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2

Price stability

Target range CHF 3M-Libor

Inflation forecast

Ultimate objective

Main indicator

Operational target

SNB Bills/Repo transactions Instruments

The SNB’s Monetary Policy Framework
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3

Inflation forecast…
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The 3 month Libor: an unusual
operating target

4

• Cons: Pros:

Controllability

Manipulable?

Flexibility

Risk premium shield

Economic Relevance
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Libor manipulated?

5

Kernel distribution

Source: Kränzlin, Schumacher, Guggenheim (2010)
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Reference rates for loans…

6Source: SNB
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Increase of risk premia in money 
market…
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8

CHF 3M-Libor and SNB Repo Rate
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QE/CE Measures

EURCHF swaps and longer-term repos
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Reduction of risk premia…

10

0

20

40

60

80

100

120

140

160

180

200

Jan 07 Apr 07 Jul 07 Oct 07 Jan 08 Apr 08 Jul 08 Oct 08 Jan 09 Apr 09 Jul 09 Oct 09

bp CHF Libor 3M - TOIS swap 3M

Source: SNB



ab
cd
ef
g

La
us

an
ne

, 2
8 

Oc
to

be
r

20
10

Monetary stabilizers…
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The forgotten money market (1)

12
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The forgotten money market (2)

13



ab
cd
ef
g

La
us

an
ne

, 2
8 

Oc
to

be
r

20
10

Turnover in unsecured market…
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Turnover in repo market…
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Shift towards secured lending…
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SNB vs. interbank repos…
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Boom im Repo-Markt in October 2008
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Interbankmarkt in deep sleep
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Interbankmarkt today…
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Repo: Where is the risk? (1)

21
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Repo: Where is the risk? (2)

22

Cash 
Taker

MarketCash 
provider Collateral

100% of Cash?
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What can we do to make the system 
more robust?

23

Cash 
Taker

Cash 
ProviderCCP

The Central counterparty…
• Concentrates and reduces counterparty risk
• Bears losses upon default of a counterparty
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Systemically important bank

Debt
Trading positions

Equity

Liquidity

What can we do to make the agents 
more robust? (1)

Structure of
organisation
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What can we do to make the agents
more robust? (2)
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What can we do to make the agents
more robust? (3)

26
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CoCo bonds…
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Systemically important
financial institution

Debt
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Debt

Trading positions

Losses!
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Conclusions:

• A flexible and adaptable monetary
framework

• An unusual operational target
• A solid instrument – the repo market –

– have witstand the test of the crisis.

• No complacency: how to make the system
more robust?
– Addressing residual risk in repo transactions
– Making the individual agents more robust

28
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