Investment Solutions & Products
Swiss Economics

The era of strong growth is
over in Switzerland too
Monitor Switzerland | March 2019

Swiss Economy
Swiss GDP is set to grow by 1.5% in
2019

Monetary policy
Focus
Effects of a growth slump in China on Rate hike not before 2020
Switzerland would be primarily indirect

Page 6

Page 10

Page 14

Impressum

Publisher, Credit Suisse AG, Investment Solutions & Products
Dr. Burkhard Varnholt
Vice Chairman IS&P
+41 44 333 67 63
burkhard.varnholt@credit-suisse.com
Dr. Oliver Adler
Chief economist, CIO Office Switzerland
+41 44 333 09 61
E-Mail: oliver.adler@credit-suisse.com
Editorial deadline
13 March 2019
Copyright
The publication may be quoted providing the source is indicated.
Copyright © 2019 Credit Suisse Group AG and/or affiliated companies.
All rights reserved.

Contribution
Ewelina Krankowska

2

Swiss Issues Macro | March 2019

Éditorial

Dear Readers
Looking back over the last two decades, we identify two pivotal trends that have shaped the global
economy: first, the seismic shifts in the technology field (note internet penetration, digitalization),
and second, the equally dramatic ascent of China to the position of an economic powerhouse.
Both trends raise hopes, but recently they have also given rise to fears.
Apprehensions about China tend to take two diametrically opposed directions. On the one hand
are mounting concerns about a the possibility of a spreading weakness in the Chinese economy,
and this since early 2018, long before retaliatory US tariffs were slapped onto Chinese imports.
The onset of the US-China “trade war” exacerbated these worries. Our main scenario depicts the
two partners hammering out a deal in the coming weeks or months, because the tariffs obviously
harm both countries. However, even in this scenario there is no guarantee that the economic cooling in China will be quickly reversed, since growth in the Middle Kingdom in recent years has
stemmed primarily from a massive and hardly sustainable accumulation of debt, particularly on the
part of government enterprises. At the same time, the demographic situation is visibly deteriorating
as a consequence of decades of a one-child policy. A scenario similar to Japan in the beginning of
the 1990s, when a decade-long credit-driven growth boom suddenly collapsed, cannot be entirely
ruled out. Nonetheless, we think a continuation of the gradual growth deceleration is significantly
more realistic. Our Focus article describes what direct and indirect effects a growth slump in China
could have on Switzerland. It seems clear that these effects are sharply underestimated if one only
considers China's relatively modest share of direct Swiss exports.
In the opposite direction, there are fears that it is not China's weakness, but its increasing
strength, that poses the real threat. The US tariffs on imports from China, as well as the stricter
approval procedures for Chinese firms to acquire US companies, and other measures (note
Huawei) reflect these fears and can be viewed as an attempt to hinder China’s ascent. The Swiss
parliament, too, is regularly petitioned to prevent a “sell-off” of Swiss industry by imposing rigorous
governmental approval procedures. This position is less concerned about valuable capital inflows
being lost in the process. In our view, a central criterion in corporate takeovers, whether by domestic or foreign investors, should be to maintain the competitiveness of the market economy.
However, it is admittedly a gray area when government-supported companies carry out this type
of investment. Rather than acceding to the current demands of protectionist leanings, it would
make more sense to insist on adherence to internationally recognized standards, as stipulated in
the preamble to the Swiss-Chinese free trade agreement. This would certainly aid in calming the
above-described fears.

Thomas Gottstein
CEO Swiss Universal Bank

Oliver Adler
CIO Office Schweiz
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Global environment

Euro zone

Signs of stabilization in services sector
Purchasing managers’ indices (PMI) for the euro zone, growth threshold = 50

The steep drop in growth in European industry – especially
in Germany – has yet to hit bottom. The purchasing managers’ index (PMI) for manufacturing slipped below the growth
threshold of 50 points for the first time in more than five
years. Meanwhile, the services sector is displaying preliminary signs of stabilization. European PMIs for this sector
continue to indicate mild growth and actually rose slightly in
the most recent survey. Nonetheless, economic growth in
the euro zone is likely to be weak in 2019.
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US Federal Reserve on hold
US Fed policy rates and forecasts

In contrast to most other large economies, the US economy
appears to be in relatively robust condition. Nonetheless, at
its January meeting the US Federal Reserve adopted a more
cautious tone for the first time in years, and let it be known
that further interest rate hikes were on hold. This decision
was based on the significantly higher risk of global economic
cooling – especially in Europe and Asia. No inflationary risk
is evident at the moment; the inflation rate of 1.6% in January again fell short of the targeted 2%.
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China's external trade is decelerating
China’s exports and imports, year-on-year growth, 3-month average

China’s export and import growth dropped sharply at the
turn of the year. Given the uncertainties surrounding the
trade conflict, and business impacts related to the Chinese
lunar New Year, export data should be interpreted with caution. Weak import figures also reflect dwindling domestic
demand in China, which is likewise expressed in retail sales.
On balance, China’s economy should thus expand at a
slower rate in 2019 than in 2018.
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Swiss Economy

