2.  ECONOMIC TRENDS AND OUTLOOK

-     Major Trends and Outlook

During most of the 1990’s, the Swiss economy was Western Europe’s weakest, with little annual GDP growth between 1991 and 1997.  The economic recovery, however, which began during the second half of 1997, has steadily gained momentum.  2000 registered the strongest GDP growth in a decade at 3.4%.  Being so closely linked to the economies of Western Europe and the U.S., Switzerland has not been able to escape the slowdown being experienced in these countries.  Swiss GDP grew by 0.5% in 2002 and is expected to be nearly zero in 2003. 

The economic slowdown in Switzerland during 2002 particularly undermined demand for goods from abroad, including government purchasing. Real imports of goods dropped by 5.3% after having risen by 1.1% in the previous year. Total imports from the U.S. dropped by 5.6%. Stunted industrial activity contributed heavily to the decline in imports of capital goods as well as of raw materials and semi-manufactures. Investments in plant and equipment have reduced considerably after several years of vigorous growth. FDI dropped from $19 billion in 2000 to just $8.9 billion in 2001, and from 5.5 to 2.5% of GDP respectively. Reductions in capital investments and retail sales particularly reflected the mood of Swiss consumers increasingly worried by major job restructuring across the industry spectrum. As a result, consumer consumption remained cautious and grew by an estimated 1% in 2002, against 2.3% the previous year.

Swiss economic activity stabilized somewhat towards the end of 2002 despite the general economic slowdown. Despite a positive trade balance of SF. 1 billion in the fourth quarter, the economic situation in Switzerland remains tight. The deterioration on the labor market was particularly obvious after Swiss blue ships in the banking and insurance business announced heavy losses and massive layoffs.

The number of bankruptcies in Switzerland during 2002 reportedly rose by 10.8% and hit 4002 companies. Of these bankruptcies, 11% were in the textile industry, 41% in the services sector (already 22.7% more casualties than in 2001), 20% in the building industry, and 24% in the retail industry. According to UBS statistics, 35% of Swiss companies posted a profit, while 40% of them suffered a loss. As a result, government experts have downgraded their GDP growth predictions from 1.3% to 0.3%.  As of the end of May, 2003, unemployment had climbed to the unusual (for Switzerland) rate of 3.6%, up from 2.8% the previous year. The Swiss Economic Ministry expects unemployment to reach 4.2 per cent in 2003.

In July 2003, the dollar/Swiss franc exchange rate continued to be shaped by geopolitical tensions and the global weakness of the equity markets. The dollar depreciated further against the Swiss Franc from SF 1.49 in September 2002 to SF 1.35 at the end of June 2003. The strengthening of the Euro, nevertheless, helped Switzerland to minimize the pressure from a weakening dollar.  The Swiss National Bank lowered its interest rates to near zero in March 2002 to make the Swiss franc unattractive to foreign investors, and make borrowings cheaper. The Swiss economy earns more than 50% of its corporate earnings from the export industry and about 70% of Swiss exports are destined for the EU market.  The Swiss National Bank expects Swiss GDP to rise by 2 percent in 2004.

A constitutional amendment passed in 1998 requires that from 2001 onward the Swiss federal budget must essentially be balanced (deficits cannot exceed 2% of government spending). However, the Swiss government has yet to achieve this goal. The Federal Government increased it annual budget deficit by SF 3.3 billion or 0.79% of GDP for 2002, further deepening the cumulated federal debt to SF 97.2 billion. The federal deficit for 2001 was SF 1.3 billion or 0.3% of GDP after a surplus of SF 4.6 billion had been recorded in 2000. On the revenue side, notably income from withholding tax fell abruptly short of the projected figure. Non-fiscal revenue such as VAT and Stamp Tax showed a more favorable development than had been anticipated. Overall, revenue in 2002 fell SF 3.7 billion below estimates, while expenditures increased by 1%. An important part of the deficit was due to insufficient earnings from the state funded pension plans. Farm subsidies increased by 2.7 percent, most notably in the crippled dairy industry, which suffered massive layoffs during 2002. According to the budget passed by Parliament, the Federal Government anticipates a deficit of SF 2.8 billion for 2003.  Under the proposed 2003 budget, expenditures are likely to increase by 1.1%, while projected revenues are expected to climb by 1.8%.
-     Principal Growth Sectors 

As a country with no significant natural resources, Switzerland must concentrate on the manufacturing and service sectors. The outlook for the near term is as follows:

Manufacturing:  the export industries and manufacturers of technology products suffered by the world economic slowdown. The composite indicator Business Sentiment in Industry dropped significantly. In the second half of 2001, it fell into negative territory for the first time since the Asian financial crisis of 1997/98. Incoming orders and output fell, whereas finished goods inventories were deemed too high. As a result, capacity utilization dropped markedly to 80.3% at the end of the year, falling short of its long-standing average of slightly over 84%.  Switzerland's important machinery industry, which employs 7.2% of the country's workforce and contributes around to two-thirds of Switzerland's export income, suffered a 6.6 percent drop in exports.  The closely tracked watch industry (which is 95% dependent on exports and has captured 50% of the world market) had a banner year in 2000, thanks to Switzerland’s hold on the lucrative high-end segment and the perennial popularity of the low-end but hugely popular “Swatch” line.  The industry reports that order books remain quite full and the current global slowdown is expected to have only a modest and very temporary impact on the sector.  2001 was a very good year for watch sales in Europe, while sales to Hong Kong, Japan and the US decreased.  However, sales in the European and other Asian markets offset the shortfall in U.S. sales. Total sales increased by 3.5% to $6.3 billion.

Trade remains the key to prosperity in Switzerland.  The country is dependent upon export markets to generate income while dependent upon imports for raw materials and to expand the range of goods and services available in-country.  Total U.S.-Swiss bilateral trade decreased by 12% to $17.16 billion during 2002 compared to the previous year (U.S. Census Bureau statistics).  

Exports to the United States, which had exhibited double-digit growth rates during the previous year, were up by 2.6% or SF 364 millions. Overall, exports to industrialized and transition countries dropped in 2002 while showing a surge in developing countries.  Exports to Germany, UK, Malaysia and South America under-performed, while sales increased in France, Italy, Austria and Canada. The most important surge in exports concerned China, with a 22.7 growth rate. Shipments of chemical goods and textiles increased, while high precision goods, watches, office tools, telecommunication and production equipments receded.

Among the biggest casualties in 2002: Credit Suisse, Switzerland’s second largest bank, reported an annual loss for 2002 of $2.4 billion (equivalent to Switzerland’s 2002 budget deficit) and announced it would axe 1250 jobs; Roche and Clariant, leaders in pharmaceutical and chemical products also posted record losses of $2.49 billion and $477 million each, and said they would downsize their workforce by 4500 and 1700 jobs, respectively; Swiss Re, the insurance company, reported an annual loss of $73.6 million; and ABB, the Swiss-Swedish engineering group posted a $787 million loss, mostly as a result of U.S. lawsuits related to its Combustion Engineering division.

Services:  The Swiss services sector is dominated by the banking and insurance industries.  Within the banking sector, private banks followed by commercial banks traditionally show the greatest growth potential.  The banking sector was affected by the downturn in global and especially U.S. equity markets as customers’ demand for equity trading falls off.  Swiss banks collectively account for around 11% of gross domestic product (GDP). During 2002, total assets of the country's two largest banks were $931 billion (SF 1.444 billion), representing 64.1% of the $1.452 billion (SF 2.251 billion) worth of bank assets in Switzerland. In 2002, the banks also suffered from the less favorable economic environment. The aggregate annual profits of the banks (parent companies) increased from $14.3 Billion (SF 24 billion) to $15.7 billion (SF 24.4 billion) largely because of major cost reductions.  In the wake of declining stock markets, commission business, services and trading exhibited markedly lower net results (-8.8%).  Interest income also dropped sharply by 36%. The total banking assets grew by 1% from $1.325 billion (SF 2,227 billion) to $1.452 billion (SF 2.251 billion).  Domestic bank offices had customer securities portfolios totaling $51.9 billion (SF 80.5 billion) under their management at the end of 2002 compared with $49.2 billion (SF 82.7 billion) at the end of 2001.  Employment in the Swiss banking sector, including staff in branch offices abroad, reflects the weak economic perspectives. At the end of 2002, the banks employed 118,328 persons, down by 2,740 (-6%) from the previous year's level. The big banks reduced their work force by 2.4%, while private bankers axed 622 jobs (-13.8%).

The insurance industry is equally important for Switzerland, and the Swiss are the most insured people in the world.  There are well over 100 insurance companies in the country, approximately 10% of which specialize solely in the reinsurance business; of the latter, Rueckversicherung ("SwissRe") is the world's second-largest reinsurance company.  The year 2002 was, however, a particularly bad year in the Swiss industry when it registered an annual loss of SF 11 billion.  Part of the loss, besides the current weak economic outlook, was attributed to bad management strategies and huge losses in the capital markets.

