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Executive Summary 
Economic growth in Switzerland has slowed in recent quarters, and recently released data showed 
the third quarter was no exception. Overall growth has been weighed on by the country’s external 
sector, which has suffered from a strong domestic currency and tepid growth among its main 
trading partners. However, domestic demand has also been soft, which has perpetuated the 
deflationary environment that Switzerland has been mired in for the past few years. The Swiss 
National Bank (SNB), the country’s central bank, has implemented negative policy rates in an 
attempt to spur inflation, and is unlikely to remove policy accommodation any time soon. 

Looking ahead, most forecasters expect that real GDP growth will remain below 2 percent 
through the end of the decade. Indeed, it appears that the long-term growth rate of the Swiss 
economy has downshifted in recent years, and likely will remain low in the coming decades. Slow 
growth in the working age population should reduce the likelihood Switzerland will be able to 
achieve the robust growth rates registered in the prior decade.  

Swiss GDP Growth Remained Weak in Q3 
Data released on December 1 showed that the Swiss economy stagnated in the third quarter. The 
year-over-year rate of growth fell to 0.8 percent, the slowest pace in more than three years. While 
the soft headline reading is largely attributable to a drawdown in inventories over the quarter, the 
trend in Swiss domestic demand growth remains relatively anemic at present. In particular, 
despite a solid 0.4 percent sequential growth rate in Q3, household consumption is up only 
1.2 percent from a year earlier. Fixed investment spending contracted over the quarter, led by 
weakness in construction investment, and is currently up only 1.1 percent from a year ago. Total 
final domestic demand, which excludes changes in inventories and foreign trade and serves as a 
proxy for underlying growth in the economy, increased only 1.5 percent on a year-ago basis.  

Figure 1 

 

 

Figure 2 

 

Source: IHS Global Insight and Wells Fargo Securities, LLC  
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Export growth was shown to have added to overall GDP growth in the third quarter. However, 
Swiss exports are notoriously choppy on a quarter-by-quarter basis, and on balance, the level of 
exports is more or less flat relative to two years ago. Switzerland’s external sector has been 
challenged by a number of factors, including a strong domestic currency and slow growth among 
its main trading partners, two factors which we discuss in further detail subsequently in this 
report.    

Implications for Swiss National Bank Policy  
Given the continued softness in growth, it comes as little surprise that the Swiss economy has 
been unable to pull itself out of the deflationary environment it has been immersed in for much of 
the past few years. To be sure, the decline in the headline CPI is in part due to the sharp drop in 
energy prices; however, the “core” rate of inflation is also well into negative territory at present 
(Figure 3). In addition to lackluster growth in domestic demand, strength in the Swiss franc is 
also weighing on inflation in Switzerland. A surprise move from the SNB in January 2015 to 
remove the floor of 1.2 Swiss francs per euro that it had defended for more than three years 
caused the franc to skyrocket in value vis-à-vis most foreign currencies. While the franc has since 
receded from highs seen earlier this year, the real effective exchange rate (i.e., the inflation-
adjusted and trade-weighted value of the currency) is still up more than 6 percent from a year ago 
(Figure 4). A strong domestic currency makes imported inputs less expensive, thus weighing on 
overall consumer prices.  

Figure 3 

 

 

Figure 4 

 

Source: IHS Global Insight and Wells Fargo Securities, LLC  

The Swiss National Bank (SNB) does not have a formal inflation target, instead aiming to keep the 
12-month CPI inflation rate below 2 percent. While the SNB is technically achieving this goal at 
present, most observers would likely argue that the persistent deflation Switzerland is 
experiencing is problematic for economic activity. Deflation feeds into expectations of continued 
price declines in the future, which increases the likelihood that consumers will delay purchases of 
“big ticket” items such as cars and appliances, thus weighing on consumer spending and 
depressing prices even further.  

