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	Basic statistics of Switzerland, 2016

	(Numbers in parenthesis refer to the OECD average)*

	LAND, PEOPLE AND ELECTORAL CYCLE

	Population (million)
	8.4
	 
	Population density per km2
	198.1
	(35.3)

	 Under 15 (%)
	14.8
	(18.0)
	Life expectancy (years, 2015)
	83.0
	(80.7)

	 Over 65 (%)
	18.0
	(16.5)
	 Men
	80.8
	(78.1)

	 Foreign-born (%, 2015)
	29.0
	
	 Women
	85.1
	(83.3)

	Latest 5-year average growth (%)
	1.2
	(0.6)
	Latest general election
	October 2015

	ECONOMY

	Gross domestic product (GDP)
	
	
	Value added shares (%)
	
	

	 In current prices (billion USD)
	669.2
	
	 Primary sector
	0.7
	(2.5)

	 In current prices (billion CHF)
	659.2
	
	 Industry including construction
	26.0
	(26.6)

	 Latest 5-year average real growth (%)
	1.7
	(1.9)
	 Services
	73.2
	(70.4)

	 Per capita (000 USD PPP) 
	64.1
	(42.1)
	
	
	

	GENERAL GOVERNMENT
Per cent of GDP

	Expenditure
	34.3
	(41.5)
	Gross financial debt (2015)
	44.8
	(108.4)

	Revenue
	34.6
	(38.6)
	Net financial debt (2015)
	5.9
	(69.9)

	EXTERNAL ACCOUNTS

	Exchange rate (CHF per USD)
	0.985
	
	Main exports (% of total merchandise exports)
	
	

	PPP exchange rate (USA = 1)
	1.221
	
	 Chemicals and related products, n.e.s.
	31.5
	

	In per cent of GDP
	
	
	 Commodities and transactions, n.e.s.
	28.1
	

	 Exports of goods and services
	65.8
	(53.5)
	 Miscellaneous manufactured articles
	17.9
	

	 Imports of goods and services
	50.6
	(49.4)
	Main imports (% of total merchandise imports)
	
	

	 Current account balance
	9.8
	(0.2)
	 Commodities and transactions, n.e.s.
	31.7
	

	 Net international investment position
	125.4
	
	 Machinery and transport equipment
	18.7
	

	
	
	
	 Chemicals and related products, n.e.s.
	17.2
	

	LABOUR MARKET, SKILLS AND INNOVATION

	Employment rate for 15-64 year-olds (%)
	79.6
	(66.9)
	Unemployment rate, Labour Force Survey (age 15 and over, %)
	4.9
	(6.3)

	 Men
	83.7
	(74.7)
	 Youth (age 15-24, %)
	8.6
	(13.0)

	 Women
	75.4
	(59.2)
	 Long-term unemployed (1 year and over, %)
	1.9
	(2.0)

	Participation rate for 15-64 year-olds (%)
	83.9
	(71.7)
	Tertiary educational attainment 25-64 year-olds (%)
	41.2
	(36.7)

	Average hours worked per year (2015)
	1 590
	(1 766)
	Gross domestic expenditure on R&D (% of GDP, 2015)
	3.4
	(2.3)

	ENVIRONMENT

	Total primary energy supply per capita (toe, 2015)
	3.0
	(4.1)
	CO2 emissions from fuel combustion per capita (tonnes, 2014)
	4.7
	(9.4)

	 Renewables (%, 2015)
	22.4
	(9.6)
	Water abstractions per capita (1 000 m3, 2012)
	0.3
	

	Exposure to air pollution (more than 10 μg/m3 of PM2.5, % of population, 2015)
	87.1
	(75.2)
	Municipal waste per capita (tonnes, 2015a)
	0.7
	(0.5)

	SOCIETY

	Income inequality (Gini coefficient, 2014)
	0.297
	(0.311)
	Education outcomes (PISA score, 2015)
	
	