An era of strong growth is over
in Switzerland too
As global economic momentum decelerates, the era of strong growth for the Swiss
export economy is also drawing to a close. Thanks to relatively solid domestic
consumption, the Swiss economy should nonetheless expand by 1.5% in 2019.
The Swiss economy grew by 2.5% in 2018. This is the strongest rate in eight years, even inching
above the high in 2014 (+2.4%), just before the Swiss National Bank (SNB) scrapped the
minimum EUR/CHF exchange rate. However, there was a marked split last year, with an
unusually dynamic first half followed by stagnation in the second half. This was firstly attributable
to special effects such as licensing fees from international sporting events abroad and the summer
heat wave. The subsequent slower pace was chiefly due to fading stimulus from abroad, although
non-cyclical pharmaceutical exports managed to counteract the general export weakness
somewhat (see chart).
The global growth deceleration is likely to weigh on the Swiss export industry for some time. Our
export barometer, which measures economic conditions in foreign sales markets, recently
plummeted and is now supported only by the USA (see chart below). The main culprit for the fall
of the barometer is Europe, and the poor sentiment in China doesn’t help. Accordingly, we expect
export growth to weaken further in 2019. We forecast a rate of 2.5%, which would be the lowest
figure since 2015. Modest export demand generally coincides with subdued investment activity,
which is why we expect no further growth stimulus from investments in machinery and systems.
As for construction investment, we forecast only a minimal pick-up in growth because the
oversupply in the rental apartment market is still rising and order books are less well filled.
In contrast, the healthy labor market and correspondingly upbeat consumer sentiment, as well as a
return to slightly increasing immigration, all underpin consumer demand. However, the 1.4%
increase we forecast in consumption (2018: 1.0%) is not sufficient to offset declining momentum
in the export industry, which is why Swiss economic growth on the whole will likely be lower this
year than it was in 2018. We are therefore trimming our estimate for real GDP growth in 2019
from 1.7% to 1.5%.
claude.maurer@credit-suisse.com

Pharma exports keep average growth high

Only the USA bolsters the export barometer
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Economy Monitor

Inflation

Virtually nothing in Switzerland is actually more expensive
Year-on-year change in %

Inflation in Switzerland has been negative for several
months, which is partly attributable to oil prices being lower
than they were a year earlier. But even aside from this
factor, this is hardly any inflationary pressure. Only around
15% of the components of the national index of consumer
prices are currently more than 2% higher than they were a
year earlier. Against this backdrop, we are slightly lowering
our inflation forecast for 2019 to 0.5% (previously 0.7%).
We are leaving our 2020 estimate unchanged at 0.5%.

Inflation rate
Share of CPI components with an inflation rate of at least 2% (right scale)
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Dynamic employment growth in industry
Employment in full-time equivalents, YoY growth in %, PMI > 50 = growth

The Swiss labor market remains in good shape. Although
employment growth slowed slightly further in the fourth
quarter of 2018, there was a solid rise of 1.8% for the year
as a whole (2017: 0.6%). Employment in industry was
particularly vibrant, increasing by 1.7%, a figure not
exceeded since 2008. Leading indicators such as the
Purchasing Managers Index (PMI) suggest that jobs will
continue to be created in industry, albeit at a slower pace.
We expect overall employment to rise 1.2% in 2019.

Employment component of PMI (with 3-month lead)
Industrial employment (right scale)
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Immigration

Migration on the rise
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2017

Net immigration of resident population (Swiss and foreigners, excluding registry
corrections); 2018: extrapolation; 2019: forecast

A strong economy in 2018 put an end to the decline in
immigration to Switzerland that has been observed since
2014. Including the migration of Swiss citizens, net
immigration should be around 50,000 persons in 2018,
roughly in line with the previous year’s figure. This year,
employment is likely to increase more strongly in Switzerland
than in the euro zone. An increase in the allowed
contingents for non-EU countries, and the expiration of the
safeguard clause restricting immigration from Bulgaria and
Romania, lend additional stimulus. We therefore expect net
immigration to rise to around 55,000 persons.

120'000
100'000

Employment growth: diff. CH – euro zone
Net immigration (left scale)

6%
5%

80'000

4%

60'000

3%

40'000

2%

20'000

1%

0

0%
-1%

-20'000

-2%

-40'000
2002 2004 2006 2008 2010 2012 2014 2016 2018

sara.carnazzi@credit-suisse.com

Source: State Secretariat for Migration, OECD, Credit Suisse

Swiss Issues Macro | March 2019

7

Sectors I Monitor

Chemical and pharmaceutical industry

Growth deceleration in the chemical industry
Exports of goods in CHF bn, moving 6-month average

The strong export growth in the chemical industry came to
an abrupt halt in the fourth quarter of 2018. A major factor
here was the extremely low water level of the Rhine river,
which disrupted goods transportation. Aside from this extraordinary effect, weaker industrial demand in Europe may
depress the pace of export growth in future, especially in the
cyclical chemical sector, or even temporarily reverse the
trend to shrinking exports. Pharmaceutical exports are likely
to continue rising, since they have little dependence on European industry.
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Engineering, electrical and metal industry (MEM)

Drop in exports overstated by special effects

2018

2019

Exports: growth contribution by region, moving 3-month average

Exports in the MEM industry fell back sharply due to weak
demand at the turn of the year from the German automobile
industry. Among other things, a new inspection procedure
for automobiles in the German auto industry led to production stoppages. Moreover, demand for German cars faltered
in China. The extent of the decline appears somewhat overstated due to these special effects. However, weak global
industrial output will probably further depress export growth
in Swiss MEM products over the course of the year.

15%

Germany
USA
China
Italy
France
UK
Others

10%

5%

0%

-5%

-10%
2015

2016

2017

2018

sascha.jucker@credit-suisse.com

Source: Federal Customs Administration, Credit Suisse

Watch industry

Growth stabilizing at a lower level

2019

Exports: growth contribution by region, moving 3-month average

Export growth in the watch industry had run out of steam in
the third quarter of 2018 and practically came to a standstill
around the turn of the year. Demand from Hong Kong,
China, and Europe was significantly weaker. This lull depressed sentiment in the Swiss watch industry, where business conditions in January 2019 were rated “good” much
less often than was the case for overall Swiss industry.
While we do not foresee a decline in watch exports in 2019,
it will probably be some months before the key export markets mentioned above have recovered.
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Sectors I Monitor

Retail trade

No growth acceleration so far
Nominal retail sales, change compared to previous year’s quarter

