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Swiss GDP rose by 0.3% q-o-q in Q2. Previous quarters were revised down and now
show that Switzerland was in a technical recession in H2 2018. Unlike other
European countries, however, manufacturing contributed positively to growth in
Q2. But the devil is in the detail. The solid performance of manufacturing was
mainly due to one segment—chemicals and pharmaceuticals, which is less sensitive
to exchange rate movements and the economic cycle than others. Other industry
sectors, specifically machinery and metals, reported declining turnover.
The escalation of trade tensions led us to revised down our euro area GDP growth
forecast this summer. As a small and open economy, Switzerland is particularly
affected by weakening global demand and geopolitical uncertainties. Hence, we are
lowering our Swiss GDP forecast to 0.8% for 2019 from a previous forecast of 1.3%.
The downgrade also reflects the downward revision of GDP growth in prior
quarters, which mechanically lowers annual 2019 GDP growth.
There are high expectations that the SNB will cut rates at its monetary policy
assessment on 19 September. But we believe that the SNB will be reluctant to cut
rates, especially if the ECB cuts its deposit rate by (only) 10 basis points (bps), as per
our baseline scenario.

Uncertainties and global slowdown are weighing on business investment
Swiss GDP rose by 0.3% q-o-q in Q2, compared with a downwardly revised increase of
0.4% in Q1. Previous quarters were revised down and now show that Switzerland was in
a technical recession in H2 2018 (see Chart 1 and Appendix).
CHART 1: SWISS QUARTERLY GDP GROWTH
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The GDP report revealed that household consumption expanded by 0.3% q-o-q in Q2,
mainly due to spending in healthcare, housing and energy. The pace of growth in
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consumption was a bit softer than the average growth of the last few years. Investment
spending in equipment dropped by 1.0% q-o-q in Q2 as companies held up spending in
machinery, according to the State Secretariat for Economic Affairs (SECO). Investment
spending in equipment has been week since mid-2018 (see Chart 2). Uncertainty and
slower growth at the global level are probably weighing on business sentiment.
Investment in construction (-0.1%) was also a drag in Q2.
CHART 2: SWISS INVESTMENT SPENDING IN EQUIPMENT AND SOFTWARE
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A look at the production approach showed that unlike other European countries,
manufacturing contributed positively to growth in Q2. But the devil is in the detail.
The solid performance of manufacturing was mainly due to one segment—chemicals
and pharmaceuticals, which is less sensitive to exchange rate movements and the
economic cycle. Other industry sectors, specifically machinery and metals, reported
declining turnover.
CHART 3: SWISS GDP BREAKDOWN – PRODUCTION APPROACH (% Q-O-Q AND PERCENTAGE POINTS)
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The escalation of international trade tensions led us to revised down our euro area GDP
growth forecast in August (see our Flash Note here). As a small and open economy,
Switzerland is particularly affected by weaker global demand. Hence, we are now also
lowering our Swiss GDP forecast to 0.8% for 2019 from 1.3% (unchanged since
November last year). The downgrade also reflects the downward revision of GDP growth
in prior quarters, which mechanically lowers annual 2019 GDP growth (see Appendix for
further details).

SNB: interventions in the FX market rather than a policy rate cut
Swiss National Bank (SNB) officials have emphasized the importance of the interest rate
differential (mainly versus the euro area) for the exchange rate and thus the policy
outlook. The SNB’s policy rate differential with the ECB’s deposit facility rate now stands
at 35bp, below the 50bp it stood at in 2015 when the SNB lowered its interest rates to
-0.75%.
However, we believe that the SNB will be reluctant to cut rates in direct response to
ECB easing, especially if the ECB rate cut widely expected this week is only 10 basis
points (bps), as per our baseline scenario. This would not be the first time that the SNB
does not follow the ECB with a policy rate cut of its own since the Swiss introduced
negative interest rates in 2015 (see Chart 4). Instead, we believe that the SNB could
respond to upward pressures on the CHF through foreign exchange (FX) interventions
rather than through a policy rate cut.
CHART 4: ECB’S DEPOSIT RATE AND SNB’S POLICY RATE
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Since mid-July, the CHF’s appreciation has prompted the SNB to intervene repeatedly in
the foreign exchange market. However, after five weeks of increase, commercial banks’
sight deposits at the SNB – a proxy of foreign exchange interventions by the SNB –
remained broadly stable in the last week of August and the first week of September. This
suggest that the SNB has reduced its foreign exchange interventions or may even have
halted them (see Chart 5). At margin, recent developments in total sight deposits reduce
the need of a rate cut in our view.
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CHART 5: TOTAL SIGHT DEPOSITS IN CHF AT THE SNB (WEEKLY VARIATION)
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The SNB will be facing high expectations of a policy rate cut at its monetary policy
assessment meeting on 19 September. While we believe the SNB will stay on hold, our
forecast is a close call and a lot will depend on ECB and Fed meetings.

Appendix: GDP revision
The Federal Statistical Office’s (FSO) revision of annual GDP data has been followed by
quite substantial revisions of the quarterly GDP data by the SECO. The revised data
reveal the occurrence of a technical recession in H1 2015 and H2 2018.
CHART 6: SWISS QUARTERLY GDP GROWTH – PRIOR AND AFTER REVISIONS
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