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Foreword

When the first version of this report came out in late sum-
mer 2021, hopes were high that the pandemic would soon
be under control, if not stopped entirely, thanks to progress
on rolling out Covid vaccines. At the same time, the global,
Swiss and Vaud economies were bouncing back with vigor.
But it wasn't all smooth sailing: inflation was starting to
resurface, interest rates were creeping up and there was
little respite to the disruption in supply chains. What's
more, Covid restrictions remained in place in several areas
and travel was still difficult.

In mid-February 2022, the Swiss government finally lifted
its Covid restrictions. Yet clouds quickly formed over other
areas of the economy, owing mainly to the war in Ukraine,
sanctions against Russia, rising commodity prices (espe-
cially energy), runaway inflation, higher interest rates and
moves by central banks to swiftly tighten monetary policy.

By the time the English version of our report came out in
the fall of 2022, the prospect of major energy shortages had
further darkened the economic outlook. And the pandemic
hadn't completely subsided, with new infections rising in
Europe and localized lockdowns being introduced in China.

All these factors prompted analysts to lower their growth
forecasts for the global, Swiss and Vaud economies. Back
in January, the IMF had predicted global GDP to expand
by 4.4% in 2022 and 3.8% in 2023, but these forecasts were
pared back in October 2022 to 3.2% and 2.7%, respectively.
In Switzerland, the State Secretariat for Economic Affairs cut
its GDP growth forecasts for the country by one percent-
age point to 3.0% for 2022 and 1.1% for 2023. And for Vaud
Canton, the CREA Institute of Applied Economics shrank its
forecasts by one percentage point and a half percentage
point, respectively, to 2.5% for 2022 and 1.4% for 2023.



Switzerland and Vaud are now subject to the same threats
as the global economy, with a number of prevailing uncer-
tainties. The country and the canton - along with neigh-
boring countries — are facing the prospect of a severe
energy shortage and economic recession. At the same
time, Switzerland is grappling with country-specific risks
like the rising Swiss franc, question marks about the future
of its relationship with the European Union and the conse-
qguences of the minimum corporate income tax rate that
will be introduced shortly.

As we write this report in early November 2022, Switzerland
and Vaud have held up well, just as in previous crises. Infla-
tion is not as strong here as in neighboring countries, and
unemployment is historically low. But as far as Vaud is
concerned, one question remains (and it's one we asked
during the other challenges our canton faced over the past
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15 years): does the “Vaud miracle” still stand? That is, does
our canton still possess the unique strengths needed to
weather the storm?

We think so. While Vaud is not immune to the global eco-
nomic downturn, it hasa good chance of making it through
intact thanks to our diversified economy, positioning in
high-added-value industries, and hard-working, innova-
tive workers and businesses with a formidable capacity to
adapt — even amid today’s headwinds.



Introduction

“The Vaud miracle is being put to the test.” In 2016, the first
sentence of our study “Vaud — The Discreet Tiger” made
it clear that the canton’s economy was already facing the
new crises and challenges that had emerged since the
subprime crisis. Five years have passed, and the canton has
hardly known any peace. In less than 15 years, it has had to
deal with five difficult events: the subprime crisis and the
resulting global recession, the eurozone crisis, the abolition
of the minimum EUR/CHF exchange rate, the trade war,
and the Covid-19 crisis. On average, less than three years
separated each of these episodes; however, the economic
fabric of the canton, which had been renewed after the
1990s crisis, was able to cope with all of them.

The expression “Vaud miracle” reflects the canton’s robust
economic growth in the early 2000s. Gross domestic prod-
uct (GDP) grew by an average of 3.6% per year between
2004 and 2008, twice as fast as between 1998 and 2003 —
and significantly faster than Swiss GDP as a whole (+3.2%).
To some, the word «miracle» is not appropriate since it
implies the result of a divine intervention - the canton of
Vaud's dynamism, instead, is the result of multi-level efforts
focused on the development of high value-added activities
and the canton’s capacity for innovation.

Nevertheless, in the broader sense of the term, a miracle
is simply a prodigy, something extraordinary. And yet, the
dynamics of the early 2000s — and the resilience of the
Vaud economy in the face of the economic ups and downs
following the onset of the subprime crisis — are just as
pleasing as they are remarkable. Nowadays, the “Vaud mir-
acle” is perhaps less glittering than it was in the early years
of the century; but while other regions and countries have
experienced increases in debt and unemployment since
the subprime crisis, the canton - like the rest of Switzerland
— has been able to preserve its healthy public finances and
a dynamic job market. At every crisis point, the economic
downturn has been less severe than in other industrialized
economies, and recovery has been faster. Between 2005
and 2020, the canton recorded an average annual growth
rate of 2.4%, while Switzerland grew by 1.8%, the USA by 1.5%
and the eurozone by 0.7%.