Retail sales rose 1.0% in the fourth quarter of 2018 compared to the previous year’s period, a rate somewhat
stronger than in the preceding quarters. With the exception
of apparel sales, all segments reported an increase in revenue – in some cases quite impressive. As a result, turnover
was up 0.5% for the full year 2018. At the same time, the
non-food segment contracted due to the increasing international competition from online vendors. For the current year,
we expect sales growth to accelerate slightly given the robust labor maket and the mild pick-up in immigration.
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Tourism

Steady overnight stays by Swiss guests

Q1 2018

Alpine regions: Overnight stays in hotels, spa resorts, and youth hostels; growth
contribution by guest origin; moving 3-month average

The alpine destinations enjoyed a healthy start to the winter
season. Mountain rail and cableways saw turnover increase
by 3.4% from the beginning of the season to the end of
January 2019, and hotel overnight stays in alpine regions
were up 1.6%. The increase was less dependent on foreign
guests than it was in 2017, when the franc depreciated
significantly against the euro. The rise in demand from Swiss
guests should remain intact thanks to the solid state of the
labor market and the excellent weather and snow conditions
during the February 2019 sport holidays.
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Information technology (IT)

Sentiment cooling, but still good
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Business conditions; share of surveyed IT service providers, balance in percentage
points; quarterly

Growth for IT service providers should persist this year,
partly due to the ongoing digitalization trend. A majority of
the IT service providers surveyed by the KOF economic
research unit of the ETH Zurich assessed business conditions at the beginning of the year as “good” or at least “satisfactory”, although the percentage was somewhat lower
than it has been in earlier quarters. This can be attributed to
both the ongoing shortage of specialist staff and the cooling
global economy, which affects key customer sectors for the
IT indiustry.
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Focus China – Switzerland

Effects of a growth slump in
China on Switzerland would be
primarily indirect
The Swiss economy’s exposure to China is greater than would appear at first glance. So
it would be mistaken to expect the Swiss economy to be immune to a potential sharp
slowdown in China's growth.
The world's secondlargest economy is
losing momentum

China's economy is decelerating. Beijing’s days of reporting growth rates in excess of 10% are
history. The International Monetary Fund currently estimates that China’s economy will expand by
only around 6% p.a. over the next three years, and our forecast is along the same lines. However,
more pessimistic voices foresee an even sharper growth slump, and the trade spat between the
USA and China, in particular, harbors potential for significant economic setbacks. Given the unfavorable demographic trends and staggering debt in China, a “Japan scenario” cannot be ruled out
in the medium term: after decades of booming economic growth in Japan, an aging population
and high debt levels set off a lengthy slump at the beginning of the 1990s. But what would be the
consequences of a collapse in Chinese growth for the Swiss economy?

Relatively few exports
to China

At first glance, Switzerland's export economy appears to have little exposure to China. However,
thanks to its enormous growth over the last few decades, China has become the world’s secondlargest economy, overtaking the euro zone, Switzerland's biggest trade partner (see chart). Nonetheless, only some 5% of Swiss export goods were destined for China in 2018. This corresponds
to a trading volume of around CHF 12 million. If the Hong Kong Special Administrative Region is
included, the figure rises to nearly 8%. While this makes China the fifth-largest sales market for
the Swiss export industry, the distance to leader Germany is still vast. Exports to Bavaria and
Baden-Württemberg alone, the two German states bordering Switzerland, are nearly double Swiss
exports to China, and the export volume to Germany as a whole is nearly four times more.

China sprints to second place in the world economy

The world from the view of the Swiss export industry

Gross domestic product in USD bn, nominal

Areas correspond to export volumes
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Euro zone

Source: Federal Customs Administration, Credit Suisse

Export elasticity
Switzerland–China is
insignificant...

This type of static observation is too limited in scope to quantify the effects of another, more severe growth slump in China on the Swiss export industry. To this end, export elasticity is a better
tool. This indicates by how many percentage points export growth would increase or decrease if
China’s gross domestic product (GDP) were to change by 1 percentage point (at constant exchange rates). The chart below left shows that export elasticity between Switzerland and China is
not statistically significant – in contrast to the elasticity between China and all other countries reviewed, with the exception of the UK. Consequently, exporters in the USA, Germany, Italy, and
Japan would be much harder hit by a recession in China than Switzerland would be.

...but there are big
differences
depending on the
sector

The Swiss average smoothes over major differences among the sectors. As is evident in the chart
below right, in the past only exports from the chemical and pharmaceutical industries, and from
the medical technology sector, trended independently of economic conditions in China, which is
why their export elasticity is minor and insignificant, respectively. Since these three sectors account for nearly half of all goods exports to China, Swiss exports as a whole react very slowly to
economic volatility in China. All other industries that we examined are, in contrast, very closely tied
to business in the Middle Kingdom – especially the food and beverage sector. Over the observation period, a 1 percentage point decline in China's economic growth would translate into 2.6
percentage points less export growth to China for Swiss food manufacturers. The watch industry
and the mechanical engineering sector – two heavyweights in exports to China – also display a
measurable sensitivity. Moreover, China is already the main sales market for certain Swiss producers. For example, China is the destination for one third of global export volumes by Swiss
producers of infant formula, and one fourth of structural ceramics and sanitary ware.

Chinese buy Swiss
watches on their
travels

China's significance for the Swiss economy cannot be fully grasped solely from direct trade statistics and their derived elasticity. Consider the watch industry. In terms of value, not even one in ten
exported watches ends up in China. However, Chinese travelers often purchase Swiss watches
abroad, particularly in Hong Kong, the Swiss export market with the highest volumes. And Chinese tourists may also buy Swiss watches in Switzerland or other European countries (see box on
trade in services, page 13). As a result, watch sales react sensitively to events that affect the
behavior of Chinese tourists, such as the terrorist attacks in France or unrest in Hong Kong. Accordingly, as a result of the recent growth deceleration in China, exports of Swiss watches weakened not only to China itself, but also to Hong Kong and Europe (see Sector Monitor, page 8).