Agriculture:  Imports of virtually all agriculture products, regardless of their origin, are subject to import duties and to variable import quotas. The Swiss agriculture sector remains among the most heavily subsidized in the world. The Swiss government has made clear during the latest WTO negotiations in March 2003 that it favored a step-by-step approach when addressing farm subsidies, while at the same time expressing support to the “multi-functional” role of Swiss farmers.  Swiss government is particularly concerned that the WTO’s farm objectives, which include slashing import duties and subsidies by up to 60 per cent over the next five years, would impose an “intolerable burden” on Swiss farmers. 

In a 2003 report, the OECD expressed concerns that farmers in many OECD countries still remain shielded from world market signals. Whereas prices received by OECD farmers were, on average, the same as those in Australia and New Zealand, they were 10% higher in the United States, 35% higher in the European Union, and more than 100% higher in Iceland, Japan, Korea, Norway and Switzerland. OECD estimates show that Switzerland is subsidizing more than 70% of its agriculture, compared to 35% in the EU.  According to the “2007 Agricultural Program” recently adopted by the Swiss Parliament, subsidies will increase by SF 63 million, thus totaling SF 14.092 billion from 2004 to 2007. Mill quotas, however, will be abolished starting in May 2009.
-     Government Role in the Economy

Switzerland has a market economy based on the principles of free enterprise.  Freedom of trade and industry are guaranteed by the Federal Constitution and, apart from the agriculture sector, state intervention is minimal.  Government policy is primarily aimed at providing the economy with a favorable framework -- stable currency and prices, an efficient infrastructure, and training that will yield the skills required in the global economy.

Under Switzerland's federal, cantonal and communal system of governing, the federal government has responsibility for foreign affairs, internal and external security, transportation, energy, environment, customs, communications, and monetary control, while the cantons largely control other state functions such as education and justice matters.  In many areas, the federal government simply legislates and supervises, while the 26 cantons implement the legislation.  The cantons enjoy a high degree of administrative authority, with their own constitutions and laws.  The communes, of which there are over 3,000, also enjoy a high degree of independence.  They have considerable control over local issues, and even collect taxes.  All three levels of government have little direct involvement in the economy.

Indirect involvement is evident in the extensive number of government regulations, especially at the local level.  Building codes, regulated hours of establishment, labor laws, zoning ordinances, environmental regulation (for instance, garbage control), noise codes and administered prices are examples of areas where rules and regulations are more pervasive than in the United States.  Mandatory health insurance is a typical example of the Swiss approach to government involvement in the economy:  Insurance and health care are provided privately but the government requires employees to have the insurance (and subsidizes those who cannot afford it).

In the run-up to a general election in mid-October 2003, the Swiss government is struggling to pull the economy out of its dive.  Private analysts advise not to expect much this year, citing Germany's dismal economic performance and its link to a Swiss recovery; Germany absorbs 20 percent of Swiss exports.  This pessimism was echoed at the Swiss Economic Ministry, which said publicly that the lack of an upturn in the global economy, particularly in the euro zone, coupled with the continued strength of the Swiss franc, would hold back the Swiss economy to 0.3 percent growth this year.  In search of some meaningful policy to get the economy back on its feet, the Swiss Economics Minister Joseph Deiss has proposed a $12.5 billion (SF 17 billion) economic program over four years aimed at reducing red tape costs for SMEs and enhancing training, research and technology.   But drastic government spending cuts in the 2004 federal budget may prevent pre-election rhetoric from ever emerging as a concrete program. 
-     Balance of Payments Situation

Trade balance and current account:  According to the Swiss Secretariat for Economic Affairs (SECO), Switzerland’s current account surplus decreased by 31% to $32 billion in 2002 (SF  49.6 billion), which represents 14% of GDP.  In value terms, total exports decreased by just 1% and imports by 5.3%.  Swiss industry posted a modest positive balance of trade at $8.3 billion (SF 12.9 billion).  The surplus from services increased from $15 billion (SF 24.2 billion) in 2000 to $16 billion (SF 24.9 billion) in 2002.

Capital account:  SECO reports that in 2001, the capital account deficit decreased from $34.4 billion (SF 57.9 billion) to $40.7 billion (SF 63.1 billion). Switzerland continues to spend more on foreign direct investment annually than it receives; in 2001, Switzerland's outflow of FDI totaled $17.3 billion (SF 29.2 billion) in 2001 compared to $44.8 billion (SF 75.4 billion) in 2000, while FDI inflow totaled $8.8 billion (SF 14.9 billion) in 2001 compared to $19.3 billion (SF 32.5 billion) in 2000. 