Other numbers that can testify for this phenomenon: in
July, the now former Vaud-based start-up Sophia Genetics,
based in Saint-Sulpice (VD) near the Swiss Federal Institute

of Technology in Lausanne (EPFL), where it was founded,
successfully completed its initial public offering on the
Nasdag stock exchange, raising $234 million and achiev-
ing a market valuation of $1.1 billion. In August, Astrocast,
another EPFL company developing a network of nanosat-
ellites for the Internet of Things, entered the growth seg-
ment of the European operator Euronext. Although the
Covid-19 crisis has affected some Vaud-based start-ups,
this fabric remains very much alive.

Five years after “Waud —The Discreet Tiger”, the Vaud Cham-
pber of Commmerce and Industry (CVCI), the CREA Institute
of Applied Economics at the University of Lausanne's HEC
Faculty,and the BCV's Observatoire de I'économie vaudoise
wanted to reassess the situation. While the previous study
focused on economic developments from the early 1990s —
a difficult decade with unemployment rates approaching
or exceeding 7% in the canton between 1993 and 1997 — to
the beginning of the 21st century, this study examines the
evolution of the Vaud economy during the crises we have
witnessed over the past 15 years.

This study uses 2005 as its initial point of reference and ded-
icates one chapter to each crisis episode, in order to gain a
better understanding of the specific factors that enabled
the canton of Vaud and Switzerland to recover from it. The
chapters are preceded by a synthetic overview of the devel-
opment of the Vaud economy between 2005 and 2020. The
penultimate chapter highlights how the various sectors
and industries have grown, each in its own way, and the
final chapter closes with a look at future challenges. A wide
range of data sources were used, in particular Statistique
Vaud, the Federal Statistical Office, other federal agencies,
and the International Monetary Fund. The main source of
data for the analysis of the evolution of employment and
value added of the different industries is CREA.

Here are the main results:

1. Infifteen years, Vaud's GDP has grown by 419% — or 2.4%
per year on average. And this despite going through the
subprime crisis, the eurozone crisis, the abandonment
of the minimum EUR/CHF exchange rate, the trade
war and the Covid-19 crisis. Employment grew by 31.0%
between 2005 and 2020, an annual average of 1.8%.



The growth rates recorded by the Vaud economy are
higher than those for Switzerland as a whole (GDP:
+29.7%, employment: +19.9%). Nor did the USA do
better (GCDP: +27.9%, employment: +6.1%), or the eurozone
(GDP: +10.9%, employment: +9.5%). Only high-profile
economies, such as Israel (CDP: +71.6%, employment:
+51.4%) or Luxembourg (CDP: +48.6%, employment:
+58.5%), were able to achieve a better result.

During these fifteen years of recurrent global crises,
many countries have seen their public debt rise
because of government economic support measures.
The 100% of GDP mark has often been approached,

or even exceeded. Switzerland has gone against this
trend, with public debt falling from 55% of GDP in 2005
to less than 50% in 2020. As for the canton, its total
debt (including municipalities and the federal govern-
ment's share of debt in proportion to population)

has fallen from around 75% of GDP to less than 50%.

The chemical-pharmaceutical industry in Vaud has
played a leading role in the development of the canton's
economy over the last fifteen years. Its value added has
increased sixfold, and employment by 1.9. This industry
includes both long established companies such as
Debiopharm, Ferring or Merck, and start-ups such as
AC Immune or Sophia Genetics. The weight of this
industry went from 3.1% of Vaud's GDP in 2005 to 5.9%
in 2020, and from 0.9% to 1.3% in terms of employment.

The other areas of the secondary sector showed
contrasting developments. Transportation equipment
manufacturing benefited from the production of
around 60 double-decker train sets by Bombardier
Transportation in Villeneuve. The food industry was also
able to grow, mainly because of the success of the
Nestlé Group’'s Nespresso subsidiary. On the other hand,
the machine industry and the production of precision
instruments have felt the adverse winds of the recent
past. The construction segment, meanwhile, has made
a positive contribution.

The main driver of growth between 2005 and 2020
was the tertiary sector, which contributed to three-
quarters of the increase in GDP over this period.

In particular, business services, the public and

9.