When growth engine
China sputters, the
global economy stalls

In order to more fully quantify China's significance for the Swiss economy, we must also consider
its role as a key growth engine for the entire global economy. Around one fourth of global economic growth over the last 20 years can be attributed to expansion in China, and China is now an
integral part of world trade. According to figures from investment bank JPMorgan, China was the
largest sales market for nearly 16% of countries around the world in 2017 – the figure was just
3% in 2000.

Swiss export sales barely react to GDP growth in China...

...but this does not apply to most industrial sectors

Colors = GDP export elasticity (2000 – 2018); width = goods export sales 2018

GDP export elasticity between Switzerland and China by sector (1999 – 2018)
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The steep drop in Chinese imports in 2018 left clear traces in the global economy. The Chinese
government intends to transform the economy from an investment- and export-driven to a consumption-driven model; this means that the global economy’s sensitivity to fluctuations in China's
domestic market will tend to increase, since the share of imports in China's GDP would increase
from the very low 18% posted in 2017 (Switzerland: 54%).
Two thirds of all
smart phones are
made in China

In the past decades, China’s primarily image has been that of export champion. China was the
largest supplier to 27% of countries in 2017 – the figure was just 2.3% in 2000. China is also a
comparatively large source of imports into Switzerland. Each year, Switzerland imports Chinese
goods for a value of CHF 13 billion, which represents around 7% of all imports. More is imported
only from three neighboring countries – Germany, Italy, and France – and here too Germany's
share is disproportionate (28%). Another impressive fact is that two thirds of all smart phones sold
in Switzerland and one in four articles of clothing are made in China. Precisely in the case of complex electronic products, exports and imports are closely linked thanks to globally integrated production chains. Hence it is not particularly meaningful to observe the effects of changes on the
export and import sides separately. An analysis of shocks that affect the overall economy is more
helpful. Model calculations by the European Central Bank, for example, suggest that if China’s
GDP growth were to decline by a total of 3.3 percentage points over three years, it could lower
GDP growth in the euro zone by up to 1.1 percentage points. Although the complexity of trading
streams means that such simulations must be interpreted cautiously, one can nonetheless assume
that the figure for Switzerland could be of a similar size.

Trade from a value
creation viewpoint:
China buys mostly
finished products

Another approach is to identify the indirect and complex effects of a sharp growth slowdown in
China on Swiss GDP by means of the World Input–Output Database (WIOD). Statistics on trade
from a value creation viewpoint take into account the fact that a production process can extend
across several countries. Swiss industrial exports to China comprise on average 29% foreign, i.e.
imported, added value. Only in Swiss exports to the USA, Japan, Spain, and the UK is the share
of foreign added value even higher (see chart). While the high values for these countries are primarily due to the major share of foreign added value in pharmaceutical exports (Switzerland is a
global distributor for pharmaceutical products), exports to China include a great deal of foreign
added value in nearly all product categories. This means, on the one hand, that a change in export
sales to China, all other things being equal, would have less influence on Swiss GDP growth than
a change in trading revenue with neighboring countries. On the other hand, it is evident that Switzerland exports mainly finished products to China, and these tend to contain elements that were
manufactured abroad. Indeed, in trade with China, Swiss industry reports an above-average 40%
share of value creation from the sale of finished products and practically none from the delivery of
goods that Chinese companies use for their own exports (see chart). The high percentage of
finished products in turn increases the significance of Chinese end-demand for Swiss exporters
and GDP growth.

Swiss exports to China with imported added value

High share of finished products in trade with China

Origin of added value in Swiss industrial exports, 2014

Added value by application in Swiss industrial exports, 2014
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Intermediates for export

Swiss exports to
Germany also shaped
by China

China's indirect impact on the Swiss export economy can be illustrated by the example of Germany. As mentioned previously, economic momentum in Germany, Switzerland’s main export market,
is affected by that in China – the corresponding export elasticity is positive and significant. At the
same time, Swiss exports to Germany – with the exception of pharmaceutical exports – are highly
sensitive to changes experienced by our northern neighbor. So it stands to reason that Swiss
exports to Germany are affected to some extent by developments in China. In fact, around 20%
of value adding Swiss exports to Germany are exported again, to destinations that include China.
One prominent example of Swiss companies supplying a globally-oriented German manufacturing
sector is the automotive industry. A study by the Swiss Center of Automotive Research (swiss
Car) of Zurich University found that sales by Swiss automotive suppliers totaled around CHF 12.3
billion in 2018. Since most of this output is probably exported, it likely accounts for around 5% of
all Swiss exports. Stocks of Swiss companies that are active in the automotive sector are among
those whose share price development tends to align somewhat with China's economy and stock
market. Evidently, the stock markets reflect a certain exposure of the Swiss economy to China,
although the share of direct exports is small and Swiss companies invest relatively little in China.
The level of Swiss direct investment (FDI) in China is just CHF 22 billion or 2% of all FDI – quite
modest. Then there are issues such as inadequate patent protection and general legal recourse,
geographical distance, and cultural differences. In the long term, however, integration is bound to
increase simply because of the enormous size of the Chinese market.

Cause of a growth
slowdown would be
decisive

We conclude that the Swiss economy is probably more exposed to China than would appear at
first glance. It is therefore mistaken to believe that the Swiss economy would be immune to a
potential sharp slowdown in China's growth. In light of the above analysis, however, it is important
to differentiate between two scenarios. If China’s economy were to decelerate due to Chinaspecific factors (debt, demographics, domestic politics – the “Japan scenario”), its impact on Switzerland would be limited. The sectors that engage in direct trade with China and whose demand is
cyclically sensitive would suffer most – mainly the engineering, electrical, and metal industry, as
well as the watch business and automotive suppliers that focus on Germany. If, on the other hand,
the triggers of the deceleration were of a geopolitical nature, such as an escalation of trade conflict, this would have more serious, and significantly broader, consequences for Switzerland. Even
economic sectors that do not deal directly with China would likely see a drop in demand due to the
global effects of the trade conflict – not least via setbacks on the global financial markets. Finally,
the sensitivity of various Swiss sectors to China is likely to shift as a result of structural changes in
China’s economy. For example, even the otherwise cyclically insensitive pharmaceutical industry
could feel the effects of a collapse in China's progress towards prosperity.

