, especially in terms of global trade and outside shocks. Another important discovery is that
fiscal policy can be an effective tool for reducing inflation, but it is not without its drawbacks, such as
political restrictions, data limitations, and external economic factors. This finding emphasizes the
necessity of comprehensive policy implementation, which calls for structural reforms and monetary

policy coordination.

The thesis also emphasizes the significance of structural reforms intended to foster price stability and
lower inflation. Numerous structural changes have been made in Switzerland, such as the
implementation of a monetary policy framework that targets inflation, changes to the labour market,
and market liberalization. Policymakers should continue to implement and assess these reforms
because they have been successful in promoting price stability and lowering inflation. The thesis also
makes the argument that a major aspect of regulating inflation in Switzerland is inflation expectations.
A key responsibility of policymakers is to keep inflation expectations anchored within the desired
range. This can be accomplished using a variety of strategies, such as open dialogue with the public

and the adoption of a monetary policy framework that targets inflation.

Overall, the main conclusions of this study emphasize the value of a thorough strategy for inflation
control in Switzerland. Policymakers must carefully consider how their actions will affect the Swiss

economy, put in place structural changes to support price stability, and keep a close eye on inflation
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expectations to make sure they stay anchored within the desired range. Policymakers can ensure that
inflation in Switzerland stays under control by employing a comprehensive strategy, which will

support stability and expansion of the economy.

For Swiss policymakers, the main conclusions of this study have significant policy ramifications. Prior
to adopting a comprehensive strategy that incorporates structural reforms and coordination with
monetary policy, policymakers must first be aware of the limitations of fiscal policy in controlling
inflation. This suggests that monetary and structural policies, as well as fiscal policy, should be used
together rather than separately. Second, policymakers should think about how their choices could
affect the Swiss economy, particularly in terms of global trade and outside shocks. Due to its close ties
to the global economy, Switzerland's economy is susceptible to the effects of external factors like
interest rates, exchange rates, and trade policies. Therefore, policymakers must exercise caution and
adopt the necessary steps to reduce the possibility that external factors will have a negative impact on

the Swiss economy.

Third, it is important for policymakers to keep an eye on inflation expectations and make sure they are
anchored within the desired range. This is crucial because actual inflation outcomes can be greatly
influenced by inflation expectations. Therefore, in order to establish credibility and stabilize inflation
expectations, policymakers must communicate their policy objectives in a clear and transparent
manner. Fourth, structural reforms that support price stability and lower inflation must be kept up by
policymakers. These reforms should target boosting market competition for goods and services,
reducing rigidities in the labour market, and fostering economic flexibility. In addition, policymakers
should keep assessing the success of current reforms and take into account any additional reforms that

may be required to address new economic challenges.

Fifth, policymakers must carefully weigh the trade-offs between controlling inflation and other goals,
like employment and economic growth. Policies aimed at reducing inflation may occasionally have
detrimental effects on other policy goals. As a result, decision-makers must carefully balance the
advantages and disadvantages of various policy options and take into account the larger economic
context. Sixth, decision-makers must be ready to react to shocks and uncertainties that are not
anticipated. The global economy, geopolitical risks, and technological disruptions are just a few of the
risks and uncertainties that the Swiss economy is subject to. Therefore, decision-makers must be quick

to respond to changing conditions, flexible in their thinking, and agile in their decision-making.
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Overall, the main conclusions of this study suggest that policymakers in Switzerland should adopt a
thorough and balanced approach to inflation control that considers the larger economic context and is
supported by a variety of structural policies and monetary policy measures. To support price stability,
economic growth, and employment, policymakers must be alert, flexible, and ready to react to

unforeseen shocks and uncertainties.

This thesis additionally suggests for future research a number of areas where additional studies could
further deepen our understanding of inflation control in Switzerland, in addition to the implications for
policymakers covered above. First, one potential area for research is to look at how fiscal policy spill
overs affect the Swiss economy. While the potential effects of global trade and external shocks on the
Swiss economy have been discussed in this paper, it would be helpful to examine how fiscal policy
choices made in other nations affect the Swiss economy and the implications for inflation control in
Switzerland. The effectiveness of international fiscal policy coordination in fostering price stability in
Switzerland could also be examined by this study. The impact of structural reforms on inflation

expectations in Switzerland is a potential second area of research.

As was previously mentioned, Switzerland has implemented a variety of structural reforms, such as
labour market changes and market liberalization, with the goal of promoting price stability and
lowering inflation. The success of these reforms should be assessed, as well as the degree to which
changes in structural policies affect inflation expectations. The trade-offs between implementing
various structural reforms and their effects on inflation control could also be examined in this study.
Thirdly, it would be useful to examine how international cooperation has affected Switzerland's efforts
to control inflation. Due to Switzerland's extensive economic integration with the world economy,
monetary policy coordination and international cooperation through agreements like free trade
agreements may be key to fostering Switzerland's price stability. Future studies could examine the
success of various international agreements in achieving this objective and highlight any potential

areas for development.

Finally, given the speed at which technology is developing, it would be intriguing to examine how
emerging economic trends like digitization and automation will affect Switzerland's efforts to control
inflation. The potential effects of these trends on the job market, the product markets, and the overall
economy could be examined in this study, along with any implications for Swiss inflation control. This

study could examine, in particular, the extent to which these trends might boost efficiency and
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productivity, which would be advantageous for containing inflation. Overall, further investigation into
the effectiveness of various policy stances as well as the potential effects of external economic factors
and new economic trends could be very instructive. By filling in these knowledge gaps, Swiss
policymakers may be better prepared to put into practice measures that support price stability and

guarantee long-term economic growth.
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