Banking in Switzerland

Switzerland is a tiny country, with less
than five million inhabitants. It has five
cities with populations over 100,000 — Berne
(the political capital of the federation), Zurich,
Basle, Geneva and Lausanne, the largest
being Zurich, with 410,000. The - position of
Switzerland in the financial world is, howev-
er, out of all proportion to these figures;
Zurich, Basle and Geneva are among the
leading international financial centres of
Europe. This high standing is due in part
to Switzerland’s neutrality in a half-century
of international upheavals, More directly, it
is due to the stability of Swiss money, an
island of dependability surrounded by coun-
tries whose currencies have repeatedly collaps-
ed. With rcasonably strong financial institu-
tions Switzerland could hardly have failed
to gain ground in international finance.

The purpose of this article is to survey
these financial institutions; as they rival
those of England in the international respect
they command, a view through English eyes
may have particular interest (1).

I

At the centre of the system is the Swiss
National Bank, an avowedly public institution
comparable to the Bank of England in out-
look if not in powers. The structure of com-
mercial banking is much more complex in
Switzerland than in England: the bulk of
the «banking » of the'normal English kind
is in the bands of five big banks, but these
hold only about 30 per cent of the total
published banking resources, the remainder
being spread over the Cantonal banks, mort-
gage and other local banks, and Raiffeisen

(1) The writer has had assistance from Mr, 8, Wainwright
and has had the advantage of consultation with several eminent

Swiss bankers, .

banks, Among the banks of purely local
importance are three Italian banks operating
in the Ticino. Outside the published stati-
stics there are the Private Banks, which are
the oldest of all, going back well into the
1gth and even into the 18th centuries. The
Cantonal, mortgage and other local banks
are concerned largely with the canalisation of
thrift into long-term investment in property,
but most of them have also an appreciable
amount of ordinary banking business. The
Raiffeisen banks are co-operative concerns,
each confining its operations within its own
parish (an important unit in Swiss affairs)
and depending upon voluntary work and
upon mutual knowledge and trust among
neighbours.

The big banks are, in order of size, the

Swiss Bank Corporation, Credit Suisse, the

Union Bank of Switzerland, the Banque Po-
pulaire Suisse and Leu and Company. The
last two of these five are very much smaller
than the other three, which are frequently
alone referred to as « the big Swiss banks ».
Leu and Company is a particularly small
concern, mainly confined to Zurich. The
Swiss Bank Corporation has its Head Office
in Basle; three of the others are in Zurich
(the two cities are only one hour’s journey
apart, and relations between offices in the
two citics can be close and continuous); the
Banque Populaire Suisse has its Head Office
in Berne. All these banks are free to open
branches and agencies anywhere in Swit-
zerland; they in fact do so, and have between
them 182 branches and agencies, affording
reasonable accessibility for all parts of the
country. The Swiss Bank Corporation and
the Credit Suisse both have affiliated com-
panies in Montreal and offices in New York;
the Swiss Bank Corporation also has an
office in London.
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The Cantonal banks — there are 27 of
them — are as a group rather bigger in
total resources than are the five « big banks »
as a group. They are also very prominent
to the traveller’s eye; but they are less active in
banking of the English type, their business con-
sisting much more of the collection of savings
on the one side and lending on mortgage on
the other side of the balance sheet. Each of
these Cantonal banks is restricted to operation
within the boundaries of its Canton; within
these limits, they may have branches, agen-
cies or deposit counters freely. In fact they
have, in addition to their Head Offices, 79
branches and nearly a thousand agencies and
deposit counters. 23 of these 27 banks are
government banks and their liabilities to
depositors are therefore guaranteed by the
respective Cantonal Governments; others are
associated in other ways with their Cantonal
Governments. These conditions give them a
certain prestige among the people, whose
cantonal loyalties are strong. Their privileged
position in this and other respects (unlike
‘the big banks, most of the Cantonal banks
are exempt from Cantonal taxation) are the
subject of some envy on the part of the big
banks, who feel that they are subject to
«unfair » competition. There are, of course,
some circumstances pulling in the opposite
direction: the Swiss citizen, who attaches the
highest importance to secrecy, sometimes feels
his business secrets safer with the independent
commercial banks than with these Cantonal
banks with their governmental connections,
although there is in fact no difference in this
respect.