China's significance for service providers limited to tourism sectors
According to the Swiss National Bank (SNB), just 2.7% of all revenues from services rendered
abroad are generated in China – and of these, nearly one third from the unspecific category of
“license fees”. The SNB's statistics do not include tourism. Today, the Chinese are the fourth
most important group of foreign guests for the Swiss hotel and catering industry. However, the
needs of Chinese tourists are generally different from those of individual “western” tourists. Their
budget for lodging, as well as the time they spend in Switzerland, generally tends to be more
abbreviated. This is evident in the overnight lodging locations. Reasonably priced locations such
as Erstfeld (UR) are enjoying a veritable explosion in overnight stays by Chinese guests. In 2010,
only around 60 Chinese guests stayed in hotels in Erstfeld, but by 2016 the figure had climbed
to 11,000. This is because the “Tour de Suisse” favored by Chinese tour groups, beginning in
Zurich, Rome, or Paris, usually passes through Lucerne.
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Monetary policy

Rate hike not before 2020
A subdued inflation outlook, weaker economic growth in the Eurozone and a still
expensive CHF have led us to revise our expectation for the Swiss National Bank’s
(SNB) rate path. We now expect the first rate hike in 2020.
The SNB is unlikely to
raise its policy rate
before June 2020

Inflation in Switzerland is likely to remain low over the course of the year, not least due to lower oil
prices. Moreover, slower global growth has led to a shift in the rhetoric of the major central banks,
particularly the US Federal Reserve (Fed), toward a more cautious tone. The European Central
Bank (ECB) will also likely be patient before initiating a rate hike cycle. In such an environment,
there is no leeway for the SNB to signal an imminent rate increase. Hence, our earlier forecast of
an interest rate hike in September 2019 now seems quite unlikely. We have therefore revised our
forecast and now expect the SNB to raise its policy rate by 0.25 percentage points in June 2020
and a second time in December 2020. However, a rapid resolution of the trade tensions between
the USA and China as well as an agreement between the EU and the UK on Brexit could weaken
the CHF and prompt us to shift our forecast toward an earlier interest rate hike. On the other
hand, persistently weak economic growth, in particular in the Eurozone, could push any rate increase beyond 2020. The latter scenario, implying a negative policy rate for several more years,
seems to be partially priced in by financial markets, as indicated by negative yields on long-term
Swiss government bonds.

Sales of foreign
currency reserves do
not have priority

Meanwhile, the SNB has not intervened in the foreign exchange market since the summer of
2017, in our assessment. Yet, even if the SNB were to raise its policy rate as we expect, any
reduction of the foreign exchange reserves through active sales of assets, and hence of the SNB
balance sheet, is unlikely to come on the table anytime soon, in our view. We believe that the
priority of the SNB will be to raise the policy rate to zero or into positive territory, before contemplating a reduction of its balance sheet.
maxime.botteron@credit-suisse.com

SNB policy rate forecast and market expectations

No indication of foreign exchange purchases since mid-2017

Policy rate, in %

In CHF billion; EUR/CHF (right-hand scale)
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Monetary policy I Monitor

Foreign currency reserves

Stable EUR allocation
SNB foreign currency reserves, in CHF billion

At the end of December 2018, the currency allocation was
broadly unchanged in comparison to a year earlier: 40% of
the foreign currency assets were allocated in EUR (43% in
December 2017) and 34.4% in USD (34%). The rest were
held in JPY (9.1%), GBP (6.9%), CAD (2.7%) and other
undisclosed currencies (6.8%). Regarding the asset allocation, the equity allocation fell to 19% from 21% a year earlier, probably due to the drop in global equity prices in Q4
2018. The SNB held the equivalent of CHF 32.8 billion of
its foreign currency reserves in cash, making up 4.5% of the
total asset allocation. The remainder was allocated to bonds.
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Credit to non-financial corporations

Solid credit growth

2014
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Credit growth to non-financial corporations, in % YoY (excl. mortgage credit)

Credit to non-financial corporations rose rapidly for most of
2018. The sector that contributed the most to this growth is
the trade sector, which includes commodity traders. The
latter are probably the main driver of credit growth for nonfinancials, given the very large turnover generated by their
business model. Credit growth in manufacturing increased
solidly last year, in tandem with economic activity in this
sector, as reflected by business survey. However, as activity
slowed at the turn of the year, credit demand from this sector will also likely weaken.
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Cross-border capital flows

Foreign investors have sold Swiss equities

2018

Cumulated portfolio investment outflows since Q1 2011, in CHF billion

Swiss residents have failed to contribute to the "recycling" of
Switzerland's current account surplus. With the exception of
a few quarters, notably Q1 2015 when the CHF appreciated
substantially following the removal of the exchange rate floor
against the EUR by the SNB, thus making foreign assets
particularly cheap, purchases of foreign equities, bonds, and
fund shares by residents have been muted. On the other
hand, non-resident investors have been net sellers of Swiss
securities, in particular of Swiss equities, which has led to
capital outflows.
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Real Estate I Monitor

Rental apartments

Contractual rents falling since early 2018
Rental price indexes in comparison, annual growth rates

In light of the record-high supply rate (5.3%) and vacancy
rate (2.5%), a correction in prices on the market for rental
apartments is inevitable. The same is suggested by advertised rents, which have been signaling decreasing market
rents for two to three years already. Neither index has registered an acceleration in the price decline lately. However,
there is a significant difference in the extent of the price
erosion, depending on the index (last data point Wüest Partner index: –2.1% year-on-year; Homegate index –0.3%).
With some delay, the rental agreements concluded since the
second quarter of 2018 have also displayed a falling tendency (–0.2%).