	Relative poverty rate (%, 2014)
	9.9
	(11.1)
	 Reading
	492
	(493)

	Median equivalised household income (000 USD PPP, 2014)
	36.5
	(23.1)
	 Mathematics
	521
	(490)

	Public and private spending (% of GDP)
	
	
	 Science
	506
	(493)

	 Health care, current expenditure
	12.4
	(9.1)
	Share of women in parliament (%, July 2017)
	32.0
	(28.7)

	 Pensions (2013)
	11.5
	(9.1)
	Net official development assistance (% of GNI)
	0.54
	(0.39)

	Education (primary, secondary, post sec. non tertiary, public, 2014)
	3.4
	(3.4)
	
	
	

	Better life index: www.oecdbetterlifeindex.org

	a. 2014 for the OECD average.

	* Where the OECD aggregate is not provided in the source database, a simple OECD average of latest available data is calculated where data exist for at least 29 member countries.

	Source: Calculations based on data extracted from the databases of the following organisations: OECD, International Energy Agency, World Bank, International Monetary Fund and Inter-Parliamentary Union.




Executive summary
The economy is growing slowly
Growth in output and domestic demand are modest
[image: graphic]Source: SECO.
StatLinkhttp://dx.doi.org/10.1787/888933620417

Switzerland continues to provide its citizens with a high standard of living. The economy has shown considerable resilience, most recently to the exchange rate appreciation in 2015. Nevertheless, growth has been too slow to absorb spare capacity or raise income per capita meaningfully. Unconventional monetary policies have helped return inflation to positive territory, but pose other risks. The current account surplus remains large. Fiscal policy is sound, and the federal fiscal rule has helped lower public indebtedness but it implies that spending priorities must be funded from other areas. Ensuring the sustainability of the pension system and implementing effective policies for extending healthy working lives are becoming increasingly urgent. 
Faster productivity growth is needed to raise incomes
Trend labour productivity growth has stalled
[image: graphic] Source: OECD Economic Outlook database. 
StatLinkhttp://dx.doi.org/10.1787/888933620436

Swiss labour productivity growth has been falling since the late-1990s to be one-third of the OECD average rate in the past decade. Swiss R&D and innovation are top-ranked but need to be more widespread across firms and sectors. Boosting entry by innovative start-ups could reverse the recent divergence between frontier firms and the rest. Improving competition, raising trade in services and investment and lowering administrative burdens could boost the creation of innovative start-ups and revive growth. Higher education institutions can play a role by enhancing entrepreneurship through incubators. And the nation could make more use of its women and immigrants, neither of whom are achieving their potential. 
The demand for skilled workers has been strong
Employment growth has been skill-intensive
% change, 2000-16
[image: graphic]Source: Eurostat.
StatLinkhttp://dx.doi.org/10.1787/888933620455

The Swiss education and training system is well regarded and has contributed to high employment rates. Demand for skilled workers has been strong and is likely to continue so. This, together with far-reaching changes such as digitalisation and the risk of declining immigration, will challenge the education and training system. The supply of tertiary-educated workers will need to be expanded further. Access to lifelong-learning opportunities should be broadened to those outside the labour force and the less well-educated and take-up by older workers encouraged. Tracking in the school system has been reduced but still limits the achievement of those from disadvantaged socio-economic backgrounds.
	MAIN FINDINGS
	KEY RECOMMENDATIONS

	Entrenching the expansion and sustaining high living standards

	Monetary policy is supporting growth and the return to price stability. There is limited scope for further monetary accommodation, and financial stability risks are rising. The fiscal position is sound. 
	Avoid persistent budget underspending through better co‐ordinating procedures at federal and sub-national levels.
Reduce agricultural subsidies and pursue efficiency gains in public spending to free up funds for measures that enhance growth and inclusiveness.

