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As a small and highly open economy, Switzerland navigates not only the current challenges @& §2°
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arising from geopolitical tensions in the Middle East, but also major structural economic e 3
—

shifts. This economic resilience is coupled with a high degree of dependence on external
markets.

Gurrent glohal challenges Figure 1: Declining sentiment among businesses
and consumers

A few months on from the outbreak of the Iran conflict, Standardized values (z-scores)

the global macroeconomic outlook has deteriorated.

With oil prices hovering around USD 100 per barrel, 3

growth prospects are weakening while inflation climbs. 2 N \
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Businesses are facing higher input costs, while uncertainty / \ ™
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Figure 1 illustrates the decline in sentiment among both 3
businesses and consumers. The extent of the economic 4
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fallout remains dependent on when the Strait of Hormuz
becomes fully navigable again, restoring access to around
20% of global oil production and 25% of global natural
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gas supplies. In our base case scenario, reflected in the === Global Consumer Confidence
economic forecasts shown in Figure 2, we assume that
the conflict will remain temporary. If the conflict persists, Sources: Ziircher Kantonalbank, LSEG Datastream




the outlook for growth would come under disproportionate
pressure, primarily due to the associated concerns about
inflation. For now, and assuming the conflict remains
temporary, major central banks are likely to avoid further
growth-dampening rate hikes or, as in the US, postpone
planned rate cuts. However, if energy prices stay elevated
over the long term and inflation expectations become
more entrenched, further rate hikes could weigh even
more heavily on the economic outlook.

Figure 2: ZKB growth forecasts
Expected real GDP growth in 2026 (in %)
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Impact of the Iran conflict on Switzerland

In terms of inflation, Switzerland is likely to emerge from
the current crisis relatively unscathed. For one thing,

the Swiss franc tends to appreciate in times of market
turbulence as a “safe haven” currency. Since oil and other
energy commodities are traded in US dollars, this helps
to moderate the rise in energy prices. At the same time,
the strong Swiss franc lowers the cost of all other
imported goods, helping to dampen overall inflation. The
country’s energy mix (Figure 3) also suggests that the
impact will be more limited. Switzerland relies primarily on
nuclear and renewable energy. Its comparatively lower
consumption of oil and natural gas is an advantage.
Moreover, Switzerland sources most of its oil from the
United States and Nigeria. This limits dependence on

Figure 3: Switzerland less dependent on oil and gas
Energy consumption by source and country, 2024 (% share)
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imports from the Middle East. In addition, regulated prices
help smooth the rise in energy prices. For example,
electricity prices in the basic supply are regulated and set
only once a year. Higher electricity generation costs are
therefore passed on to households much more slowly than,
for example, in the Eurozone. This approach also means
that price increases are introduced with a time lag; as a
result, the effects of higher energy prices may prove more
persistent. In addition, the share of energy in the Swiss
Consumer Price Index (CPI) is significantly lower than in
many other countries. Interest rate hikes in Switzerland are
therefore unlikely to become a major issue.

Against this backdrop, Switzerland’'s economic outlook is
likely to be supported by robust private consumption,
which is less constrained by inflation, as well as by the
significantly higher energy efficiency of Swiss industry.
By way of comparison, Switzerland requires around 1
megajoule of energy input per unit of value added,
compared with around 5 megajoules in the United States.
By contrast, Switzerland’s heavy reliance on exports

poses a greater economic risk. On the one hand, softening
global demand is weighing on growth. On the other hand,
the strong Swiss franc presents a challenge for export
industries: while it helps contain inflation, it also makes
Swiss exports more expensive. Even though Swiss industry
has managed in recent years to offset the appreciation of
the Swiss franc through average productivity gains of 1.5%,
an abrupt strengthening of the currency would likely prompt
foreign exchange interventions by the Swiss National Bank
if inflation remains high but rate cuts are not an option.

Structural challenges

A glance at the history of the Swiss economy shows that
the Swiss franc has, in the past, acted as a “trainer,”
ultimately strengthening Switzerland’s competitiveness.
However, the strong Swiss franc is not the only thing
driving innovation; Switzerland’s high locational quality —
including infrastructure, access to skilled labor and a stable
regulatory environment — also provides strong economic
foundations. At the same time, the demographic decline in
labor force potential poses a major structural challenge
that calls for both macroeconomic and business policy
measures.

Figure 4: Fall in working-age population
Expected change until 2050 (in %)
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ZUrcher Kantonalbank’s SME Concerns Barometer already
flags both the shortage of skilled labor as a constraining
production factor and uncertainty surrounding the cross-
sector impact of artificial intelligence. In this period of
accelerating technological change and growing geopolitical
fragmentation, both supply chains and end markets are
coming under increasing scrutiny. With disruption set to
become a constant companion for Switzerland, given its
strong dependence on external markets, greater resilience
will be needed not only in business operations but also in Author
business models.
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