Annual growth CPI rental price index
Wüest Partner (advertised rents)
Homegate (advertised rents)
Wüest Partner (contractual rents)
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Source: Wüest Partner, Homegate, SFSO

Owner-occupied housing

Prices rising in all price segments
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Annual growth rates for owner-occupied housing by price segment

As we expected, price growth settled somewhat over the
course of the year and is now largely homogeneous in the
various price segments. Over the last 12 months, prices for
mid-range condominiums rose by 1.7%, while prices for
single-family dwellings rose by 3.4%. With the exception of
the alpine areas and Canton Ticino, prices for owneroccupied housing rose in nearly all regions of Switzerland.
Given the dwindling economic stimulus, we expect price
momentum to decline slightly in 2019, with price increases
of no more than 2% on average. Prices for single-family
dwellings will probably rise more markedly than those for
condominiums.
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Office property

Supply of office space decreasing in central business districts
Total office space advertised for lease* each quarter (inventory and new buildings), in
m2

The acceleration in economic growth boosted employment in
2018 and stimulated demand for office space, which had
long been stagnant. One thing all major centers have in
common is that the recovery spreads outward from the central districts. There, the amount of office space advertised
for lease has declined by around one fifth. In Geneva and
Zurich, the recovery has spread to include the middle business district. Nonetheless, overall supply rates have increased further, because the outer business districts – except for Lausanne's – display little evidence of a recovery
yet. For a widespread recovery, the future trends in demand
and employment growth will be decisive.
alexander.lohse@credit-suisse.com
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Credit Suisse Leading Indicators

Purchasing Managers' Index (PMI)

Industrial Activity
PMI index > 50 = growth

Purchasing managers stand at the beginning of the production process. The PMI uses this forward-looking feature to
forecast the level of economic activity. The index is based on
a monthly survey conducted by procure.ch, the industry body
for purchasing and supply management. Purchasing managers respond to eight questions on output, backlog of orders,
purchasing volumes, purchase price, delivery times, stocks
of purchases, stocks of finished goods, and employment.
They indicate whether activity levels are higher, the same, or
lower than in the preceding month. The percentage share of
responses stating "higher" and "no change" are used to
calculate the sub-indices, though only half of the "no
change" share of responses is included. The PMI lies between 0 and 100, with a figure of more than 50 indicating
an expansion of activity compared with the previous month.
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Credit Suisse Export Barometer

Exports
In standard deviation, values > 0 = growth

The Credit Suisse Export Barometer takes as its basis the
dependence of Swiss exports on foreign export markets. In
constructing the export barometer, we have drawn together
important leading industry indicators in Switzerland's 28
most important export markets. The values of these leading
indicators are weighted on the basis of the share of exports
that goes to each country. The export barometer consolidates this information to produce a single indicator. Since
the values in question are standardized, the export barometer is calibrated in standard deviations. The zero line corresponds to the growth threshold. The long-term average
growth of Swiss exports of approximately 5% is at 1.
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CS CFA Society Switzerland Index

Economic Activity
Balance of expectations, values > 0 = growth

Financial analysts have their finger on the pulse of the economy. Since 2017, we have been conducting a monthly survey of financial analysts jointly with CFA Society Switzerland
under the heading Financial Market Test Switzerland1. Analysts are questioned not only about their assessment of the
current and future economic situation as well as the rate of
inflation but also about financial market issues such as equity market performance and interest rate forecasts. The CS
CFA Society Switzerland Index represents the balance of
expectations regarding the development of Swiss economic
activity over the coming six months.
1

Published as the Credit Suisse ZEW Index from 2006 until 2016
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Credit Suisse Leading Indicators

Swiss Construction Index

Construction Industry Climate
1st quarter 1996 = 100

The Swiss Construction Index is published once a quarter
jointly by Credit Suisse and the Swiss Contractors' Association (SCA). It serves as a leading indicator for the state of
Switzerland's construction sector by forecasting the volume
of work in the core construction business in the coming
quarter. The indicator is calculated by Credit Suisse and is
based mainly on a quarterly survey conducted by the SCA
among its members. Additional data is provided by the Swiss
Federal Statistical Office and Baublatt. The Construction
Index was launched in the first quarter of 1996.
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PMI Services

Activity in the services sector
PMI Services index > 50 = growth

Procure.ch, the professional association for purchasing and
supply management and Credit Suisse launched a PMI for
the services sector in 2014. The Services PMI is structured
in exactly the same way as its industry counterpart. Values
over 50.0 points mean expansion. It is based on a survey of
purchasing managers from Swiss service providers. There
are six subcomponents: type of business, new orders, order
book, purchasing prices, sales prices and number of employees.
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Macro Momentum Indicator

The Credit Suisse Macro Momentum Indicator (MMI) condenses the current performance of key Swiss economic data
to a single figure. Data from economic surveys, consumption, the labor market, lending and the export economy are
used to calculate a standardized momentum that is then
weighted with the applicable correlation to GDP development. Values above (below) zero point toward an acceleration (slowdown) of the Swiss economy in the last three
months compared with the past six months.
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2.0
1.5
1.0
0.5
0
-0.5
-1.0
-1.5
-2.0
2001

2003

2005

2007

Source: Datastream, Credit Suisse
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Forecasts and Indicators

Forecasts for the Swiss Economy

GDP (YoY, in %)