	House price growth has slowed, but imbalances remain. Parts of the banking system are highly exposed to housing. Guarantees provided by cantons to their public banks are a fiscal risk and distort competition. Bank lending standards may be declining.
	Eliminate remaining explicit cantonal government guarantees to their public banks.
Establish a formal framework for setting mortgage lending limits that takes affordability into account and is enforced on a comply-or-explain basis.

	Ageing-related spending represents a fiscal burden that may crowd out other expenditure. Workers face increased uncertainty about their retirement incomes and working lives. Precautionary household saving resulting from uncertainty about the future and the need to finance costly housing purchases may be contributing to the large current account surplus. 
	Fix the retirement age at 65 for both sexes, and thereafter link it to life expectancy. 
Increase financial incentives to work longer before retirement. 
Promote programmes to lengthen healthy working lives, including preventative health programmes. 
Promote lifelong training, career planning and tailored job-search assistance to enhance workers’ resilience to change. 

	Boosting productivity for long-term growth

	Government involvement in sectors such as energy, telecommunications and transport is significant and competition weak. The competition authority’s board includes representatives of economic associations, harming its perceived independence. Market access between cantons is difficult for several occupations.
	Increase private ownership and remove barriers to entry, including restrictions on the number of competitors, in energy, telecommunications and transport.
Remove representatives of economic associations from the board of the competition authority.

	Restrictions on services trade and agricultural imports are substantial, especially regarding the movement of persons. New free-trade agreements provide an opportunity to increase market size, achieve scale economies and boost productivity. 
	Lower restrictions on trade in both goods and services, notably in highly protected agricultural products. 
Complete the negotiations for free-trade agreements that are underway with Asian nations and MERCOSUR.

	The entrepreneurship rate is low for younger age groups. The administrative burden is high. Fragmented delivery reduces the effectiveness of government support.
	Finalise the virtual one-stop shop for administrative affairs.
Establish cantonal physical contact points to improve delivery of advisory services and public financing programmes. 

	Parts of the population, notably women, are not achieving their potential. Child-rearing responsibilities fall disproportionately on mothers, and the tax system discourages second earners. Slowing immigration may worsen skill shortages.
	Increase childcare affordability. 
Shift income taxation to individual rather than household incomes, or implement equivalent measures. 
Facilitate high-skilled immigration from non-EU countries to meet labour market needs. 

	Ensuring a dynamic skills-training and life-long learning system

	Jobs requiring tertiary education are expanding, and vacancy rates in skilled sectors are high. Separating students into vocational and general streams after lower secondary school weakens intergenerational mobility. 
	Collect more detailed data on skills to facilitate adjustments to education in response to changing labour market needs.
Increase the effectiveness of pathways between vocational and general streams by increasing the academic component of the vocational curriculum and vice-versa.

	The vocational system relies on apprenticeships, but small firms tend not to participate. The system has generally been responsive to changes in labour market conditions, but the school-based model is less connected to firms.
	Encourage small firms to participate more in apprenticeships by promoting sharing of apprenticeship places between firms and training centres that undertake part of the training. 
Strengthen linkages between the vocational education and training system and employer associations in school-based vocational training.

	Participation in continuing education and training is high but not broad-based. Public spending is low and the framework complex. 
	Use subsidies to encourage participation in continuing education and training for groups with low participation rates.





Assessment and recommendations

Switzerland is doing well by most measures of economic and social well-being

The Swiss economy has shown remarkable resilience in recent years in the face of the 2009 financial crisis and significant currency appreciation in 2015. But the upward momentum in the recovery has been difficult to maintain and GDP per capita has plateaued since 2008. Inflation has recently returned to positive territory, supported by unconventional monetary policy tools. The current account surplus is the largest among OECD countries relative to GDP.

