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Central banks are confronted with
uncertainty in different dimensions



Uncertainty about the future environment

ECONOMIC POLICY UNCERTAINTY: SWITZERLAND
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Uncertainty about the future environment

FORECAST DISAGREEMENT: SWITZERLAND
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— Uncertainty is not a new phenomenon

»Monetary policy is decision-making
under uncertainty

»Particularly relevant for a small open
economy with a safe-haven currency
such as Switzerland

— Central banks need to be prepared

» Systematic monitoring and assessment
of risks

» Ability to rapidly assess and respond to
effects of shocks on the economy

»Robust monetary policy strategy

4 21.11.2025 The SNB and its Watchers | Attilio Zanetti | Confidential | © Swiss National Bank

SNB BNS =F



Uncertainty about the current state of the economy (data uncertainty)

REAL GDP GROWTH: RANGE OF DATA RELEASES
Switzerland, seas.-ad]., yoy growth, data vintages since May 2000
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Uncertainty about how the economy operates (model uncertainty)

—«True» model of the economy is not known
—Overall structure
—Functional form and parameter values

—Central banks need to rely on broad-based assessments
—Employ range of models
—Involve several economists with different perspectives
— Cross-check with external perspectives (markets etc.)
— Granular understanding of economy (key variables, transmission)
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Granular understanding of economy: an example
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How the SNB navigates
uncertainty



SNB follows risk-management approach

—Consistency: firm commitment to price stability and medium-term orientation
—Pragmatism: choose policies that deliver good outcomes in many scenarios

—Determination: must be ready to take decisive action when necessary —
uncertainty must not mean indecision
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SNB follows risk-management approach: more on pragmatism

— High uncertainty and large shocks increase premium on flexibility to be able to respond
to rapidly changing conditions
— Typically abstain from forward guidance

— Definition of price stability in terms of range and over medium term (cannot fine-tune
inflation)

— SNB maintains appropriate monetary conditions, determined by interest rate and
exchange rate

»SNB policy rate as main instrument

> If necessary, additional monetary policy measures may also be used to influence
exchange rate or interest rate (e.g. FX market interventions)

»Different measures might have different value under certain amount and duration of
uncertainty

»Permanent cost-benefit analysis
— Pragmatism is not synonymous with unbound discretion and lack of discipline

10 21.11.2025 The SNB and its Watchers | Attilio Zanetti | Confidential | © Swiss National Bank SNB BNS =F



Monetary policy decisions under uncertainty require case-by-case
evaluation

— Appropriate monetary policy response depends on type of uncertainty, so that
case-by-case evaluation required

—Optimal response might be more or less aggressive

—Uncertainty about the state of the economy or the transmission of policy: more
attenuated response typically required a la Brainard (1967; see also
Svensson and Woodford, 2002)

—Uncertainty about the persistence of inflation: stronger response called for
(see Soderstrom, 2002, or Giannoni, 2002)
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Conclusion

— Uncertainty is and always was key characteristic of conduct of monetary policy

»Particularly in small open economy with safe-haven currency such as Switzerland,
which is frequently exposed to large shocks

— Need monetary policy strategy that accounts for and is robust to changes in uncertainty

»SNB follows risk-management approach based on consistency, pragmatism and
determination

— Operating in environment of high uncertainty and large shocks increases premium
on flexibility, but does not mean lack of discipline

— Monetary policy decisions under uncertainty require case-by-case evaluation
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Thank you for your attention!

© Swiss National Bank
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