2019P
Q1
0.9

2019P
Q2
0.8

2019P
Q3
1.8

2019P
Q4
2.4

2020P
Q1
2.3

2020P
Q2
2.1

2020P
Q3
1.6

2020P
Q4
1.3

Consumer spending

0.9

1.1

1.7

1.7

1.6

1.5

1.3

Government expenditure

0.9

0.9

0.9

0.9

1.0

1.0

1.0

Gross capital investment

2.3

2.1

2.0

2.0

2.0

2.0

Construction investment

0.9

0.9

0.9

0.9

1.1

Investment in plant and equipment

2.5

2.5

2.5

2.5

Exports (goods and services)

2.5

2.5

2.5

Imports (goods and services)

2.5

2.5

Inflation (in %)

0.6

Unemployment (in %)

2.4

Employment growth FTEs (YoY, in %)

0.8

2020P

2020P

1.5

1.8

1.4

1.4

1.4

1.0

0.9

1.0

2.0

2.0

2.1

2.0

1.1

1.1

1.1

0.9

1.1

2.5

2.5

2.5

2.5

2.5

2.5

2.5

3.0

3.0

3.0

3.0

2.5

3.0

2.5

2.5

2.5

2.5

2.5

2.5

2.5

2.5

0.4

0.4

0.4

0.6

0.5

0.5

0.4

0.5

0.5

2.4

2.5

2.5

2.5

2.5

2.5

2.5

2.4

2.5

0.8

1.3

1.5

1.5

1.3

1.0

1.0

1.2

1.2

Net immigration (in thousands)

55

55

Nominal wage growth (YoY, in %)

1.0

1.0

Public debt (in % of GDP)

6.6

6.9

Source: Federal Statistics Office, State Secretariat for Economic Affairs SECO, Credit Suisse

Forecasts for the World Economy
Forecasts
Forecasts

Structure

GDP
YoY, in %
2019
2020

Inflation
YoY, in %
2019
2020

Population
In million
2018

Significance for Switzerland
GDP
In USD billion
2018

Share of exports Share of imports
In %
In %
2018
2018

World

2.8

2.9

2.5

2.5

7'530

84'835

100

100

US

2.3

2.1

1.5

2.2

328

20'513

16.3

6.2

Euro zone

1.2

1.6

1.3

1.5

341

13'738

44.3

61.7

Germany

0.9

1.5

1.6

1.6

83

4'029

18.5

27.1

France

1.0

1.4

1.4

1.7

65

2'795

6.3

8.0

Italy

0.1

0.9

0.9

1.4

61

2'087

6.0

9.3

UK

1.0

1.4

1.9

2.1

66

2'809

3.8

3.8

Japan

0.8

0.7

0.6

0.5

126

5'071

3.3

1.7

China

6.2

6.0

1.9

2.0

1'397

13'457

5.2

7.1

Source: Datastream, International Monetary Fund, Credit Suisse

Interest Rates and Monetary Policy Data
Current
3-month Libor (in %)
SNB target range (in %)
10-year government bond yields (in %)

3-month

12-month

-0.70

-0.8 to -0.6

-0.8 to -0.6

-1.25 to 0.25
-0.24

-1.25 to 0.25
-0.3--0.1

-1.25 to 0.25
0.2-0.4

Current
M0 money supply (CHF bn)
M1 money supply (%, YoY)
M2 money supply (%, YoY)
M3 money supply (%, YoY)
Foreign currency reserves (CHF bn)

Prev. mth. Prev. year

562.3

555.3

548.4

5.1

5.5

7.5

3.2
3.4
773.1

3.5
3.1
763.7

4.2
3.9
759.7

Source: Datastream, Bloomberg, Credit Suisse

Swiss Issues Macro | March 2019

19

Important Information
This report represents the views of the Investment Strategy Department of
CS and has not been prepared in accordance with the legal requirements
designed to promote the independence of investment research. It is not a
product of the Credit Suisse Research Department even if it references
published research recommendations. CS has policies in place to manage
conflicts of interest including policies relating to dealing ahead of the dissemination of investment research. These policies do not apply to the views of
Investment Strategists contained in this report.

Risk warning
Every investment involves risk, especially with regard to fluctuations in value
and return. If an investment is denominated in a currency other than your
base currency, changes in the rate of exchange may have an adverse effect
on value, price or income.
For a discussion of the risks of investing in the securities mentioned in this
document, please refer to the following Internet link:
https:// investment.credit-suisse.com/gr/riskdisclosure/
This document may include information on investments that involve special
risks. You should seek the advice of your independent financial advisor prior
to taking any investment decisions based on this document or for any necessary explanation of its contents. Further information is also available in the
information brochure “Special Risks in Securities Trading” available from the
Swiss Bankers Association.
Past performance is not an indicator of future performance. Performance can be affected by commissions, fees or other charges as
well as exchange rate fluctuations.

Financial market risks

Investors in real estate are exposed to liquidity, foreign currency and other
risks, including cyclical risk, rental and local market risk as well as environmental risk, and changes to the legal situation.

Interest rate and credit risks

The retention of value of a bond is dependent on the creditworthiness of the
Issuer and/or Guarantor (as applicable), which may change over the term of
the bond. In the event of default by the Issuer and/or Guarantor of the bond,
the bond or any income derived from it is not guaranteed and you may get
back none of, or less than, what was originally invested.

Investment Strategy Department
Investment Strategists are responsible for multi-asset class strategy formation
and subsequent implementation in CS’s discretionary and advisory businesses. If shown, Model Portfolios are provided for illustrative purposes only. Your
asset allocation, portfolio weightings and performance may look significantly
different based on your particular circumstances and risk tolerance. Opinions
and views of Investment Strategists may be different from those expressed
by other Departments at CS. Investment Strategist views may change at any
time without notice and with no obligation to update. CS is under no obligation to ensure that such updates are brought to your attention.
From time to time, Investment Strategists may reference previously published
Research articles, including recommendations and rating changes collated in
the form of lists. The recommendations contained herein are extracts and/or
references to previously published recommendations by Credit Suisse Research. For equities, this relates to the respective Company Note or Company Summary of the issuer. Recommendations for bonds can be found within
the respective Research Alert (bonds) publication or Institutional Research
Flash/Alert – Credit Update Switzerland. These items are available on request
or from https://investment.credit-suisse.com Disclosures are available from
www.credit-suisse.com/disclosure

Historical returns and financial market scenarios are no guarantee of future
performance. The price and value of investments mentioned and any income
that might accrue could fall or rise or fluctuate. Past performance is not a
guide to future performance. If an investment is denominated in a currency
other than your base currency, changes in the rate of exchange may have an
adverse effect on value, price or income. You should consult with such
advisor(s) as you consider necessary to assist you in making these determinations.

