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Symptoms
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US$-CHF   1913-2015

 http://www.measuringworth.com/
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The euro/Swiss franc exchange rate from 1999 to 2015

Inception in 1999: 1.58 Swiss francs per euro 
Peak in October 2007 at around 1.67 Swiss francs per euro 
Financial/Euro crisis: steady decline between 2008 and 2011 
Record low of 1.007 Swiss francs per euro on August 9, 2011 
Official target zone announcement on September 6, 2011 by the SNB 
Abandoning of (official) exchange rate defence on January 15, 2015 
rapid decline, then rebound and levelling around 1.05 Swiss francs per euro

-2.4% per year
Chf per 1 euro
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The EUR/CHF and the SNB balance sheet

data downloaded from: http://www.snb.ch/en/iabout/stat/statpub/statmon/stats/statmon/statmon_A3_1

the SNB has accumulated a portfolio of weak foreign currencies of a size 
comparable to the annual Swiss GDP

200

300

400

500

S
N

B
o�

ci
al

re
se

rv
e

as
se

ts
in

B
il
li
on

S
w

is
s

F
ra

n
cs

2010 2011 2012 2013 2014 2015
0.9

1.0

1.1

1.2

1.3

1.4

1.5

E
U

R
/C

H
F

EUR/CHF

Foreign Currency Reserves

2010 20152011 2012 2013 2014

Chf per 1 euro



|The Swiss Sovereign Fund https://www.ecb.europa.eu/stats/exchange/eurofxref/html/eurofxref-graph-chf.en.html

Chf per 1 euro



The	CHF	is	NOT	free	floa1ng	as	some	people	think.	SNB	con1nues	to	intervene	a?er	15/01/2015	

~100	Billion	ChF	per	year
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Total	reserve	assets,	in	billion	CHF.	Source:	SNB

CHF/EURO=1.2
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Private	sector	capital	flows	no	longer	mirror	the	current	
account	surpluses:	The	SNB	steps	in
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In response to the Swiss franc’s strength, companies have sought to 
stay competitive through extra working hours, pay freezes and 
stepped-up production. 



Diagnostic



2008-2020s: New era of pseudo growth fueled by QEs and 
other Central Banks+Treasuries actions 

-very low interest rate for a very long time (decades) 
-net erosion even in the presence of apparent low (disguised) 
inflation 
-reassessment of expectation for the social and retirement liabilities 
-a turbulent future with many transient bubbles 
-need to capture value and be contrarian => exploit herding and fear 

2020s-20xx: Interconnection of many systemic risks

1945-1970: reconstruction boom and consumerism 
1971-1980: Bretton Woods system termination and oil shocks / 
inflation shocks 

1981-2007: Illusion of the “perpetual money machine” and 
virtual financial wealth

Fundamental	origins		
of	the	on-going	economic	crises



The share of wages and of private consumption as a percentage of the Gross Domestic Product (GDP) for 
the U.S. from 1963 until 2013. Source of data: Ameco, the Annual Macro-Economic Database of the 
European Commission, and Michel Husson.

consumption

wages



The share of wages and of private consumption as a percentage of the Gross Domestic Product (GDP) for 
the U.S. from 1963 until 2013. Source of data: Ameco, the Annual Macro-Economic Database of the 
European Commission, and Michel Husson.

Personal Savings Rate/Disposable Income 

Household Wealth/GDP 



27 Jan. 2015

IP: industrial production



Risks and uncertainties in Europe

•PIGS countries (Portugal, Ireland, Greece, Spain) 

•Italy (political, banks, enormous debt) and then… France 

•BREXIT 

•Growing productivity divergence 

•Absence of will for fiscal transfer 

•The euro “Frankenstein monster” 

•Inequality and impoverishment of the bottom 95% 

•Political shifts (“populism”) and social instabilities
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The “new normal” and slow growth / euro instabilities 
are with us for the long term!



The pressure on the Swiss franc has been 
growing in the last 8 years and will 
continue in the next 3-5 decades! 