In aggregate, the population enjoys a high standard of living, as measured by GDP per capita and by broader measures of well-being (Figure 1, Panel A). In particular, jobs and earnings, personal security and subjective well-being are especially high. Confidence in government has increased since 2007 and is the highest in the OECD (OECD, 2017a; Figure 1, Panel B). Income inequality before taxes and transfers is one of the lowest in the OECD, partly reflecting the high employment rate (Panel C). The Gini coefficient after taxes and transfers is around the OECD average. Yet, the share of income and wealth held by the top 1% has increased in the past two decades, as in many countries (Atkinson et al., 2017). The gap between the highest and lowest socio-economic groups is around or above the average across OECD countries in some other measures of well-being, such as the employment rate, student skills and self-reported health, reflecting the particularly impressive outcomes for the highest socio-economic groups.



Figure 1. Well-being and trust in government

[image: graphic]1. Each dimension is measured by one to four indicators from the OECD Better Life Index (BLI) set. Normalised indicators are averaged with equal weights. Indicators are normalised to range between 10 (best) and 0 according to the following formula: (indicator value – minimum value)/(maximum value – minimum value) × 10. The OECD aggregate is weighted by population. Please note that the OECD does not officially rank countries in terms of their BLI performance. The civic engagement component has been omitted, as direct democracy in Switzerland means that there are a disproportionately large number of national polls, with relatively low average turnout.

2. Based on income per capita; unweighted average of Ireland, Luxembourg, Netherlands, Norway, United States.

Source: OECD, Better Life Index; OECD, Income Distribution Database; Gallup World Poll.

StatLink  http://dx.doi.org/10.1787/888933620474



The economy consistently ranks highly in international comparisons. For example, Switzerland came second in the 2017 IMD World Competitiveness Ranking. GDP per capita is the third-highest in the OECD, due to high levels of employment and labour productivity (Figure 2). Maintaining Switzerland’s enviable well-being is the paramount challenge facing policymakers. Trend annual labour productivity growth has slowed over the past two decades to 0.3%, one-third of the average rate across OECD countries (Figure 3). Weak competition, especially in some key domestic sectors, generates high prices and weighs on productivity outcomes. The high employment rate masks a sharp difference in hours worked between men and women: Switzerland has one of the highest rates of female part-time employment, reflecting a lack of affordable childcare and tax disincentives for second-income earners, as well as personal preferences. These factors hinder women’s career prospects and lower their well-being (OECD, 2015a; OECD, 2013; Dutu, 2014).



Figure 2. Sources of real income differences across OECD countries, 2015

[image: graphic]1. The OECD GDP per capita is a population-weighted average of nominal GDP converted using 2015 purchasing power parities (PPPs). Note that the population of Luxembourg is augmented by cross-border workers and Norway GDP refers to the mainland. 

2. Labour utilisation is measured as total number of hours worked per capita.

3. Labour productivity is measured as GDP per hour worked.

Source: OECD (2017), Economic Policy Reforms: Going for Growth 2017.

StatLink  http://dx.doi.org/10.1787/888933620493





Figure 3. Average annual rate of trend labour productivity growth

[image: graphic]Source: OECD, OECD Economic Outlook 102 database, preliminary version. 

StatLink  http://dx.doi.org/10.1787/888933620512



A skilled workforce, reflecting in part Switzerland’s renowned vocational education and training system, and high (albeit declining) capital intensity, have delivered high labour productivity, wages and job quality (OECD, 2017b). At the same time, increasing demand for high-skilled workers has been met in part by immigration, facilitated by agreements with the European Union. But as digitalisation and globalisation increase demand for such workers and if immigration continues to slow, shortages are likely to intensify.

Against this background, the key messages of this Survey are:


	Monetary policy is supporting growth and the return to price stability, but the scope for further monetary accommodation is limited, and financial stability risks are rising. The fiscal position is sound. Population ageing will require further reforms to pension systems and policies supporting longer working lives.


	High labour productivity sustains Switzerland’s high living standards, but productivity growth has been slow for many years. Maintaining and increasing living standards will require policies to restore productivity growth, enhance competition by lowering import barriers and government involvement in key network sectors, and encourage greater use of women’s and immigrants’ skills. 