The «Private Banks» stand apart from
the main structure of Swiss banking, though
among them are quite large and wealthy
concerns with a large international business.
Unlike the «big banks », these private banks
have unlimited liability. They publish no
accounts, though they submit confidential
balance sheets to the National Bank. In their
age and in the origination of their business
they may be compared with the merchant
banks of the City of London; their business
and their customers of today are, however,
rather different. They specialise in an essen-
tially personal, family business, their custo-

mers generally being wealthy people in Swit-
zerland or neighbouring countries, or indeed
from anywhere in the world. They act par-
ticularly in the administration of estates, as
investment brokers and advisers and in for-
eigh exchange business. They are most pro-
minent in Geneva, which traditionally had
close associations with French finance and
has thriven on the untrustworthiness of the
Prench franc since 1914. They, and the
others in Zurich and Basle, depend completely
upon their world reputation for secrecy and
attention to the interests of wealthy men of
all nations.

II

Besides these institutions, all of which
are banks in the sense that they accept depo-
sits and make loans of some kind or other,
there is the Postal Cheque System, run by
the State in connection with the Post Office.
This provides a medium of payment, and
incidentally to this service holds deposits by
people wishing to wuse it for making pay-
ments. It does not act as an ordinary lending
banker, its assets consisting of government
obligations of varieus kinds. It is convenient,
cfficient and extremely cheap, and is there-
fore widely used for all but the smallest pay-
ments; the availability of this service inevi-
tably limits the scope for banking of the
English type, where the extent of banking
resources is largely dependent upon the use
of current accounts for a broad range of
payments. Swiss bankers arc keenly aware
of the importance of this service in limiting
their own scope, and they have in recent
years made great efforts to provide compa-
rable service, in the hope of attracting more
deposits to themselves.

Notes — issued only by the National
Bank — are, apart from coin, the sole means
of payment used by many people whose only

resort to banks is in placing their small savings

in Cantonal or local savings banks. The
notes are also used by all classes for the
general run of everyday small transactions,
including much retail trade, though the con-
venient postal cheque is sometimes used for
transactions which in England are still lar-
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gely settled with notes and coin. Even after
allowing for this qualification, however, the
use of notes is so much more common in
Switzetland than in the Anglo-Saxon coun-
tries that the proportion of notes to National
Income is in Switzerland about double what
it is in the U.S.A. and the United Kingdom.

As the postal cheque and the note are
used much in Switzerland when an ordinary
banking account would be used in England,
current accounts with the big banks and the
Cantonal banks are mainly kept by the large
and medium-size business firms and by the
wealthier individuals. One of the big banks
claims that many people with only middling
or small resources do keep current accounts

with it; but more commonly such people .

keep only deposit or savings accounts at the
commercial banks, and draw on these accounts
to replenish their working balances with the
postal cheque system. The deposit and sav-
ings accounts at both the big banks and the
Cantonal banks are elaborately differentiated
— an elaboration that has no parallel in
England. «Time Deposits» are fixed for
periods varying from three to twelve months;
they include accounts of quite large concerns
as well as individuals, and represent tempo-
rarily unemployed business funds or accumu-
lations awaiting favourable investment oppor-
tunities. Much more important in all but
the biggest banks are «Savings Deposits »;
these arc also of great social importance,
ownership being very widely spread among
the population. The smaller balances carry
special legal protection, having a prior claim
in the event of the bank’s liquidation. The
smaller balances also carry a higher rate of
interest (24 per cent at present) than the
excess balance above a certain amount, The
turnover of these deposits is very slow: the
banker expects the customer to leave the
balance undisturbed except for such calls as
the education of children, provision for old
age, etc. There are also «Deposit Books »
for small savings deposits, carrying a rather
lower rate of interest; from these only limit-
ed withdrawals may be made in any one
month, o

. An important feature of the Swiss system
is the « Cash Bond » (Bon de Caisse), having

no parallel in England, but now being deve-
loped elsewhere in Continental Europe. This
is in essence a long-term fixed deposit of a
round sum (generally 500 francs or a mul-

tiple thereof). The sum is repayable after

3 4, 5, or exceptionally 7 or 8 years (2);
meanwhile it bears interest, payable on half-
yearly coupons, at rates somewhat higher than
those paid on any of the classes of « deposit »
mentioned above. A customer holding one
of these bonds and needing the cash before
maturity can sometimes sell the bond to the
issuing bank, but more generally the bank
concerned (especially if a Cantonal bank)
will lend up to g5 per cent of the value of
the bond, at a relatively high rate of interest,
and without enquiring into the origin of the
customer’s need. These bonds have tended
to decline in relative importance in recent
years, but still bulk large in the balance
sheets of many banks: in the Cantonal banks,
they are still about 20 per cent of the total
liabilities.