10.
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parapublic sector, and retail have seen significant
increases in their added value over the past decade
and a half.

Business services and real estate activities increased
their value added and related employment by half.
However, the trend was less strong after the subprime
crisis than in the years leading up to it, as companies
continued to face some uncertainty about the global
economic situation and, in particular, the difficulties
of the eurozone.

In public and parapublic services (increase in value
added and employment from one quarter to one
third), we can observe three main trends: the growth
of the education system, the development of the
health care system and the increase in social spend-
ing. Developments in other areas of public sector
activity (administration, security and justice, etc.)
mostly reflect the increase in the population.

The trends in the other service sectors are more varied.
Retail has grown as a result of population growth,
despite the slowdown caused by the development

of e-commerce. Financial services in Vaud benefited
from being mainly oriented towards the domestic
market. Telecommmunications and IT have benefited
from the rapid progress of digitalization. In 2020,
logistics services suffered from the temporary halt of
some companies and the reduced activity of some
industries. For the hospitality industry, the year 2020,
marked by the Covid-19 crisis, months of restaurant
closures and the collapse of international tourism, was
the worst of a series of complicated years.

The competitive position that Vaud's economy built-up
after the 1990s crisis, mainly based on the development
of high value-added activities, has proven to be strong
despite the shocks of the last 15 years. By continuing
to ensure that framework conditions promote
competitiveness, while incorporating the necessary
adjustments in response to current challenges (climate
change, digitalization, relations with the European
Union, the international economic environment, etc.),
the canton should be able to sustain its dynamism
and pursue its further development.



Fig.1

Fifteen Years Marked by
a Series of Crises

The subprime crisis inaugurated a period of repeated crises, the latest being the Covid-19
one. The Swiss and Vaud economies have navigated through these crises without too
many bumps in the road, proving to be more resilient than many industrialized regions.
Unemployment has remained low - despite inevitable fluctuations - public finances
have remained sound, and growth between 2005 and 2020 has been solid.

From the Subprime
Crisis to Covid-19

A cocktail of unusual crises: that is
what the Vaud economy has had to
swallow over the past 15 years. Just as
the world economy seemed to be on
the road to steady growth after the
tech bubble burst at the turn of the
century, a new word made its appear-
ance in 2007: subprime.

Within a few quarters, the issues deriv-
ing from these mortgages - granted
in the United States to bad - credit
borrowers who could no longer meet

Subprime

Percentage prl
crisis

their mortgage payments as the U.S.
housing market faltered — turned into
a global economic and financial crisis.

The collapse of the Lehman Brothers
in 2008 was fol-
lowed by a global recession. Then, the
Greek crisis turned into a eurozone
crisis, while Switzerland experienced a
surge in the value of the Swiss franc.
The pressure was temporarily relieved
when the Swiss National Bank (SNB)
introduced a minimum exchange rate
for the euro in 2011. The abandonment
of this exchange rate floor in 2015 came
as a shock, as did the trade war —to a

investment bank

European

debt crisis rate abolition

Minimum exchange

lesser extent —and, finally, the Covid-19
crisis in 2020. The Vaud economy has
had to overcome all these obstacles.

It appears that the canton has suc-
ceeded in doing so, as evidenced by
the fact that the number of jobs in
the canton rose by more than 30%
between 2005 and 2020. This means
that, despite repeated crises, the Vaud
economy has continued to create jobs,
even morethan Switzerland (+20%) and
the average for developed countries
(+10%). Not always at the same pace,
and sometimes with breaks, such as
during the crisis caused by the collapse
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Note: Number of full-time equivalent jobs in the secondary and tertiary sectors, according to the Employment Statistics. Change compared to the corresponding quarter of the
previous year, by quarter. Sources: Federal Statistical Office, Statistique Vaud
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of Lehman Brothers, after the euro exchange rate floorwas  during certain episodes of economic tension, it remained
abandoned, or at the start of the Covid-19 crisis. generally low, averaging 4.5% between 2005 and 2020

(Switzerland: 31%). In particular, during the Covid-19 crisis,
In addition, the canton entered the turbulence zone witha  the massive recourse to short-time working prevented
low unemployment rate —53% in 2005 (3,8% for Switzerland  a rise in unemployment. And, over time, the canton has
as a whole). Although the unemployment rate increased  shown great resilience.

