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Economic trends, winter 2024/2025 Name

Worksheet with integrated advanced text

Background o

Every quarter, the Federal Government's Expert Group publishes aforecast of economic

developments in Switzerland™ based on assumptions about the international economy
and monetary developments.

The winter forecast was presented on 17 December 2024 with a SECO press A AU SRS LY S
release and documented in a comprehensive SECO publication entitled TeraliiliNINLTI G
‘Konjunkturtendenzen’/‘Tendances conjoncturelles Winter 2024/2025' (see illustration tEETTIRSLRAET AAY
opposite). This publication is freely accessible online in German or French at R HnnLng

www.seco.admin.ch/Konjunkturtendenzen. The main edition of the Swiss TV news
programme SRF Tagesschau on 17 December 2024 also covered SECO’s winter
2024/2025 economic forecast in a report entitled ‘Tribe Konjunkturaussichten fur
2025 - 'Sluggish economy - outlook for 2025’ (2:19, available in German only).

In this worksheet with integrated advanced text, Iconomix presents a concise summary
on the basis of excerpts from the SECO press release and the 26-page SECO
publication. It then sets a number of questions on the text. Questions marked with the
& icon are advanced questions that go beyond the SECO text and encourage further
thought.

The Iconomix summary is structured as follows: As a small economy geared to the
global markets, Switzerland is heavily influenced by international economic
developments. For this reason, the summary starts with an outline of the global
economic situation and the monetary environment. The second section looks into the
economic situation in Switzerlandin the third quarter of 2024. The third part presents
the latest economic forecast for 2025 and 2026, while the fourth explains the risks to
economic developments and the forecast.

Slide set with charts and tables

The Iconomix unit ‘Economic trends’ also includes a PDF slide set (in Yo
German only) containing all the charts and tables from the corresponding

SECO publication, covering areas such as contributions made by the various
economic sectors to GDP growth, global trade and inflation trends.
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D International and monetary environment

Real economy

The global economy once again saw dynamic growth overall in the third quarter of
2024. There were, however, major differences between the individual countries.
GDP in the US, for example, grew at an above-average rate, as in the previous
quarter. Growth accelerated in both the euro area and China in Q3. The German
economy grew slightly again after a decline in the previous quarter. In the UK and
Japan, by contrast, economic momentum has weakened somewhat latterly.

Despite a slight downturn in various countries, the situation in the international
labour market is still favourable by historical comparison. Correspondingly, wages
have risen in many places. Together with an appreciable weakening in inflation, this
is supporting household purchasing power.

Monetary developments

Autumn saw another slight decline in inflation in many countries; in some cases,
however, core inflation increased again. To some extent, above-average wage
growth is reflected in increases in the price of services. Given the lower inflation
figures and outlook, many central banks have recently cut their policy rates further.

The Swiss franc has latterly appreciated further against the euro, reaching a new
high in November. Owing to the growing interest rate differential, however, it lost
value against other currencies, especially the US dollar.

Questions on the international and monetary environment

a) Briefly describe the development of the global economy in the third quarter of 2024. Comment on the different developments
(heterogeneity) in the various economic areas.

b) What was the situation in the international labour market? Give a brief description.

c) Briefly describe monetary developments in winter 2024.

d) & In the SECO text it says that because of the growing interest rate differential, the Swiss franc has lost value, especially
against the US dollar. Why is this so? Explain.
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2) Economic situation in Switzerland

Gross domestic product

Economic growth in Switzerland slowed in Q32024. GDP adjusted for sporting
events rose by around 0.2%, this following 0.4% in the previous quarter. This figure
is around the middle of the range compared with Switzerland's immediate
neighbours, with France recording stronger growth, Germany somewhat weaker,
and ltaly experiencing stagnation. The US in particular saw stronger growth in Q3.

The subdued growthwas supported by domestic demand, and in particular by
consumption. There was an increase in both household and government spending.
The sharp drop in inflation and the continued rise in employment figures and
employee compensation had a stabilising effect on the domestic economy.

The construction sector can also look back on a positive quarter. Foreign trade,
however, was a source of negative impetus, with a strong increase in the previous
quarter followed, as expected, by a pronounced countermovement in goods exports.
For 2024 as a whole, the Expert Group is expecting the Swiss economy to grow by
0.9% (September forecast: 1.2%). The downward revision of its forecast is due to a
large extent to the updated basic data used to calculate the national accounts, which
shows somewhat lower growth for the first two quarters of the year than was
calculated in September.

Labour market

Unemployment in all sectors and population groups increased in October 2024. The
most significant increases in the seasonally adjusted unemployment rate compared
with the same month last year were recorded in information and communication,
hospitality and support service activities (each rising by 0.9 percentage points).

Overall, the unemployment rate in October 2024 was 2.6%, an increase of
0.5 percentage points versus October 2023.

Prices

Since the summer there has been another clear fall in inflation in Switzerland. At
0.6% in October, it was at its lowest level since June 2021. Core inflation (excluding
energy and fuel as well as fresh food and seasonal products) continued to decline,
and is now stands at 0.8%.