111

In the employment of their resources,
contrasts between the various classes of banks
reflect the contrast on the Liabilities side of
their balance sheets. The big commercial
banks, more than half of whose liabilities are
payable on demand, aim at a high degree of
liquidity. They hold about 10 per cent in
various kinds of «cash», and another 30
per cent in bills of exchange and other highly
liquid items. 25 to 30 per cent is represented
by advances to customers on current account,
and these advances are nearly all for purely
short-term purposes. Their loans on mort-
gage are only 5 or 6 per cent of their total
assets. On the other hand, the Cantonal and
local banks, with sight liabilities as little as
10 per cent of the total, have cash and all
other liquid assets totalling less than this.
Their current account advances to customers
are not often much more than 10 per cent,
but they generally reckon to have about 6o
per cent of their resources in mortgages.

(2) Some smaller banks issue bonds running up to 1o years,
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The emphasis laid in the big banks upon
short-term Jending has strengtbened conside-
rably during the last quarter. of a century.
Traditionally some of these banks — and
more particularly others which they absorbed
— were deeply involved in financing some of
the great industrial developments and public
utilities. But in difficult times — not least in
those of the nineteenthirties — there were
some badly-burnt fingers, and these banks now
reckon to have less than 1o per cent of their
total resources in any sense «locked up» in
long-term finance; they have very little indeed
in the way of actual « participations » in indu-
strial and commercial concerns. They are,
indeed, more English than the English in
their insistence that a commercial banker’s
duty is to stick to the very short-term propo-
siton. They do hold a small proportion of
their resources in mortgages, but much of
this business is purely temporary pending a
customer’s arrangements elsewhere for per-
manent finance, Occasionally also a big bank
will lend on mortgage to a customer of long
standing who expresses a preference for keep-
ing all his business with the one bank. It is
in these odd ways that the big banks come
to hold their small percentage of mortgages;
their general policy is to leave mortgage
business to the Cantonal and savings banks.

Though the big Swiss banks are like the
English banks in their general avoidance of
mortgage business, there is nevertheless a
sharp contrast between the two countries in
the placing of most of this business. In
England a very large part of the mortgage
business — especially on bhouse property —
is in the hands of « building societies », whose
main work indeed this is; the insurance
companies also hold large amounts, while
much is still privately placed by solicitors
with individuals. In Switzerland no less than
half the total mortgage business is with the
banks, more than half of this half being held
by the Cantonal banks, the remainder being
largely with local savings banks and similar
institutions. The form of mortgage also is
rather different in Switzerland from the forms
prevalent in England. In Switzerland gene-
rally no term is fixed for the loan, but it is
callable at six months’ notice on either side.

All the banks, and particularly the Can-
tonal banks, go to considerable trouble for
the sake of small borrowers. The « Klein-
kredit » or «Little Credit» is a loan in a
class by itself; in providing this service, the
banks regard themselves as performing a
public duty, from which the direct profit is
clearly negative. The Kleinkredit bears a
relatively low interest charge — usually only
¢ per cent - and it frequently causes an
amount of work out of all proportion to its
size. In making these loans, the banks do
not restrict business to self-liquidating trans-
actions; they lend to small firms and indi-
viduals for long-term purposes such as the
cxtension of industrial buildings or the pur-
chase of new machinery, and they look for
repayment over a term of years, varying
according to the case,

The existence of these special services for
the small business man may perhaps be taken
as indicative of the spirit of Swiss banking.
The services for the small man have always
been the special concern of the Cantonal
banks, which are avowedly public institutions.
Their existence, their energy, and their hold
upon the strong local loyalties of the people
combine with the availability of a cheap and
efficient postal cheque system to limit sever-
ely the scope for the big commercial banks.
To make a place for themsclves these great
commercial institutions have to compete keen-
ly for business; they have to be up carly in
the morning, both literally and figurative-
ly (3). The spirit of competition is very lively
through the whole system: the big banks

compete keenly with each other, and with

the Cantonal banks. Because the Cantonal
banks provide special loan facilities for small
men, the big banks act similarly, and have
come to think of this service as expressing
«the spirit of the bank». They take the
business whenever they can get it, regardless
of its low yield and high cost — they take a
long view, knowing that some small business
men of today will be among the giants of
tomorrow or the day after, and always know-
ing that one piece of business can easily