	The well-regarded education and training system has contributed to strong Swiss labour market outcomes. But it is being increasingly challenged by the ever-growing demand for high-skilled workers along with the changing nature of work, calling for a nimble and inclusive lifelong learning system. 




The recovery has been difficult to sustain

The Swiss economy lost momentum throughout 2016 with little pick-up in the first half of 2017. While GDP growth edged up to 1.4% in 2016, supported by domestic demand as well as exports, growth in several components has slowed (Table 1; Figure 4, Panels A and B). Improvements in confidence have supported private domestic demand (Panel C). But services sectors have been surprisingly weak. Retail activity has been modest, even though the strong franc boosted households’ purchasing power. One possible explanation is that households lifted precautionary saving. More recently wage growth appears soft. Business investment has been subdued, reflecting past export sluggishness and spare capacity, particularly in the manufacturing sector (Panels B and D). But stronger prospects for growth and exports, improving profit margins and continued negative interest rates are supporting investment. In all, a number of leading indicators point to a firming of activity in the second half of 2017.


	
Table 1. Macroeconomic indicators and projections




	2013

	2014

	2015

	2016

	2017

	2018

	2019




	Current prices (CHE billion)

	Percentage changes, volume (2010 prices)






	Gross domestic product (GDP)1

	638

	2.5

	1.2

	1.4

	0.8

	1.7

	1.8




	 Private consumption

	341

	1.3

	1.8

	1.5

	1.3

	1.4

	1.6




	 Government consumption

	76

	2.2

	1.2

	1.6

	1.4

	1.1

	1.2




	 Gross fixed capital formation

	151

	2.9

	2.3

	3.0

	2.1

	2.4

	2.6




	  Housing

	20

	2.3

	3.8

	4.2

	2.8

	2.9

	2.8




	 Final domestic demand

	568

	1.8

	1.8

	1.9

	1.5

	1.6

	1.8




	  Stockbuilding2

	-7

	0.6

	0.5

	-1.4

	-1.3

	-0.3

	0.0




	 Total domestic demand

	561

	2.7

	2.4

	0.2

	0.1

	1.3

	1.9




	 Exports of goods and services

	459

	-6.1

	2.2

	6.5

	0.5

	5.3

	4.0




	 Imports of goods and services

	382

	-7.7

	4.5

	6.0

	-0.7

	5.5

	4.6




	  Net exports2

	77

	0.2

	-0.9

	1.0

	0.7

	0.5

	0.1




	Other indicators (growth rates, unless specified)




	Potential GDP

	..

	1.8

	1.7

	1.6

	1.5

	1.4

	1.4




	Output gap3

	..

	-1.1

	-1.6

	-1.8

	-2.5

	-2.3

	-1.9




	Employment

	..

	1.7

	1.5

	1.5

	1.0

	1.3

	1.4




	Unemployment rate4

	..

	4.8

	4.8

	4.9

	4.8

	4.5

	4.4




	GDP deflator

	..

	-0.6

	-0.6

	-0.5

	0.4

	0.7

	0.8




	Consumer price index

	..

	0.0

	-1.1

	-0.4

	0.5

	0.5

	0.6




	Core consumer prices

	..

	0.1

	-0.5

	-0.3

	0.3

	0.5

	0.6




	Terms of trade

	..

	0.0

	2.5

	-2.2

	-1.0

	0.1

	0.0




	Household saving ratio, net5

	..

	18.9

	17.6

	18.8

	19.1

	19.1

	18.9




	Trade balance3

	..

	11.8

	11.5

	11.3

	11.4

	11.9

	11.9




	Current account balance3

	..

	8.6

	11.2

	9.8

	10.2

	10.7

	10.9




	General government fiscal balance3

	..

	-0.2

	0.6

	0.3

	0.3

	0.4

	0.4




	Three-month money market rate, average

	..

	0.0

	-0.8

	-0.7

	-0.7

	-0.7

	-0.5




	Ten-year government bond yield, average

	..