~ +100 Billion ChF per year

Diagnostic:



CAB:	current	account	balance;													KAB:	capital	account	balance	
NIIP:	net	interna1onal	investment	posi1on

NIIP

sum CAB



Need for long-term solutions



In	the	past
SNB	(CHF	100b)

Swiss	Residents

Gross	
financial	
flows	from	
Trade	in	
Goods	 and	
Services;	
investment	
income

Rest	of	the	World

Change	in	
asset	
ownership:	
Swiss	 buy	
more	$	
assets	than	
vice	versa

Payments	to	
cantons,
Monetary	
policy



Recently
SNB	(CHF	600b)

Swiss	Residents

Gross	
financial	
flows	from	
Trade	in	
Goods	 and	
Services;	
investment	
income

Rest	of	the	World

Change	in	
asset	
ownership:	
Swiss	 buy	
more	$	
assets	than	
vice	versa

Payments	to	
cantons,
Monetary	
policy

Short-term	
investment
,	low	
returns

• Swiss	residents	(firms	and	households)	repatria1ng	
foreign	investment	and	being	reluctant	to	invest	the	
current	account	surplus	abroad	for	RATIONAL	reasons	

• Foreigners	buying	the	CHF	as	a	safe	haven	currency



In	the	Future

SNB	(CHF	100b)

Swiss	Residents

Generation	Fund

(CHF	700b	+):

Wealth	for	

Future	

Generations

Gross	

financial	

flows	from	

Trade	in	

Goods	 and	

Services;	

investment	

income

Rest	of	the	World

Change	in	

asset	

ownership:	

Swiss	 buy	

more	$	

assets	than	

vice	versa

Payments	to	

cantons,

Monetary	

policy

Long-term	

strategic	

investment

,	wealth	

preservati

on	and	

creation

FX	reserves
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|The Swiss Sovereign Fund The Global  Competitiveness Report  2015–2016 (Klaus Schwab, World Economic Forum)



Fond Souverain Suisse

(“Swiss Generation Fund”)
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The Swiss Sovereign Fund
creation of a Swiss Sovereign Fund (SSF) to capitalise the Swiss success  
with the SSF, we reach two goals:  

1. stabilise the CHF with respect to a predefined currency basket 
2. earning from the SSF can be use to: 
 

reduced taxes

empowered private sector 

more investment and innovation

i) invest in well-
diversified,  

long-term,hard 
assets 

ii) invest in education and 
infrastructure; solve 
the pension return 

problem 

storage of value 
in the real economy 

with long-term growth for  
transfer of wealth to  
the next generation 

+  
maintain competitiveness



|The Swiss Sovereign Fund 35

Opportunity for socially responsible investment 

Model of governance to promote and export the Swiss way 

addresses the pension liabilities of >100’000 euro per 
person 

intergenerational commitment    

(“la force de la communauté se mesure au bien-être 
du plus faible de ses membres”, Constitution Suisse)

Benefits	from	the	crea<on	of	a	new	sovereign	fund	
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The Swiss Sovereign Fund

1) Institution structure, design, mandate, bylaws 

2) How do we get the money (SNB, Swiss Gov debt, a special 
vehible like Fanny Mae issuing Gov backed debt, pension funds) 

3) How do we invest this money abroad (best Swiss minds and 
international professionals on the model of Harvard/Yale/Stanford) 

4) How do we utilise the proceeds / returns within Switzerland (in 
addition to reinvesting and thus growing the fund for the future)? 
Well designed consensual projects. 

5) Contingency plans in case of (i) an attack on the Swiss franc 
and (ii) a crash or large loss on the fund. 



T=0

Assets Liabilities
Domestic	stocks	and	government	 bonds,
gold

Banknotes

Foreign	currency	reserves Sight	deposits

Assets Liabilities
- -

Central	Bank	Balance	Sheet

Balance	Sheet	of	the	Sovereign	Wealth	Fund



T=1

Assets Liabilities
Domestic	stocks	and	government	 bonds,	
gold

Banknotes

Foreign	currency	reserves	-200 Sight	deposits

Special	Bonds	+200

Assets Liabilities
Foreign	currency	reserves	+200 Special bonds	 +200

Central	Bank	Balance	Sheet

Balance	Sheet	of	the	Sovereign	Wealth	Fund



T=2	
Bonds	can	be	sold	to	banks	or	insurance	companies,	sterilizing	

sight	deposits	at	the	central	bank

Assets Liabilities
Domestic	stocks	and	government	 bonds Banknotes
Gold Sight	deposits	 -100

Foreign	currency	reserves

Special	Bonds	 -100

Assets Liabilities
Sight	deposits	at	the	central	bank	-100 Deposits	(checking	and	savings	accounts)
Special	Bonds	+100

Central	Bank	Balance	Sheet

Balance	Sheet	of	the	banking	sector+insurance + private
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1/3 academic 
1/3 investor professionals 
1/3 parliament/democratic representatives

Who manages the SSF?