(3) The Swiss banker reckons in summer to be in his office

A 730 in the morning.
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bring other business, perhaps more profitable
business, in its train,

In their relations with bigger customers,
the banks show the sharpness of competition
among themselves in a number of ways.
They feel compelled, for example, to defer
to the customer’s secretiveness about his pre-
cise financial position, and do not even feel
that they can insist on the customer’s confin-
ing his main banking business to a single
bank. The Swiss business man is apt to
object to a request for his balance sheet; and
the bank will then have to tread warily, lest
the customer should transfer his account to
a competitor., For similar reasons the banks
do not exchange credit information about
business firms with the freedom to which
London is accustomed. These conditions —
and the use of the postal cheque service —
all tend to leave the banks less knowledge-
able than are English banks about many of
their customers, and this has an important
bearing on their habits in making advances.
The Swiss banker, like his English parallel,
knows that his judgement of borrowers is
more important than any formal security he
can take, but, as his knowledge of his cus-
tomer is apt to be limited, he more often fecls
compelled to insist upon formal security.
Towards customers of long standing, whose
position is well known to the bank, the
bankers naturally adopt an altogether more
flexible attitude: this again is assured by the
keenness of competition between the bank-
ers. For these established customers the avail-
ability of bank loans — the terms, the flex-
ibility, and the purposes for which they are
granted — is in all respects comparable at
the big Swiss banks with what happens in
the English banks.

This business of lending to customers,
while most important in the big banks which
have about one-third of their resources in
this class of asscts, is undertaken by all the
banks, even the Cantonal banks using about
one-fifth of their funds in this way. Bills,
on the other hand, are very largely concentrat-
ed in the hands of the big banks, whose
balance shects show about 22 per cent of the
assets under this heading. Traditionally these
bills  were largely bills . of exchange aris-

ing in the course of foreign trade and other
large trading business, and as such business
falls very largely into the hands of the big
banks, these banks have been able to obtain
bills most easily and have always held most
of them. During the last quarter of a century
there has been, in Switzerland as in England,
a great decline in the use of bills of exchange.
Their place bas been partly taken by Treasury
Bills, which now form about one-third of
the total bill portfolios of the banks. An
innovation of the 1939-45 war, and again
important since the Korean War, is the special
three months’ bill used to finance compulsory
holdings of raw materials by Swiss industry.
go per cent of these bills are guaranteed by
the Swiss Confederation and are discounted
by the banks at a privilege rate of 134 per
cent; the remaining 10 per cent are discount-
ed at ordinary market rates. These special
bills are all automatically cligible for redis-
count at the National Bank, whereas other
commercial paper is subject to the discretion
of the National Bank (as explained below).

The Investments of the banks, of all
classes, are relatively much smaller balance-
sheet items than has become customary in
English banking. The big banks show only
12 to 14 per cent of their assets in this class,
which includes not only holdings of govern-
ment bonds, Federal railway bonds, etc. but
also their participations in their subsidiary
investment companies and other small items
of this kind. The Swiss banker does not
regard these bonds as a really attractive bank-
ing security, and generally confines himself
to those with fairly short lives. Ordinarily
he will not hold any bonds with more than
five years to run; exceptionally his investment
manager may have discretion to « go rather
longer » in small amounts, but in no case
would he take paper longer than 15 years

. from maturity.

Besides their main business of receiving
deposits and making loans, the big Swiss
banks all reckon to provide quite substantial
other services for their customers. These
include every kind of foreign exchange bus-
iness, which is probably more easily transacted
in Switzerland than anywhere else in the
-world — at any rate by the smaller firms
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and individuals. The banks also serve their
customers as advisers and brokers in all invest-
ment matters — they are all members of the
Stock Exchanges (as is common in other Con-
tinental countries, in contrast to English
custom). In connection with all these ancill-
ary functions the big banks have elaborate
information services which they are eager to
offer to customers. -