The decline in inflation is mainly due to the prices of oil products and other imported
goods, not least owing to the appreciation of the Swiss franc.

Questions on the economic situation in Switzerland

a) Describe how the Swiss economy developed in the third quarter of 2024.

b) Briefly describe the situation on the Swiss labour market.

c) Briefly explain how inflation developed in autumn 2024.
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d) & SECO refers to the GDP figure for 2024 as a whole published in mid-December 2024 as a forecast. Explain why this is
indeed a forecast.

e) © In the SECO text, it says that the forecast for 2024 as a whole has been revised downwards: in September the Expert Group
was predicting 1.2% but in December only 0.9%. The explanation for the revision is that the basic data for calculating the
national accounts was updated. Why is it not unusual for GDP estimates to be revised? Give arguments.

3) Economic forecasts for Switzerland

Assumptions on the global economy

For the coming year, the Expert Group expects the German and European
economies to develop more weakly than previously estimated. Added to this, the
Swiss franc is relatively highly valued.

Gross domestic product

In this context, the sectoral structure of the Swiss economy and the fact that its
trading partners are broadly diversified help to stabilise the economy. However, the
export sectors that are exposed to economic and exchange rate fluctuations are
being slowed down. Industrial production capacity is currently underutilised and the
order situation is weak, which is likely to further curb investment activity for the
time being.

The Expert Group is lowering its economic growth forecast for Switzerland in 2025
slightly to 1.5% (September forecast: 1.6%). This would mean that after two years of
subdued growth, the Swiss economy would grow more slowly in the coming year
than the historical average (1.8%).

Domestic demand is likely to prove to be the mainstay of growth. Construction
activity should continue to pick up as mortgage rates fall. In addition, further
increases in employment are expected for the coming year, along with a sharper fall
in inflation than previously forecast (2025: 0.3%; September forecast: 0.7%).
Consumer expenditure by households would benefit from this.

In 2026, there should be a gradual recovery from the current phase of weakness,
particularly in the rest of Europe. Swiss exports and investment spending would
also regain momentum as a result. The Expert Group is forecasting 1.7% growth for
the Swiss economy in 2026. Average inflation for the year is likely to be 0.7%.

Labour market

In the labour market, the moderate economic momentum is accompanied by rising
unemployment. The average annual unemployment rate for 2025 should come to
2.7% (September forecast: 2.6%), followed by 2.7% in 2026.

Questions on the economic forecast

a) Describe briefly what GDP growth the Federal Government’s Expert Group is expecting for 2025 and 2026.
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b) Briefly summarise what unemployment rate can be expected in the forecast period.

c) Describe in a few words how inflation is likely to develop over the forecast period.

d) & In addition to the unemployment rate and inflation, both lagging economic indicators, other indicators are mentioned in the
text. Name one further leading, coincident or lagging indicator mentioned from the text.

e) @ Overall, the Swiss export industry is holding its own quite well despite a difficult international environment. What are the
characteristics of the Swiss export industry that make it comparatively robust? Give arguments.

4) Economic risks

There is a great deal of uncertainty at present surrounding international economic
and trade policy and its macroeconomic impact. This forecast does not assume any
explicit scenario regarding a possible realignment of economic policy following the
change of administration in the US in January 2025.

Trade conflicts

Trade barriers and trade conflicts would pose a major risk to the international
economy. It should become possible to make more precise estimates in the next six
months. A more pronounced weakening in the development of the economy
internationally would have a significant impact on Switzerland's foreign trade and its
domestic economy.

Geopolitics

Added to this, geopolitical risks still exist, particularly in connection with the armed
conflicts in the Middle East and Ukraine.

Inflation and financial markets

Inflation could also prove to be more persistent, and monetary easing in the major
currency areas could therefore take place more slowly than currently anticipated. In
addition, existing risks in connection with global debt, balance sheet risks at financial
institutions and risks on the real estate and financial markets could intensify.

If various risks were to materialise, upward pressure on the Swiss franc would have
to be expected.

Questions on the economic risks
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a) Any economic forecast is subject to a certain degree of uncertainty. Name major downside risks mentioned in the text. Answer
in complete sentences.

b) © The future direction of the new US administration’s trade and economic policy is currently very uncertain. Various
announcements during the election campaign and after the Republicans’ victory have attracted a great deal of public attention.
Please give two examples of measures announced by US President Elect Donald Trump and outline the risks for the US
economy in a few key words for both measures.

Footnotes:

1| addition to the Federal Government's Expert Group, a range of other institutions and companies also publish economic
forecasts for Switzerland. They include BAK Economics, l'institut de macroéconomie appliquée (CREA), the International Monetary
Fund (IMF), KOF Swiss Economic Institute at the ETH, the Organisation for Economic Co-operation and Development (OECD), the
Swiss National Bank, Swiss Life, UBS and Zircher Kantonalbank (ZKB).
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