Senior financial investors and risk management, with 
different mindset and expertise than the central banks, 
enhancing wealth

Scenario:  SSF=500 Billion Chf 
5% return on foreign investments - 3% ChF appreciation 
=> 2% net return in ChF => 10 B ChF return 
5 B reinvested and 5 B earmarked for super Apollo 
projects and other ambitious initiatives
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The return on the capital endowments of U.S. universities, 1980-2010

Between 1980 and 2010, U.S. universities earned an average real return of 8.2% on their capital endowments, and all the more so 
for higher endowments. All returns reported here are net of inflation (2.4% per year between 1980 and 2010) and of all administrative 
costs and financial fees. Sources: see piketty.pse.ens.fr/capital21c.



Super-Apollo	projects	
WWII	effort	in	1me	of	“peace”	but	great	global	challenges	

nuclear, batteries, water, de-desertification, health…

need for massive innovation / productivity policies 
to complement / replace non-working monetary and fiscal 
policies 

Switzerland could 
become the world 
leader in green 
technologies,  
exporting worldwide 
the breakthroughs.



The	Swiss	case	is	not	unique,	and	a	Sovereign	Wealth	
Fund	not	something	extraterrestrial.	

Let	us	have	a	look	at	China,	Korea	and	Singapore…



China:	Current	Account	surpluses	and	capital	inflows	
are	mirrored	by	central	bank	intervention
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China	Investment	Corporation	(CIC)

• Currently	USD	814	billion	assets	under	
management	according	to	SWFI	
(http://www.swfinstitute.org/swfs/china-investment-corporation/)

• Created	to	better	manage	part	of	the	foreign	
exchange	reserves

• The	new	vehicle	CIC	issues	bonds	amounting	
to	USD	200b	guaranteed	by	the	government	
that	are	swapped	with	some	of		the	foreign	
exchange	reserve



South	Korea:	After	the	Asian	Crisis	of	1997,	reserves	are	
accumulated,	mirroring		a	current	account	surplus
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Current	Account Capital	(and	financial)	account	(excl.	Reserves) Reserve	assets



Key	facts:	Korea	Investment	

Corporation	(KIC)

• 2003:	Creation	of	the	KIC	with	$17b	FX	reserves	and	
$3b	assets

• Motivation:	
– Central	Bank	does	not	need	all	FX	reserves	($360b	in	
2015)	and	cannot	invest	in	illiquid	assets

– Create	high	long-term	returns

– Develop	Korea	as	asset	management	center

– Since	2011	KIC	is	allowed	to	issue	bonds

– Currently	$90b	under	management,	but	the	goal	are	
$200b	by	attracting	domestic	pension	funds	that	lack	the	
necessary	expertise	and	risk-sharing	capabilities	to		
enhance	investment	performance

– Net	foreign	wealth	of	Korea	is	$198b	in	2015



Similar	story	in	Singapore:	Huge	current	account	
surpluses	and	continuous	acquisition	of	reserve	assets
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Singapore

•Small	open	economy	with	a	financial	center,	like	Switzerland	
•Persistent	Current	Account	Surpluses	
•Exchange	rate	policy:	Crawling	peg	(slowly	apprecia1on	

Singaporean	Dollar)	
•Central	Bank	and	two	Sovereign	Wealth	Funds	aim	at	over-

compensa1ng	the	losses	from	the	apprecia1on	
•Central	bank	plus	roughly	½	of	Temasek	Holdings	plus	GIC	assets	

amount	to	over	200%	of	GDP	(which	is	roughly	equal	to	the	
Net	foreign	wealth	(NIIP)	