Employment evolution between 2005 and 2020
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The Power of a Renewed
Economic Fabric

These reports confirm the conclusions of the study “Vaud —
The Discreet Tiger”, published in 2016 by the Vaud Chamber
of Commerce and Industry (CVCI), the CREA Institute of
Applied Economics at the University of Lausanne's HEC
Faculty and the BCV's Observatoire de I'économie vaudoise.
This publication focused on the regeneration of Vaud's eco-
nomic fabric after the crisis of the 1990s. It showed that this
revitalization had enabled the Vaud economy to get through
the major economic and financial crisis of recent years with-
out too much damage.

This evolution was notably linked to the development of
activities with high added value. The manufacturing industry,
the chemical-pharmaceutical industry, and other industrial
branches, such as watchmaking and medical technology,
have grown in importance. The canton's secondary sector
has also benefited from the recovery of the construction
industry after the real estate bubble burst in the early 1990s.
As for the tertiary sector, business services, whether in sup-
port activities or specialized activities such as consulting or
IT, have also progressed, as have two branches of the public
and parapublic sector: healthcare and education.

In addition, the Vaud economy - like the rest of the coun-
try - has benefited from very favorable basic conditions. In
particular, access to the European market was facilitated by
the bilateral agreements signed with the European Union
(EU). The economy has also benefited from sound public
finances, with a moderate debt burden, significantly lower
in proportion with GDP (around 55% in 2005 and less than
50% in 2020 for Switzerland) than other advanced econo-
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mies. Among the latter, several have seen their debt increase,
first after the subprime crisis and then again because of the
Covid-19 crisis, pushing their debt ratio close to, or above,
the 100% threshold. Its good financial health is therefore
another explanation for the canton's resistance to the crises
that have succeeded one another since 2005.

As a result, since the start of the subprime crisis, Vaud's
economy has been able to rely on a dynamic and robust
domestic demand, as well as on the solidity of its export
industries, which are mainly active in high value-added seg-
ments. Domestic demand supported the economy, while
the weak demand that export-oriented activities had to face
during the crisis periods was, for the most part, temporary.

The Covid-19 crisis proved to be an exception to this pattern.
The partial lockdown measures of spring 2020 and the pro-
tection measures in the quarters that followed also affected
many of the activities linked to domestic demand, while
exporters were simultaneously facing a global crisis. Despite
this reality, the economies of the canton and of Switzerland
withstood each period of crisis better than those of other
industrialized regions. The recovery phases have also been
generally more dynamic.

Eurozone Italy
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Note: For a selection of countries and groups. Vaud: estimate on a comparable basis, canton and municipalities with allocation of a share of the federal debt in proportion to

the population.



A Strong Increase in GDP Despite
the Circumstances

Like employment, the canton's gross domestic product
(GDP) grew strongly between 2005 and 2020, by almost
50%. In this area too, the canton’'s growth rate is higher
than that of Switzerland as a whole (+33%), and average
compared to developed countries (+23%) or the euro-
zone (+11%). This can be explained, on the one hand,
by an above-average resistance to crises — and there-
fore by a more moderate impact on growth or recession
in the toughest years, such as 2009 and 2020. On the
other hand, even in years of modest growth, the country
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and canton have seen their GDP grow at a faster rate, on
average, than most other developed economies.

This strong economic growth has led to strong popu-
lation growth. The population of the canton increased
by a quarter between 2005 and 2020, faster than
that of Switzerland, the average for the euro zone or
the industrialized countries. This increase was mainly
due to immigration. Although immigration was facil-
itated by the agreement on the free movement of
persons with the EU, it was mainly linked to eco-
nomic dynamics, as shown by the unemployment rate,
which remained low.
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The Rise of the Tertiary Sector

The main driver of this growth has been the tertiary sector,
which has contributed to three quarters of the increase in
GCDP between 2005 and 2020. In particular, business ser-
vices, the public and parapublic sector, and retail have seen
strong increases in their value added over the past decade
and a half. In the secondary sector, which accounted for
a quarter of the growth over this period, manufacturing
activities faced headwinds due to periods of weakness in
the European and global economy. However, the sector
benefited from the support of the chemical-pharmaceu-
tical industry, which expanded rapidly, and, to a lesser
extent, the construction industry, which was stimulated by
the demographic dynamic and the construction of new
housing in the canton.

Employment in the various industries and sectors has
developed in the same direction as GDP, with some
nuances. The number of full-time employees increased in
the manufacturing industry and in the chemical-phar-
maceutical sector, of course, but also in the machine and
watchmaking industries, as well as in the food industry.
The construction industry has also increased its workforce.
In the tertiary sector, although employment has increa-
sed only moderately, financial services have been hiring
throughout the last 15 years. This despite the obstacles
posed by a few periods of high volatility on the financial
markets and, above all, by the fall in interest rates, which
have partly moved into negative territory. That said, the
major employment driving force in the canton can be
recognized in business services, as well as in the public and
parapublic sector.