	0.7

	-0.1

	-0.4

	-0.1

	0.2

	0.8




	1. Based on seasonally and working-day adjusted quarterly data.


	2. Contributions to changes in real GDP, actual amount in the first column.


	3. As a percentage of GDP.


	4. As a percentage of the labour force. 


	5. As a percentage of household disposable income. 


	Source: OECD, OECD Economic Outlook 102 database, preliminary version.







Figure 4. Drivers of growth dynamics

[image: graphic]1. Deviation from 20-year average in standard deviations.

2. The data are adjusted for a break in coverage in September 2006 when the banking statistics covered all Raiffeisen banks. Previously the statistics covered only the larger Raiffeisen banks. 

Source: SECO; OECD, Main Economic Indicators database; Swiss National Bank; Thomson Reuters Datastream.

StatLink  http://dx.doi.org/10.1787/888933620531



The current account surplus was 9.8% of GDP in 2016 – the highest in the OECD (Figure 5, Panels A and B). It represents mainly a positive balance on goods and services. Low inflation has mitigated the effect of the 2015 nominal exchange rate appreciation on export competitiveness, and export performance had improved until recently (Panels C and D). The diversity of Swiss export destinations also helped (Figure 6, Panel A). Pharmaceuticals exports and merchanting activity (associated with trade in commodities) are significant, contributing 11% to GDP in 2016, and are less price sensitive than other exports (Panel B; Yeung et al., 2016; SNB, 2012). The high degree of integration of some manufactured products in global value chains (for example, in pharmaceuticals) also reduces sensitivity to exchange rate movements (Ollivaud et al., 2015). But other exports, such as machinery, tourism and financial services, have been weak. Specialisation in relatively specific products allows exporters to achieve scale and international competitiveness, but also raises vulnerability to changes in regulations or consumer preferences, for example.



Figure 5. The current account surplus has remained large despite the appreciation of the franc

[image: graphic]1. Nominal effective exchange rate uses chain-linked trade weights; real effective exchange rate uses constant trade weights. 

2. Four-quarter moving average. Export performance is measured by the ratio of exports of goods and services to the trade-weighted average of trading partners’ imports in volumes.

Source: OECD, OECD Economic Outlook 102 database, preliminary version.

StatLink  http://dx.doi.org/10.1787/888933620550





Figure 6. Exports of goods by market and type1, 2016

[image: graphic]1. Excludes exports of non-monetary gold, which accounts for 27% of the value of gross exports but are a net import. 

Source: OECD, International Trade Commodity Statistics database.

StatLink  http://dx.doi.org/10.1787/888933620569



The employment rate has reached 80%, the second-highest in the OECD, surpassing its pre-crisis peak (Figure 7, Panel A). The unemployment rate has been edging down since early 2016, to just under 5% (ILO definition). Labour market flexibility and large migratory inflows and outflows helped stabilise employment. However, the long-term unemployment rate and the number of unemployed who are not registered for benefits appear high relative to history, although not compared to other countries (Panel B). Real wages have increased faster than productivity since the crisis, squeezing firms’ profits. This trend, together with a declining rate of self-employment, has driven labour’s income share to historically high levels (Panel C), whereas it has fallen in other OECD countries. This points to the dependence of future real wage growth on firms’ ability to raise total factor productivity, particularly given the difficult environment for investment. 



Figure 7. Labour market developments

[image: graphic]1. There is a break in the methodology for labour force statistics in 2010. In addition, data prior to 2010 are available only for the second quarter of each year.

2. Unemployed workers not registered at a regional employment centre. 

Source: OECD, OECD Economic Outlook 102 database, preliminary version; OECD, Labour Force Statistics database; Federal Statistical Office.

StatLink  http://dx.doi.org/10.1787/888933620588



Inflation has averaged only 0.1% per year since 2007, and import prices have fallen, reflecting the strength of the franc and low trading-partner inflation (Figure 8, Panel A). But domestic price pressures have also been weak until recently. Measures of underlying inflation have finally turned positive (Panel B). Survey data suggest that the share of consumers expecting further price falls has declined. The risk of deflation – i.e. persistent price reductions – is still present but seems to have receded. 



