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Switzerland's economy: Clouds on the horizon?
Switzerland is stable, prosperous, and has the most competitive economy in the world. However,
the strong franc and the potential economic repercussions of the February 2014 referendum
'against mass immigration' pose new challenges to Swiss economic competitiveness and growth,
which the government elected in October 2015 will have to address in the coming months.

Still on top of the world despite looming challenges
Switzerland is the sixth wealthiest country in the world in terms of GDP per capita, at US$90 670 in 2014. The
country again topped the Global Competitiveness Index in 2015, a position it has held since 2009. According
to the World Economic Forum's 2015 Global Competitiveness Report, Switzerland is among the top 10 in
eight areas, including innovation capacity and quality of scientific research institutions. Education, on-the-
job-training offers, and a labour market that combines employee protection with business sector needs also
score high. In addition, Swiss public institutions are among the most effective in the world, and the country's
infrastructure and highly developed financial markets are ranked high. Furthermore, Switzerland's
macroeconomic environment is ranked the 12th most stable in the world, while many EU Member States are
struggling in this field. However, the discontinuation of the franc-euro peg in January 2015 (see box) slowed
down Swiss growth. In addition, the effects of the 2014 referendum to curb immigration could further
impede efforts to find a suitable workforce, potentially clouding the stellar Swiss performance in the future.

Exchange rate appreciation continues to hamper growth
Overall, real GDP contracted slightly in the first six months of 2015 in the wake of the unexpected January
2015 abandonment of the franc ceiling (introduced in 2011 to force down the franc's value) in the face of the
weakening euro. The strong exchange rate appreciation is still affecting growth. Real GDP stagnated (0.0%)
in the third quarter of 2015. The Swiss National Bank predicts growth of less than 1% for the entire year of
2015, and the slow rise is expected to continue into 2016. Meanwhile, Economy Minister Johann Schneider-
Ammann has expressed concern over Swiss enterprises relocating abroad for economic reasons.

The 'Frankenschock' and its implications

Exchange rate CHF to €1, Dec 2014–Dec 2015
Source: European Central Bank.

On 15 January 2015, the Swiss National Bank
(SNB) surprisingly announced the
discontinuation of the currency ceiling of
CHF1.20 to the euro.
The franc promptly rose by 30% against the
euro. Despite a slight depreciation to around
1.08 to the euro, the SNB stated on
10 December 2015 that the franc is still
'significantly overvalued'. The rise of the
franc has made Swiss exports more
expensive, while foreign imports have
become cheaper. Furthermore, consumer
worries are expected to dampen private
consumption in early 2016. At the same
time, the January 2015 SNB decision to cut
the deposit rate from -0.25% to -0.75% is
putting severe pressure on Switzerland's already strained pension schemes.
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Extensive Swiss-EU economic relations
The significance of the exchange rate of the franc against the euro reflects Switzerland's extensive trading
links within Europe. The EU is by far Switzerland's most important trading partner, accounting for 66% of
imports and 45% of exports in 2014. The USA, China, and Japan are other important Swiss trade partners.
Switzerland accounts for 7.7% of the EU's foreign trade. EU imports from Switzerland totalled €96 billion in
2014, while EU exports to Switzerland in the same year amounted to €140 billion.

Key sectors of the Swiss economy rely on foreign workforce
The services industry is the most important economic sector in Switzerland, generating over 70% of GDP and
employing around 75% of the workforce. The most important services are tourism, insurance, and banking.
The insurance and banking sectors account for around 10.2% of the Swiss GDP. Around 24% of the Swiss
working population are employed in industry, trade, and crafts; a sector which is strongly focused on import
and export. The most important industries are the watch, machine, metal, and textile industries, as well as
the chemical and pharmaceutical industries.
Gradually increasing labour migration since 2002
Switzerland has a stable, low unemployment rate. In November 2015, around 3.4% of Swiss workers were
jobless. Following the 2002 bilateral agreements with the EU (see box), the Swiss labour market has
gradually opened up, resulting in a net annual immigration flow to the country of some 0.8% of the
population, and boosting immigration of skilled workers. Large companies in Switzerland's financial and
pharmaceutical sectors rely to a large extent on foreign skilled workforce. Up to two thirds of the workforces
in the country's biggest companies are foreigners. In 2014, some 24.3% of the Swiss population of 8.2 million
were foreigners. Most permanent foreign residents are nationals of an EU or European Free Trade
Association member (apart from Switzerland, these are Iceland, Liechtenstein, and Norway).

Costly uncoupling? Potential consequences of the 2014 migration referendum
The increasing Swiss political focus on immigration resulted in a popular initiative 'against mass immigration'
– launched by the anti-EU Swiss People's Party (SVP) – that was narrowly passed in a February 2014
referendum. According to the new constitutional article 121a demanded in the initiative, immigration must
be limited and quotas must be reintroduced, which in the words of former EU High Representative,
Catherine Ashton, is in 'fundamental contradiction' to the EU-Swiss Agreement on the Free Movement of
Persons (FMPA). The new provisions exclude any new agreements that are incompatible with immigration
caps. Consequently, the Swiss Federal Council could not sign Protocol III to the FMPA, providing for its
extension to Croatia. Instead, in July 2014 the cabinet introduced separate quotas for Croatian nationals. In
February 2015, Berne approved the mandate to negotiate with the EU on amendments to the FMPA, as well
as draft legislation for the introduction of quotas for EU citizens and prioritisation of Swiss workers.
While the European Parliament has decisively rejected the Swiss request to renegotiate the FMPA, the Swiss
Federal Council in June 2015 reasserted its general objective of 'bringing the bilateral approach up to date'
and in August 2015 appointed a chief negotiator. The new Swiss government – dominated by the SVP, which
was strengthened in the October 2015 election – must implement the new constitutional provisions by
February 2017. As part of the efforts, the cabinet on 4 December 2015 announced that, if no agreement with
the EU is reached, it has instructed the Justice Ministry to draft a dispatch by March 2016 on a unilateral
safeguard clause to apply if immigration reaches a certain level, to allow 'independent control'.

The 1972 Free Trade Agreement is the basis for EU-Swiss relations. Following the Swiss rejection of EEA
membership in 1992, Switzerland and the EU agreed on a package of seven sectoral agreements – Bilaterals I –
which have been effective since 2002. These include free movement of persons, technical trade barriers, public
procurement, agriculture, and Swiss participation in EU research programmes. The 'guillotine clause' stipulates
that the termination of any of these treaties (for example, the FMPA) automatically terminates all of them. An
additional package – Bilaterals II – was signed in 2004 and approved by the Swiss electorate in 2005. It includes
participation in Schengen and Dublin, a coordinated asylum policy, as well as taxation of savings. There are
currently around 100 EU-Swiss bilateral agreements in total. According to two academic studies commissioned by
the State Secretariat for Economic Affairs, Swiss GDP would be between 4.9% and 7.1% lower in 2035 if Bilaterals I
were annulled, equalling a loss to Swiss GDP of CHF460-630 billion, or approximately one year's income for the
entire Swiss economy. Annual GDP would on average decrease by CHF32 billion, and GDP per capita in 2035
would be between 1.5% and 3.9% lower without Bilaterals I, according to these studies.
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