Population evolution between 2005 and 2020
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September 6, 2011

Philipp Hildebrand, President
of the Swiss National Bank until
2012, announces in Bern the
introduction of a minimum
exchange rate for the euro, set
at 1.20 francs. This measure

will make it possible to contain
the appreciation of the franc
for three and a half years.
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A Preserved Fiscal
Competitiveness

Last but not least, during this period, the uncertainties

Corporate Tax Reform at the cantonal level, and of the Tax
Reform and Financing of the retirement pensions (AVS) in
2020 at the national level, allowed the canton of Vaud to
consolidate its fiscal attractiveness, with a corporate tax rate

lowered from 22.3% to 13.8%. Even though discussions on
the taxation of multinationals will resume in 2021, Switzer-

linked to the international discussions on corporate taxa-
tion and on certain tax breaks seen as discriminatory were

resolved. In 2019, the implementation of the third land and the canton remain well positioned.

Employment and GDP
evolution by industry

Fig. 7
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Strong growth in the Public and Parapublic Sector

Between 2005 and 2020, the canton
of Vaud created the most jobs in
the public and parapublic sector, in
terms of the share of total employ-
ment. With an increase in the num-
ber of full-time employees of 58.4%
between 2005 and 2020, the share
of this branch group in the total has
risen from 25.9% to 31.3%.

In comparison, the increase was 44.3%
in Switzerland as a whole, with the
share of jobs in the public and para-
public services rising from 21.6% to
26.1%. In the canton of Zurich, which
is comparable to Vaud (similarities:
large canton with university,
versity hospital and polytechnic;
differences: headquarters of many
national or international companies),
the increase was 54.0% and the share
of the total rose from 20.4% to 25.1%.

uni-

Public and parapublic services
include not only public administra-
tion and security, but also activities in
which the government plays a more
or less significant role, for example,
as a (sole or significant) actor, prin-
cipal, or financial contributor. Thus,
this domain also includes education,
healthcare and social-medical ser-
vices, cultural, artistic, recreational and
sports services, as well as associative
activities. Some of the providers in

some of these areas are private: for

example, private medical practices
and clinics in health care, fitness cen-
ters in sports activities, etc.

Public administration and security
account for 13% of public and para-
public employment.
twice as important, with 27% of the
jobs. However, the main area is the
healthcare sector, which accounts
for 30% of employment. In addition,
social

Education s

and socio-medical activities
and accommodation account for
around 20% of all jobs. Cultural, artis-
tic, recreational and sports activi-
ties, as well as associative activities,

account for about 6% of the total.

The contribution of non-public ad-
ministration and security activities
has been increasing for a long time.
Between 2005 and 2020, the number
of jobs in public administration and
security increased by 33.5%. In edu-
cation, the increase was much higher
(+52.7%), while it was even higher in
healthcare (+64.2%). The number of
jobs in social and socio-medical ser-
vices doubled. In cultural, artistic,
recreational, sports and associative
activities, the increase was 70%.

By way of comparison, during this
period the population of Vaud in-
creased by 26%. The increase in the
number of individuals in the 15-64 age

group was in line with the average,
while the increase in the under-15
age group was 16% and the over-65
age group was 37%. Among the
latter, the number of people over 95 is
almost twice as high as 15 years ago.



15 | Fifteen Years Marked by a Series of Crises

The Business Services Nebula

Business services (and real estate activities) have become  headquarters after the 1990s crisis, triggered by the col-

one of the pillars of the Vaud economy in recent decades. lapse of a real estate bubble in Switzerland. Other factors,
While they accounted for around 10% of employment in  such as the dynamism of the Swiss Federal Institute of
the early 1990s, their share rose to around 20% by 2020. In Technology in Lausanne (EPFL) and the fact that the
doing so, they have become the second most important  headquarters of the world’s leading food company, the
industry in the canton, overtaking retail (13%). Nestlé Group, are located in Vaud, have contributed to the

revitalization of the canton’s economic fabric and, with it,

This field includes about fifteen different areas: computer  to the development of business services.

science, accounting, law, security, building services.
In addition, real estate and architectural activities are
included. The details are shown below.