In one important ancillary function the
banks depart from their usnal competitiveness,
This is in the making of capital issues. There
are no specialist « Issuing Houses » compar-
able to the merchant bankers of London, and
all public issues of capital are in the hands
of the banks, organised in two syndicates —
one including all the big banks and the other
the Cantonal banks. In all large domestic
issues both these syndicates normally partici-
pate, and the business of selling and under-
writing the securities is shared out among the
participating banks in each syndicate accord-
ing to proportions applicable to all issues over a
considerable period. Issues for foreign borrow-
ers (including in recent years the International
Bank for Reconstruction and Development)
are handled by the syndicate of the big banks
only. The degree of co-operation with which
this business is handled is particularly not-
able: if one member of the syndicate does
not like a proposed issue, the other members
reject it rather than proceed without partici-
pation by the whole syndicate.

The banks look to such ancillary functions
as this handling of capital issues and dealings
in foreign exchange for an appreciable part
of their gross profits. In the main, however,
they must depend upon the margin between
the interest they pay and the interest they
charge. The high liquidity of the system
since the war has made the whole range of
interest rates very low. The official Bank
Rate stands at 174 per cent, but is ineffective. .
On government bonds yields range from 134
ont 4-years’ bonds to about 2% on the long-
term bonds. Rates charged on ordinary bank
advances are not published, but are under-
stood to be in the range 3 to 5 per cent, most
of the better grades earning appreciably less
than the current English rates of 4, 474 or 5
per cent. On mortgages 3% is the usual rate.

On the other side of the account, time deposits
of various classes mostly carry 2 to 214 per
cent; in 1952 42 per cent of all « Savings
Deposits » were at 234 per cent. Cash Bonds
carry 2% to 3%, according to length of
life. In these conditions all classes of banks
have been enjoying rising profits during post-
war years; the big banks have roughly doubled
their net profits since the end of the war,

and have been able to raise their dividends
substantially,

v

The most important restrictions imposed
upon the commercial banks are those embo-
died in the Banking Law of 1934. This
resulted from the difficulties of the early
« thirties», and was not inspired by the
intention to subject the commercial banks to
control by the central bank but was designed
to maintain a high degree of banking liquid-
ity for the protection of the depositors. All
liabilities due at sight or within one month
are for this purpose classed as Short-Term
Liabilities, and against these liabilities the
banks (of all classes, including the private
banks) are obliged to hold cash and highly
liquid assets in certain minimum proportions.
The required percentages depend upon the
proportions which the banks’ Short-Term
Liabilities bear to their total liabilities, the
effect being that the required percentages
are lower for Savings Banks and suchlike
and higher for the big banks in which sight
deposits are much more important. These
liquidity requirements may be set out in
tabular form:

Cf the Amount of Short-Termn Lia-

Of Tatal Liabili- bilities there must be held :

Stage
ties Short-Term In Cash 4+ highly
Liabilities are: In Cash liquid assets
T up to 15% 2.5% 25%
T 15-20%, % 30%
111 20-25%, 4%, 40%
v over 25%, - 5% 50%

These «stages» are applied to all banks:
that is to say, a bank with total" liabilities
100, of which say 4o are short-term, is requir-

ed to hold in cash 2.5%, of 15, plus 3% of 5,

plus 4% of 5, plus 5% of 15 (15 being the
excess of 40 over 25),

While it is important to note that these
liquidity requirements were imposed for the
protection of depositors, and in reflection of
the view that a «deposit bank’s» liquidity
should be bigher than a «savings bank’s»
liquidity, the requirements could be made to
serve the purposc of the central bank in
restraining inflationary developments. There
has not been, so far, any attempt to control
the system in this way; indeed the banks
have for some years been highly liquid and
the central bank, unable to absorb by open
market operations this surplus- liquidity, has
not been in a position to force the commercial
banks to limit the expansion of credit. Never-
theless, the existence of these liquidity require-
ments might in some circumstances be an
important restraining factor in the whole
system, besides serving their original purpose
of restraining an individual bank from tying
its resources unduly in illiquid uses.