-     Infrastructure 

Switzerland's infrastructure is modern and well-developed.  The country has a very substantial and efficient rail network, an extensive road system (honeycombed with tunnels to cope with the mountainous terrain), two major international airports (Zurich and Geneva) and a few smaller airports with international connections (Basel, Bern, Lugano).  Though landlocked, Switzerland has a state-of-the-art maritime transport network with some 30 ocean-going vessels, and carries out river-borne cargo services with connections to the North Sea via tugs and barges on the Rhine River.  The port of Basel is a major terminus for goods handling, with efficient connections between rail, road and water.  Custom-bonded warehouses and duty free areas exist in and around all major cities.

Switzerland has very high computer usage rates.  Internet and cellphone usage rates are among the highest in Europe and cable television reaches some 95% of the population.

Liberalization during the '90s led to the separation of the postal and telephone services in Switzerland.  The core services of Swiss Post are letters, parcels and express mail, payment transaction and road-based passenger transport.  Swiss Post currently has 3,177 post offices nationwide with 56,000 employees. On average, they process some 500,000 parcels (82% market share) and 20 million letters (85% market share) a day.  According to the result of an independent external study, which is regularly conducted on behalf of the International Post Corporation (ICP), an association of 21 leading international postal administrations, Swiss Post is a leader in terms of letter delivery times in Europe.  It also handles deposit and payment transactions for the 2.4 million people in Switzerland who have a postal checking account.  It hopes to remain number one in its home market and in international transactions with Switzerland.  It acts in accordance with the rules of the free market economy and measures itself by its commercial success.  This includes an appropriate level of profitability to ensure its own funding and to achieve a continuing increase in the value of the business.  Swiss Post is seeking to develop new sources of growth with innovative products and services such as direct marketing, logistics solutions, financial services and e-business.  However, as a cost cutting measure, Swiss Post has announced that it will have to close some of its post offices in Switzerland, possibly up to 500 offices, most in very small villages. 

Parcel Post in figures; Average daily traffic:

-  500,000 parcels

-  500 trains

-  910 containers

-  500,000 kilometers

-  19,000 delivery vehicles

International courier services are in the Swiss market (UPS, FedEx, DHL) but their activities are limited to express deliveries and the transport of parcels of more than 2 kilos.

Currently, Swiss Post has a market share of 80% in the payment of personal and business invoices.  It also offers saving accounts, investment funds and life insurance solutions.  The financial arm of Swiss Post, Postfinance, has been steadily growing in the past years.  With their "pop" advertising campaigns, they have been very successful in approaching Swiss youth.  Postfinance is an independent organization responsible for its own profits/losses with Swiss Post.  Since Postfinance's founding, the payment of bills through the postal system has carved out a position for itself without monopoly protection and in direct competition with banks.  

Yellow trade is the innovative Internet banking system by Postfinance.  It gives 24 hours access to all yellow post account holders, 7 days a week.  The new Postfinance online trading offers to trade securities on the leading stock exchanges, with extremely attractive brokerage rates and without any custody account fees.  Registered yellowtrade users profit from free SWX and Virt-x realtime rates and up-to-date news and information about finance and the economy.

Swiss Post International possesses one of the most extensive distribution networks in the world.  Their future-oriented and flexible IT solutions are totally integrated in the global networks of the Swiss Post International's partners.  Their subsidiaries in the UK, Italy, France, Germany and the USA reinforce their international appeal.  

Postbus Switzerland, a decentralized organization, is a company on the move.  What began in the last century with the mail coaches has developed into the biggest operator in regional public transport on the roads.  The introduction of the revised railway legislation in 1996 redefined duties and areas of responsibility within the Swiss regional public transport system.  Postbus has become the leading provider of regional public road services for passenger transportation and acts as a system provider and operator as well as a public transport contractor and provider of tourist transport services. 

	Postbus in figures:
	2001
	2002

	Number of postbus routes

Length of network (Km)

Number of vehicles

Passengers conveyed (millions)

Kilometers covered (millions)


Total revenue SF (millions)
	716

8,500

1,945

95

84

470
	716

10,316

1,958

97

87

490


The Swiss communication market was reshaped by the liberalization actions in 1998.  Over 130 carriers now compete with Swisscom in all areas of telecommunication services, although Swisscom will remain the largest service provider for years to come.  The "last mile" has not been liberalized and remains under the control of Swisscom (see investment climate section below).

Hydroelectric energy is Switzerland's natural, main source of power due to its location in the Alps.  About 59% of its electric power output comes from hydroelectric plants and about 39% from nuclear generating plants.  Future energy needs most likely cannot be met by new hydroelectric plants, due to constraints imposed by environmental and political factors.  The oldest nuclear plants will reach the end of their cycle in 15-20 years.  An active debate is on-going over the role of renewable energy in meeting the future needs of Switzerland.