If their recent actions are any indication, policymakers in Switzerland are clearly concerned about 
falling prices. After holding its main policy rate at zero for more than three years, the SNB cut it to 
-0.25 percent in December 2014. Following its surprise decision to abandon the franc-euro floor 
in January 2015, policymakers cut the policy rate further into negative territory to -0.75 percent, 
where it has subsequently remained. At present, most forecasters do not expect CPI inflation in 
Switzerland to return to positive territory until year-end 2016, and that it will remain only 
marginally positive through 2017. Accordingly, the SNB is unlikely to raise its benchmark policy 
rate in the near future. 
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Slow Growth Set to Continue as Imbalances Grow 
A strong currency has important implications beyond its impact on inflation. Switzerland is a very 
open economy, as exports are equivalent to nearly 70 percent of GDP. With a stronger domestic 
currency, Swiss exports become relatively more expensive and thus less attractive for foreign 
buyers. As such, persistent strength in the franc poses a longer-term threat to Switzerland’s all-
important export market in our view. Moreover, as previously mentioned, Swiss exports have also 
been restrained by slower growth in the Eurozone. While the share of the Switzerland’s exports 
destined for the Eurozone has declined over the past decade or so, the country continues to send 
roughly half of its exports to members of the currency union. If, as we expect, growth remains 
modest in the Eurozone in the coming years, growth in Swiss exports will likely be relatively soft, 
everything else equal. 

Like many developed economies, Switzerland’s population growth is expected to downshift 
significantly in coming years. However, the outlook for the country’s working age population, a 
more important determinant of long-run growth rates, is less unfavorable than some of its 
neighbors in Europe. Whereas countries such as Germany and France are expected to see outright 
declines in the working age population, the United Nations projects that Switzerland’s working 
age population will be more or less flat over the next few decades (Figure 5). That said, given the 
expected downshift in working age population growth in Switzerland, the country likely will have 
a difficult time achieving the 3 to 4 percent real GDP growth rates that it registered in the years 
immediately preceding the global financial crisis. While we do not explicitly forecast Swiss GDP 
growth, most forecasters expect growth will remain below 2 percent through the end of the 
decade.     

Figure 5 

 

 

Figure 6 

 

Source: The United Nations, OECD and Wells Fargo Securities, LLC  

Meanwhile, the SNB’s highly unconventional interest rate policy has been fueling imbalances in 
the country’s housing market. As exceptionally-low interest rates have fueled increased demand 
for homes, home prices have continued to appreciate. While the 2-3 percent annual growth rates 
in home prices that Switzerland has experienced recently might appear relatively modest, 
nominal GDP is more or less stagnant at present, and consumer prices have been contracting for 
most of the past four years. Indeed, in real terms, Swiss home prices have increased 22 percent 
since 2010 compared with an average of 5 percent growth among all OECD countries.  

Another measure which is instructive of relative home price gains is the home price-to-income 
ratio, which tracks the evolution of home prices relative to households’ disposable income. As 
Figure 6 shows, the price-to-income ratio in Switzerland has increased roughly 10 percent over 
the past five years, while the ratio for all OECD countries has been more or less unchanged on 
balance over the same time period. The rise in the price-to-income ratio also raises concerns 
about affordability. 
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While risks have been brewing in the Swiss housing market, a number of indicators suggest banks 
and borrowers have prepared themselves well for any interest rate shock that may occur. For 
instance, 87 percent of mortgages outstanding at the end of 2014 were issued with fixed interest 
rates, up from roughly 40 percent in 2000. Accordingly, households in aggregate should have less 
exposure to rising interest rates when the SNB eventually reverses its highly accommodative 
policy stance. Moreover, the share of mortgages with loan-to-value ratios above 80 percent has 
fallen from nearly 25 percent four years ago to just over 15 percent at present, signaling Swiss 
banks are becoming more prudent in allocating mortgages to less risky buyers.1 In short, it seems 
the country’s banks are aware of the imbalances and are implementing policies that should soften 
the blow from any correction in house prices, should it occur.  

Conclusion 
Swiss economic growth has trended downward over the past few quarters. Softness in Swiss 
exports, which have suffered from persistent strength in the franc and tepid growth among the 
country’s main trading partners, in particular the Eurozone, has contributed to the downshift in 
overall GDP growth. However, domestic demand growth has also been unimpressive, and has not 
been strong enough to produce sustained gains in consumer prices in Switzerland. Accordingly, 
the SNB has implemented negative policy rates in an attempt to spur inflation, and is likely to 
maintain an accommodative policy stance for quite some time.  

Looking ahead, most forecasters expect that real GDP growth in Switzerland will remain below 
2 percent through the end of the decade. Indeed, it appears that the long-term growth rate of the 
Swiss economy has downshifted in recent years, and likely will remain low in the coming decades. 
Slow growth in the working age population should reduce the likelihood Switzerland will be able 
to achieve the robust growth rates registered in the prior decade. 

                                                             
1 OECD (2015), OECD Economic Surveys: Switzerland 2015, OECD Publishing, Paris.  
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