•All	together	they	make	sure	that	foreign	investment	is	large	
enough,	mirroring	the	current	account	surplus



Successful	preservation	of	wealth
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SUPPLEMENTS
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The balance of trades without a crisis

CHF

imports 
Swiss spendings 
abroad 
Swiss investments 
abroad

exports 
foreign spending 
in Switzerland 
foreign 
investments in 
Switzerland

slight imbalance (     3% per year) because in CH we have relatively

strengthening foreign 
currencies due to: 

strengthening CHF 
 due to: 

⇡
low inflation  
high productivity growth

$ € 
£ ¥
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The balance of trades with global and Euro crisis

CHF
reduced 
domestic 
investments 
abroad

increased 
domestic 
investments by 
Swiss 
increased 
domestic 
investments by 
foreigners 

$ € 
£ ¥

weakening foreign 
currencies due to: 

strengthening CHF 
 due to: 

to balance the CHF, the SNB must print money “out of nowhere”
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The balance of trades with global and Euro crisis

CHF
reduced 
domestic 
investments 
abroad

increased 
domestic 
investments by 
Swiss 
increased 
domestic 
investments by 
foreigners 

$ € 
£ ¥

weakening foreign 
currencies due to: 

strengthening CHF 
 due to: 

to balance the CHF, the SNB must print money “out of nowhere”



|The Swiss Sovereign Fund 55

Creating CHF means mining a precious metal

CHF

$ € 
£ ¥

the CHF plays a role similar to a currency like oil or gold, in great demand by foreigners 
the CHF can be considered an almost unlimited source of wealth over the long term 
we can export our currency in controlled amounts to reach a target band for the CHF 



|The Swiss Sovereign Fund 56

What could go wrong? 
The “CHF commodity” in the hand of foreigners is a liability of Switzerland 

weakening Swiss economy

CHF less attractive

increased interconnectedness between Switzerland and international markets due 
to the highly diversified SSF  

Who do we trust with the SSF? What if there is a reputation loss?  

depreciating CHF / “bank run”

increased pressure on CHF

Remark: if our ChF performs less well and drops in value, we are more competitive at exports and this 
strengthen further the economy, giving a correction force (mean reversal) that tend to reverse the weakness of 
the CHF and thus strengthens it. Thus, printing ChF and become complacent has, to first order and short terms, 
a stabilising effect.
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Who manages the SSF?

Model of the GIC Private Limited, formerly known as Government of Singapore 
Investment Corporation, is a sovereign wealth fund established by the Government of 
Singapore in 1981.  
The funds managed by GIC are owned by the Singapore Government.  
GIC is accountable in various key areas to the President of Singapore who is 
empowered under the constitution to obtain information to enable him to safeguard the 
country's reserves. The Auditor-General, who is appointed by the President of 
Singapore, submits an annual report to the President and Parliament on his audit of the 
Government and other bodies managing public funds. 
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Who manages the SSF?

Norwegian sovereign fund (http://www.nbim.no/en/):  surplus wealth produced by 
Norwegian petroleum income and is owned by the Government of Norway. 
managed by Norges Bank Investment Management, a part of the Norwegian Central 
Bank on behalf of the Ministry of Finance. 
search for high returns over time and for long-term investment opportunities in specific 
sectors and companies. 
The fund invests for future generations. It has no short- term liabilities and is not subject 
to rules that could require costly adjustments at inopportune times.  
Norges Bank Investment Management seeks to safeguard investments in more than 
9'000 companies worldwide by promoting good corporate governance standards and 
encouraging businesses to improve social and environmental standards. 
six strategic focus areas for ownership activities: 1. equal treatment of shareholders 2. 
shareholder influence and broad accountability 3. well-functioning, legitimate and efficient 
markets. 4. Children's rights 5. Climate change risk management 6. Water management.  
- The companies are expected to follow internationally recognised corporate governance 
standards. Norges Bank Investment Management is a signatory to the UN Principles for 
Responsible Investment. We exercise ownership rights based on the UN Global Compact 
and the OECD Guidelines for Corporate Governance and Multinational Enterprises. We 
report on our ownership activities on a quarterly and annual basis 