The development of these activities was supported by
the canton’s openness to the establishment of corporate
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Noga
Code

Classification

Computer programming, consultancy and related activities
Information service activities

Real estate activities

Legal and accounting activities

Activities of head offices; management consultancy activities
Architectural and engineering activities; technical testing and analysis
Scientific research and development

Advertising and market research

Other professional, scientific and technical activities

Rental and leasing activities

Employment activities

Security and investigation activities

Services to buildings and landscape activities

Office administrative, office support and other business support activities

Source: Federal Statistical Office



“In 2015, like many small and medium-sized
businesses, we waited until the storm was
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over and went the extra mile.”

Philippe Cloux, CEO and President of Vaud-based company
Importexa SA, has experienced first-hand the ups and downs
of the various crises that the canton has faced over the past

decade and a half. In this testimony, he looks back on these

sometimes-difficult periods

Founded in 1976, Importexa SA special-
izes in the design of apparel and acces-
sories that convey their client com-
panies’ image. For its owner, Philippe
Cloux, the different crises have not all
struck his company to the same extent.
For example, the subprime crisis, which
began in 2007, did not affect the com-
pany immediately. “2008 was a good
year,” notes the manufacturer. “We felt
the consequences in 2009-2010. We
experienced a drop in turnover in the
construction industry and sold less
workwear. The service sectors (watch-
making, Olympic Games, sports events),
on the other hand, held up well" The
eurozone crisis, on the other hand, had
no effect on the company.

This was not the case with the abolition
of the minimum exchange rate for the
euro on January 15, 2015. Its impact was
immediate and powerful. Importexa
AG had to cut its margins overnight in
order to remain competitive.

“We had large stocks purchased in
euros, goods that we had to resell in
France. Customers asked for 20% dis-
counts in 48 hours! We lost turnover
and margin, it was difficult. It took us
two years to recover and adapt. Like
many small and medium-sized busi-
nesses, we got over it and got through
it” The company gradually recovered
and enjoyed three years of growth. The
trade war launched by US President
Donald Trump did not have a negative

impact, thanks to the agreements that
Switzerland had signed with China.

After these three good years, 2020
should have been the best year for
Importexa AG in a decade. The first
quarter was even “fantastic”, but on
March 13, everything collapsed with the
lockdown promulgated by the Federal
Council. This brought many sectors
to a complete halt, in particular
events: the 20KM in Lausanne, the World
Hockey Championships in Lausanne,
the Summer Olympics, the World
Cycling Championships in Aigle, music
festivals: all events that generated sales
for the company were cancelled or
postponed. Nearly 30% of the turnover
was thus lost. “We were able to save
some of our assets thanks to our con-
nections in China and our factory in
Tunisia: we manufactured masks and
thus achieved 15% of our annual turn-
over,”
company's advantage? Being active in
different areas, distributing the risk. As
a result, the workwear part of the busi-
ness did very well.

explains Philippe Cloux. The

Last July, as the recovery stemming
reopenings was
gaining momentum, the CEO felt that
the market was moving in the right
direction and that business was pick-
ing up, but his optimism was tem-
pered by one major concern: delivery.

from international

Between the increase in raw material

prices and transport costs — the cost of
maritime freight increased by 300% in
the summer — price increases and deliv-
ery delays seemed inevitable. In other
words, the start of the school year in
August was going to be complex.

“The Covid-19 crisis has highlighted
the resilience of the Swiss economy.
But it also highlighted a problem spe-
cific to our country. While aids such as
loans have worked well, they have also
increased companies’ indebtedness.
Companies had to dip into their savings,
which means that investments were
postponed. In my opinion, research and
development (R&D) will suffer, says the
head of Importexa SA. Companies have
benefited from the compensation for
reduced working hours (RHT), but in
terms of innovation, the situation has
been quite difficult. Universities have
received quite a lot of support, while
private companies, which also employ
engineers, have received little. Switzer-
land can do better in this area.”

In this context, finally, Philippe Cloux
condemns the abandonment of the
framework agreement by the Federal
Council. For him, it is essential to renew
relations with Brussels.

“We work with Germany, Belgium and
France. Developing markets on the
other side of the Atlantic and in Asia is
an obvious choice, but our closest part-
ner is still Europe.”
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The Impact of the
Subprime Crisis and
the Global Recession

At first, the subprime crisis was supposed to be a temporary correction in the US housing
market. Instead, it turned into a major financial crisis that led to the worst global recession
of the century. Switzerland and the canton of Vaud, however, were less affected than many

other industrialized economies.