Global disclaimer/important information

Investments may have no public market or only a restricted secondary market. Where a secondary market exists, it is not possible to predict the price at
which investments will trade in the market or whether such market will be
liquid or illiquid.

References in this document to CS include Credit Suisse AG, the Swiss
bank, its subsidiaries and affiliates. For more information on our structure,
please use the following link:
http://www.credit-suisse.com

Emerging markets

NO DISTRIBUTION, SOLICITATION, OR ADVICE: This document is provided for information and illustrative purposes and is intended for your use only.
It is not a solicitation, offer or recommendation to buy or sell any security or
other financial instrument. Any information including facts, opinions or quotations, may be condensed or summarized and is expressed as of the date of
writing. The information contained in this document has been provided as a
general market commentary only and does not constitute any form of regulated financial advice, legal, tax or other regulated service. It does not take into
account the financial objectives, situation or needs of any persons, which are
necessary considerations before making any investment decision. You should
seek the advice of your independent financial advisor prior to taking any
investment decisions based on this document or for any necessary explanation of its contents. This document is intended only to provide observations
and views of CS at the date of writing, regardless of the date on which you
receive or access the information. Observations and views contained in this
document may be different from those expressed by other Departments at
CS and may change at any time without notice and with no obligation to
update. CS is under no obligation to ensure that such updates are brought to
your attention. FORECASTS & ESTIMATES: Past performance should not be
taken as an indication or guarantee of future performance, and no representation or warranty, express or implied, is made regarding future performance.
To the extent that this document contains statements about future performance, such statements are forward looking and subject to a number of risks
and uncertainties. Unless indicated to the contrary, all figures are unaudited.
All valuations mentioned herein are subject to CS valuation policies and
procedures. CONFLICTS: CS reserves the right to remedy any errors that
may be present in this document. CS, its affiliates and/or their employees
may have a position or holding, or other material interest or effect transactions in any securities mentioned or options thereon, or other investments
related thereto and from time to time may add to or dispose of such investments. CS may be providing, or have provided within the previous 12 months,

Where this document relates to emerging markets, you should be aware that
there are uncertainties and risks associated with investments and transactions
in various types of investments of, or related or linked to, issuers and obligors
incorporated, based or principally engaged in business in emerging markets
countries. Investments related to emerging markets countries may be considered speculative, and their prices will be much more volatile than those in the
more developed countries of the world. Investments in emerging markets
investments should be made only by sophisticated investors or experienced
professionals who have independent knowledge of the relevant markets, are
able to consider and weigh the various risks presented by such investments,
and have the financial resources necessary to bear the substantial risk of loss
of investment in such investments. It is your responsibility to manage the risks
which arise as a result of investing in emerging markets investments and the
allocation of assets in your portfolio. You should seek advice from your own
advisers with regard to the various risks and factors to be considered when
investing in an emerging markets investment.

Alternative investments

Hedge funds are not subject to the numerous investor protection regulations
that apply to regulated authorized collective investments and hedge fund
managers are largely unregulated. Hedge funds are not limited to any particular investment discipline or trading strategy, and seek to profit in all kinds of
markets by using leverage, derivatives, and complex speculative investment
strategies that may increase the risk of investment loss.
Commodity transactions carry a high degree of risk and may not be suitable
for many private investors. The extent of loss due to market movements can
be substantial or even result in a total loss.
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This document is not directed to, or intended for distribution to or use by, any
person or entity who is a citizen or resident of or located in any locality, state,
country or other jurisdiction where such distribution, publication, availability or
use would be contrary to law or regulation or which would subject CS to any
registration or licensing requirement within such jurisdiction.

significant advice or investment services in relation to the investments listed in
this document or a related investment to any company or issuer mentioned.
Some investments referred to in this document will be offered by a single
entity or an associate of CS or CS may be the only market maker in such
investments. CS is involved in many businesses that relate to companies
mentioned in this document. These businesses include specialized trading,
risk arbitrage, market making, and other proprietary trading. TAX: Nothing in
this document constitutes investment, legal, accounting or tax advice. CS
does not advise on the tax consequences of investments and you are advised
to contact an independent tax advisor. The levels and basis of taxation are
dependent on individual circumstances and are subject to change.
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Other publications from Credit Suisse

Retail Outlook 2019
The annual study on the Swiss retail sector explores economic
prospects for the sector as well as current challenges. In this
issue we investigate the effects of international competition on
the retail trade.
January 8, 2019
Real Estate Market 2019
Published annually, this real estate study analyzes the impact
of economic conditions, the current challenges and the structural changes in Switzerland's key real estate segments.
March 5, 2019
Private Retirement Provision:
3a Savings by Women and Families
The study examines the retirement provisions of the Swiss
population. It focuses on the tied pension provisions (Pillar 3a)
of women and families.
April 2019
Real Estate Monitor
Q2 2019
The Real Estate Monitor Switzerland provides an update on all
market developments related to the real estate sector three
times a year, thereby supplementing the fundamental analyses
and special topics addressed in the annual Credit Suisse Real
Estate study.
June 5, 2019

The next issue of Monitor Switzerland will be published in June 2019.
Subscribe to our publications directly from your relationship manager.
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