Figure 8. Inflation has become positive

[image: graphic]1. The trimmed mean measure of inflation excludes the top and bottom 15% of price changes. 

Source: Swiss National Bank; OECD, Main Economic Indicators database; OECD calculations.

StatLink  http://dx.doi.org/10.1787/888933620607



GDP growth is projected to pick up to 1.8% by 2019 as the recovery resumes (Table 1). This is sufficient to expand employment and slowly reduce the unemployment rate. The improved labour market will support household incomes and consumption. Strengthening growth globally, and particularly in Europe, will raise capacity utilisation and boost confidence, encouraging business investment, given favourable financial conditions. In this context, and assuming the exchange rate remains at current levels, inflation is projected to edge up. The current account surplus will remain large due to the inelasticity of some exports to the exchange rate, and rising investment income as the global economy strengthens.

External risks dominate the projections due to the economy’s considerable openness. The euro area recovery could prove stronger than assumed, boosting exports and confidence more than projected. But renewed turbulence in the euro area, a disorderly exit of the United Kingdom from the European Union or increased global protectionism would weigh on activity. Indicators of macro-financial vulnerabilities point to small increases in some imbalances, including the external sector where competitiveness deteriorated due to the currency appreciation (Figure 9). Other dimensions have improved. Large adverse external shocks could also be transmitted to the Swiss economy (Table 2). These could include geopolitical tensions or a sudden worsening of the European banking situation. The high level of house prices and the financial sector’s exposure through mortgage lending and direct housing ownership mean that a negative shock could trigger a correction with knock-on effects to the financial sector and wider economy.



Figure 9. Developments in macro-financial vulnerabilities since 20071


Deviations of indicators from their real time long-term averages (0), with the highest deviations representing the greatest potential vulnerability (+1), and the lowest deviations representing the smallest potential vulnerability (-1)1


[image: graphic]1. Each aggregate macro-financial vulnerability indicator is calculated by aggregating (simple average) normalised individual indicators. Growth sustainability includes: capacity utilisation of the manufacturing sector, total hours worked as a proportion of the working-age population (hours worked), difference between GDP growth and productivity growth (productivity gap), and an indicator combining the length and strength of expansion from the previous trough (growth duration). Price stability includes: headline and core inflation (consumer prices), the average of the house prices-to-rent ratio and the house prices-to-income ratio (house prices), stock market index adjusted by nominal GDP (stock prices), and the difference between long-term and short-term government bond interest rates (term spread). External position includes: the average of unit labour cost based real effective exchange rate (REER), and consumer price based REER (cost competitiveness), relative prices of exported goods and services (price competitiveness), ratio of exports to export markets (export performance), and net international investment position (NIIP) as a percentage of GDP. Net saving includes: government, household and corporate net saving, all expressed as a percentage of GDP. Financial stability includes: banks’ size as a percentage of GDP (banks’ size) and the ratio of price to book value for publicly listed banks (banks’ price/book ratio).

2. Annual data. 

Source: OECD calculations based on OECD Economic Outlook database; Swiss National Bank; Thomson Reuters Datastream. 

StatLink  http://dx.doi.org/10.1787/888933620626




	
Table 2. Possible shocks and their economic impact



	Shock

	Possible outcome





	Rising geopolitical tensions 

	Safe-haven flows could push up the exchange rate substantially, slowing growth and increasing deflationary pressures in the economy.




	Banking crisis in Europe

	Funding costs could rise due to concerns about capital adequacy and contagion effects. It may also generate safe-haven inflows. Together these effects would have a major contractionary impact. 




	Major house price correction

	A large correction in housing prices coinciding with a contraction in GDP could expose vulnerabilities in the financial system, causing a domestic banking crisis with feedback to the real economy.