A Global Crisis
Originating in the USA

While its consequences were long-
term — and are still felt today — and
profound, the subprime crisis began
quietly. Although there had already
been talk in the United States, in 2006,
of a slowdown in the housing market
and the difficulties of a handful of
mortgage finance companies, it was
not until mid-2007 that the world felt
the first tremors. After a few reports of
losses and difficulties affecting finan-
cial institutions linked to U.S. mort-

gages, over the summer, announce-
ments began to multiply on both
sides of the Atlantic.

This did not immediately trigger a
panic: on July 17, 2007, the Dow Jones
indexon the New York Stock Exchange
hit a new record high, crossing the
14,000-point mark. The authorities’
the prob-
lem was limited to a specific market
segment — mortgages granted to low-
income borrowers — and the banking
sector was able to absorb the poten-
tial losses.

words were reassuring:

However, as months passed, the dark

clouds and loss announcements
began to pile up. Central banks began
to inject liquidity and ease their mon-
etary policies. In early October 2007,
the leading Swiss banking group,
UBS, announced 4 billion francs in
asset write-downs. It was not alone.
A non-exhaustive list of well-known
names as well as specialized or regional
players: Bear Stearns, Citigroup, Coun-
trywide Financial, Credit Suisse, Deut-
sche Industriebank, Merrill Lynch,
Northern Rock also reported difficul-

ties, to a greater or lesser degree.
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In early 2008, events accelerated, and the situation wors-
ened worldwide. Losses were mounting. Many institutions,
including UBS and Credit Suisse in our country, proceeded
to capital increases. Others received state aid or were
nationalized, such as the two American mortgage refi-
nancing institutions Fannie Mae and Freddie Mac. Stock
market indexes plunged, banks stopped lending to each
other, financial markets became more and more unstable,
and only central bank and government measures man-
aged to contain the effects of the financial crisis.

Until that point, the rest of the economy has remained
largely unaffected. In the first half of 2008, Swiss exports
were still growing strongly and setting a new record. But
on September 15, 2008, things changed with the bank-
ruptcy of the US investment bank Lehman Brothers.
The announcement shook the confidence of companies
around the world. International trade came to a sudden
halt, and the world plunged into its deepest recession since
the Second World War. Provisions for credit risk increased
in already weakened banks, and access to credit became
more difficult in some countries.

Industrial giants such as the US car manufacturer General
Motors filed for bankruptcy protection. In Switzerland, on
October 16, the Swiss National Bank announced that it was
taking over a 60-billion-franc portfolio of illiquid loans from
UBS, and the Swiss government provided 6 billion francs
to the bank. Many governments and major central banks
launched new programs to assist the financial industry
and support the economy. The economy was thus able to
start recovering during 2009.
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A Credit Bubble

How did a relatively small market seg-
ment destabilize the global economy
to such an extent? Originally, sub-
prime mortgages were intended for
low-income borrowers who could not
obtain conventional loans because
they lacked sufficient collateral. They
had a social purpose: to give disad-
vantaged groups access to the sym-
bol of the American dream: home
ownership. It took an extraordinary
combination of factors to turn this
dream into a nightmare.

The first of these factors were inter-
est rates. After the dot-com bubble
burst at the turn of the century and
the 9/11 attacks in the U.S., the U.S.
Federal Reserve (Fed) kept its key
interest rates very low for a long time,
which stimulated both the economy
and the real estate market. Paradoxi-
cally, rising real estate prices allowed
a wider audience to become home-
owners, thanks to mortgages that
were designed for this situation. The
payments were low at the beginning
and then increased after a few years.
This allowed the buyer to meet their
obligations for the first few years,
while still having time to sell the home
at an increased value and pay off the
loan — or to secure a new mortgage
based on a higher property value and
pay off the previous mortgage.

The development of securitization
was another essential
Mortgages did not remain on the
balance sheets of the issuing banks,
but were pooled into portfolios and
sold to various investors in the form

mechanism.

of shares. Different classes of shares
had different rights to the borrow-
ers’ payments: the first shares, which
were considered to be of better qual-
ity, were the first to be served, and the

last shares were the ones that had to
take the losses first. Offering a more
attractive return than government
bonds, these instruments attracted
many investors around the world.

As a result, credit flows increased,
not only because of subprime mort-
gages, but also because of all sorts of
other loans or receivables. For exam-
ple, global outstanding debt, both
public and private, doubled between
2000 and 2008, while it had already
tripled between 1990 and 2000.