The Banking Act also lays down, for
banks other than « Private Banks», certain
g requirements for capital, in relation to total
w liabilities, and for the allocation of some
: profits to the accumulation of reserves until
these have become reasonably strong. There
are other requirements ancillary to these

' various provisions: for example, the form
of balance sheet is stipulated, and arrange-
ments whereby the National Bank is provid-
ed with this information on the position of
all banks, including the Private Banks whose
balance sheets are not published, There are
similarly provisions for auditing by indepen-

auditing. Finally the Act established a Bank-
ing Commission of five members (appointed
by the Government) whose duty it is to receive
the auditors’ reports and in this and other

i requirements of the Act are being observed
L 3 by every bank, -
i3 The central bank is the Swiss National
i Bank. It is a sharcholders’ bank; 55 per
cent of the shares are held by the Cantonal
Governments and Cantonal Banks and the
temainder is widely distributed among pri-
vate holders. The dividend it pays is limited

dent auditors, in addition to the usual internal

ways to ensure that the liquidity and other
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and certain allocations to reserve are prescrib-
ed by law. In addition, it pays to the Canto-
nal Governments 8o cents a year for each
inhabitant of the Canton (the total payment
jumps every ten years when the payment is
adjusted to the latest Census returns); this
payment originated as compensation to the
Cantons when their note-issue was replaced
by the monopoly issue of the National Bank.

The government of the National Bank is
a complex organisation, at least in appearance
— probably the reality is simple enough. The
Bank Council is a large body of represent-
atives from all parts of the country as well
as representatives of various economic activi-
ties. This Council elects eight members who,
with the President and the Vice-President,
form the Executive Committee. The Board
of Management consists of the President, the
Vice-President and one other, all of them
appointed for terms of six years by the federal
Government acting with advice from the
Bank Council. This Board of Management
is the active day-to-day administrative body
of the Bank. Meetings of the full Bank
Council are held quarterly and afford to the
Bank’s management some opportunity to en-
sure that the Bank’s policy is understood and
appreciated. Even more important from the
point of view of « public relations» is the
President’s speech at the annual meeting of
the Bank’s sharcholders; it is on this occa-
sion that the President makes the official
views of the Bank known to the whole
country. The Bank enjoys substantial free-
dom from government interference, but in
these meetings and in other ways it has to
be careful to secure genuine public support
for its actions. It has to make an Annual
Report to the federal government, which has
the right to (and sometimes does) return the
Report to the Bank for amendment.

The National Bank is unusual in having
two Head Offices, one in Berne and the other
in Zurich. This division is not to be com-
parated with the twelve Federal Reserve
Banks of the U.S.A.; it is rather as if the
Bank of England divided its main business
between two offices, one in the City of
London and one at Westminster. At Zurich
matters of general policy and most actual
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banking functions are covered, while the
Berne office takes care of the government
account, the notedssue, the handling of
gold, and central bookeeping. There are
also 8 branches, and 15 agencies. A Canton
in which there is no branch has the right
to demand an agency within its area.

The bank has the monopoly of the note
issue, and its notes arc full legal tender.
Against these notes the bank is required to
hold at least 40 per cent in gold, and the
remainder in bills, including both Treasury
and commercial bills and, under recent legis-
lation, certain short-term bonds. In fact since
1931 the gold reserve has always been above
100 per cent of the note issue. In appearance
these arrangements contrast sharply with
those in England, where the gold reserve
has long since ceased to be related in any
way to the note issue, and is now much less
in value than the note circulation. In fact,
however, the Swiss like the English author-
ities relate their gold reserve to the interna-
tional liabilities and balance of payments;
foreign deposits in Swiss banks are large and
the present gold reserve is not excessive in
relation to these liabilities.

The Bank acts in the normal central
banking way as banker to the other banks.
It receives deposits from them, on which
they work for clearing purposes and for
keeping themselves sufficiently but no more
than sufficiently provided with tillmoney. It
is empowered to rediscount bills maturing
within three months and bearing two good
sighatures, and to grant interestbearing loans
against suitable collateral (Lombard advances).
These powers enable it to act, if required,
as lender of last resort, and it is clearly
understood that it would so act whenever
called upon to prevent a widespread financial
collapse, although it would not feel obliged
to intervene to protect a particular bank
from the consequences of its own ill-manage-
ment,

In law the National Bank is fully em-
powered to act as banker for ordinary (non-
banker) customers, and it does have some
private accounts. It is not allowed to pay
interest on any non—governamcntal accounts,
nor does it complete in any other way for

ordinary banking business. In this matter
it acts in much the same way as the Bank
of England, whose private banking business
is a relic of earlier circumstances, a relic
which the Bank secks rather to diminish
than to expand,

As banker to the federal government the
National Bank holds considerable balances,
on which it has power to pay interest, In
lending to the government, however, it has
hitherto been unusually ciecumscribed: it was
allowed to purchase interest-bearing bearer
obligations of the federal government, the
Cantons and foreign governments but only
for the semporary investment of funds. Most
authorities on central banking would consider
this restriction of the National Bank as a
serious deficiency in its power as a central
bank. The Bank has hitherto, because of
this lack of a portfolio of government secur-
ities, been able to do little to restrict infla-
tionary tendencies set up by the abnormally
high liquidity of the Swiss banking system
in recent years, a liquidity created largely by
the influx of foreign deposits, a peculiarly
dangerous base on which to erect an expan-
sion of bank credit.