Assessing the large current account surplus

The current account surplus has tallied around 10% of GDP since the late 1990s. It has persisted while the real effective exchange rate has appreciated by around 1% per year on average, without denting the goods and services balance. Likewise, cyclical developments appear to have played little role, lowering the surplus only at the margin, except in 2008 (Box 1).



Box 1. Estimating the cyclical component of the current account surplus

The current account balance can be decomposed into structural and cyclical components, following Ollivaud and Schwellnus (2013). In this framework the cyclical components are extracted from separate models for the trade and investment income balances; the former is a function of the relative output gap (the domestic output gap minus partners’ trade-weighted gaps) and the latter of the global neutral interest rate and differential with other countries. Due to the trend increase in pharmaceuticals exports, this component is first extracted from the trade balance. 

This exercise reveals that the cyclical component is currently in deficit, as its biggest driver is interest rates (on net foreign assets), which are lower than neutral (Figure 10).



Figure 10. Components of the current account surplus1


[image: graphic]1. The cyclical component is computed as the sum of estimated cyclical components in oil, non-oil non-pharmaceutical goods and services, and investment income balances; while the remaining part is the residual. 

Source: UN, Comtrade database; IMF, Balance of Payments database; OECD, OECD Economic Outlook 102 database, preliminary version; OECD calculations based on Ollivaud and Schwellnus (2013).

StatLink  http://dx.doi.org/10.1787/888933620645





One explanation for the sticky surplus is the rising share of price-insensitive exports, discussed above, which may be more sensitive to the tax and regulatory regime (including intellectual property rights for pharmaceutical products) than exchange rate developments. To the extent that location decisions by merchanting companies have been influenced by past tax policies (Beusch et al., 2014), upcoming tax changes to meet international commitments may shrink the surplus stemming from these companies. 

The surplus also reflects a growing excess of household saving – the highest rate in the OECD in 2016 – over investment (Figure 11, Panel A). This contrasts with many other surplus countries, where corporate savings drive the surplus, but is similar to Sweden’s situation (Panel B). High household saving appears partly linked to the rapidly rising share of Swiss approaching retirement and their retirement savings and to the need to save for costly owner-occupied housing. Households also appear less willing to spend than in the past: consumption fell by 4 percentage points of GDP in the mid-2000s and remains low relative to the mid-1990s; and household investment is 0.9 percentage points lower. Persistent price gaps relative to neighbouring countries induce cross-border shopping, which is, however, difficult to measure. Government saving has increased, while its investment has fallen a little. Although business-sector investment exceeds saving in aggregate, this masks heterogeneity between types of firms, including measurement issues associated with profits of foreign-owned multinationals (Jarrett and Letrémy, 2008) and the abovementioned contributions of pharmaceuticals and merchanting that boost the surplus.



Figure 11. The savings-investment balance

[image: graphic]Source: Federal Statistical Office; OECD, OECD Economic Outlook 102 database, preliminary version, and Annual National Accounts database; OECD calculations.

StatLink  http://dx.doi.org/10.1787/888933620664



Although large surpluses are less concerning than deficits, they generate large exposures to credit, currency and interest-rate risk. In particular, currency appreciation leads to valuation losses. This may mean that households do not correctly anticipate the returns on their investments. In 2016 Swiss net international assets were the world’s fifth-largest and 130% of GDP. This is relatively little changed since 2000, but the gross exposure of the private non-financial sector has increased substantially as has the Swiss National Bank’s exposure (Table 3). The implied return on Switzerland’s assets has tended to be a little lower than that on its liabilities, but in 2007-08 the differential was much larger. If the imbalance is driven by concerns about retirement incomes stemming from rising but uncertain longevity and lower investment returns, policymakers have a potential role. Reforms could encourage longer working lives, reduce income uncertainty pursuant to job loss by extending unemployment insurance coverage, and increase certainty around the pension system, discussed below. As the population ages and older households dissave, the surplus...
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