One asset the National Bank has, how-
ever, held in abundance — gold. The Bank
has been able to secure substantially the same
result as follows a sale of government secur-
ities by selling gold to the general public.
It did for a short period sell gold, in signi-
ficant quantities, but sales have for some
time been suspended although the system
remains dangerously liquid. The National
Bank’s discount rate has remained since 1936
at 1% per cent, but even at this low rate it
is completely ineffective, as the commercial
banks are highly liquid and there are not
cven temporary cash shortages (very impor-
tant as a source of the Bank of England’s
power) to force the banks to borrow from
the National Bank.

In this situation of abnormal liquidity,
inflationary conditions in the outside world
and unduly restricted central banking power,
the Swiss National Bank has had to make
the most of its undefined but very important
powers of advice and influence, As the
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government’s banker it is constantly con-
sulted on all questions of government dﬁ:bt
management, and this naturally brings Wl.th
it much other consultation — by commercial
as well as official parties — on capital market
operations. Its permission has to be ob.tamcd
for all large foreign loans. Another impor-
tant source of influence is the system whereby
bills about to be discounted in the market
are referred to the National Bank for certi-
fication of their «eligibility » for rediscount
at the National Bank. Although the Bank’s
power of actually operating as lender of -last
resort has, through circumstances, fallen into
disuse, bankers continue to act as though it
might come into operation at any moment,
and therefore give preferential terms to cligible
paper, provided that this cligibility has becn
duly certified. Constant reference of this
paper to the National Bank gives it oppor-
tunity for judging whether business is becom-
ing unduly speculative, and for discouraging
developments in  undesired directions. In
these circumstances the commercial banks
have easily got into the habit of individually
consulting the National Bank.

In one matter the National Bank has felt
itself able to go beyond advice to individual
banks, and has organised general agreement
to restrict certain business. In the abundant-
money years after the war, competition among
the banks led to extraordinarily easy terms
for mortgage borrowers. Traditionally a Swiss
bank would lend 70 per cent of the approved
valuation of the house, but competition for
business led to loans of 8o and even 85 per
cent. This was soon the basis of unhealthy
speculation in building, which the National
Bank sought to check. It brought all the
banks into a « gentleman’s agreement » whe-
reby no bank should lend more than 7o per
cent of the valuation. This agrcement 1s

loyally observed by all classes of banks, which
indeed arc happier to see their traditional
limits restored; it is said that the measure
has had the desired effect in checking spe-
culation in the building business.

Thus the National Bank, despite its extra-
ordinarily restricted powers, has been able
to wield considerable influence. It may be

- that the respect in which it is held has given

it more real power to check unhealthy deve-
lopments than would have been derived from
wider statutory powers. Its task is perhaps
simpler than that of the Bank of England,
which has traditionally enjoyed powers as
wide as those of the Swiss National Bank
have been narrow.' But Switzerland’s finan-
cial prestige has brought with it the 'risks
and the responsibilities of an international
centre, and for such a centre there is much
to be said for the Bank of England’s prescrip-
tion of power as well as influence.

This view has recently prevailed, and by
a law promulgated at the end of 1953 the
National Bank has become free to purchase
bonds of the Federal Government, the Can-
tons, and the Cantonal Banks, subject only
to the restricion that the bonds must be
within two years of maturity. Such bonds
may be included in the cover for the note-
issue — subject still -to the 40 per cent
minimum in gold. It remains to be seen
how this new power will be used. The Swiss
money market is much narrower than t_'hose
of London and New York, and it seems likely
that the authorities will be cautious in using
their new wcapon. But it certainly is an
important innovation, and should enable th_c
Swiss authorities to act meore decisively if
there should be a renewal of inflationary
forces.

R. 8. Savsanrs