The wheels came off when the Fed
raised its key interest rates from
1.00% in 2004 to 525% in 2006. This
was the beginning of a devastating
chain reaction. The real estate market
calmed down and prices stopped ris-
ing. Gone was the opportunity to sell
or refinance on the basis of rising real

estate prices. As a result, more and
more subprime borrowers saw their
monthly payments increase and late
payments began to pile up. In 2007,
the number of defaults rose by 79%
compared to 2006. This meant that as
many homes were foreclosed and put
on the market, further exacerbating
thedeclineinthe U.S. housing market.
These losses unexpectedly
reflected in the securities backed by
these loans, hurting their holders:
notably investment funds, but also
banks. The domino effect was that

were

other segments of the credit market
were sucked into the downward spi-
ral, pushing up the need for valua-
tion adjustments and deepening the
losses. This downward spiral dragged
down financial markets, and then the
world economy, after the Lehman
Brothers bankruptcy.

Banking Industry and House Prices

in the United States
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Switzerland Less
Affected Than Others

Switzerland has had its share of dif-
ficulties, but these have been
severe than in other countries. Gross
domestic product (GDP) fell by 19
percent, two to three times less than in

less

the eurozone (-4.5 percent) or among
our larger neighbors. Our country also
recovered more quickly from the cri-
sis. And, above all, without seeing its
public debt soar (see fig. 4 on p. 9).
Switzerland entered the crisis with
a moderate level of public debt, at
around 45% of its GDP, and its debt
ratio has not deteriorated since then
(it has even fallen slightly). By way of
comparison, in 2008 the debt ratio of
its neighbors ranged from 65% (Ger-
many) to 106% (Italy), while the average
ratio for advanced economies was 77%.
In contrast to what was observed in
Switzerland, these ratios increased in
the years following the subprime crisis.

At first glance, however, Switzerland
seemed to suffer from several dis-
advantages and did not seem to
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have the best assets. The country
was more dependent on its finan-
cial industry than many others:
about 10% of its GDP, compared
to the European average of about
6%. Switzerland's two major banks,
UBS and Credit Suisse, had been
hit hard by the subprime crisis.

Economic Growth Before, During and
After the Peak of the Financial Crisis

For a selection of economies

France +1.7% +2.4% +2.4% +03% -29% +1.9% +2.2% +6.4%
Germany +0.7% +3.8% +3.0% +1.0% -5.7% +42% +3.9% +10.2%
Italy +0.8% +1.8% +15% -10% -53% +1.7% +0.7% -0.8%
USA +35% +29% +19% -01% -25% +2.6% +1.6% +6.5%
Euro zone +1.7% +3.2% +3.0% +0.4% -45% +21% +1.7% +5.8%
World +49% +54% +55% +3.0% -0.1% +5.4% +4.3% +25.8%
Vaud +3.4% +4.0% +43% +39% +0.5% +4.3% +2.6% +21.1%
Switzerland +31%  +41% +41% +2.4% -1.9%  +31% +21% +14.7%

Note: Growth in real terms, by year and cumulative.

Sources: International Monetary Fund, Federal Statistical Office, State Secretariat for Economic Affairs, CREA

Ilts main economic partners, the
European Union and the United
States — which account for two-thirds
of its exports — went into recession.
Finally, the Swiss franc appreciated
significantly against the dollar and
the euro, adding another drag on
exports, which plunged by 12.5% in
2009 compared to the previous year.

In 2010, Switzerland of course indi-
rectly benefited from the economic
and financial sector support mea-
sures introduced by the authorities,
central banks and governments of
its main trading partners, through
an increase in exports (+7.2%). But
Switzerland had also entered the cri-
sis with a revitalized economy after
the recession of the early 1990s and
the period of slow growth that fol-
lowed. Its exports have the specific-
ity of being strongly focused on high
value-added products, particularly
in  the chemical-pharmaceutical,
watchmaking and machinery indus-
tries.

Fig.12



September 15, 2008
New York: an employee of
Lehman Brothers takes his
belongings with him. Suffocated
by the subprime crisis, the
investment bank must file for
bankruptcy after 158 years

of activity. The world economy
will plunge into recession.




In addition, domestic demand remained robust, helping
to stabilize the economy. Aside from the difficulties of a
few large players, the financial system was resilient, with
other financial services companies experiencing little or no
problems. Consumer spending also proved to be robust.
Although retail sales lost somme momentum for a few quar-
ters at the peak of the crisis, this proved to be temporary.

Focus on the
Canton of Vaud

In the canton of Vaud, the trend was even more favorable
than at national level, with GDP stagnating in 2009 (+0.5%).
The secondary sector (8.1% decline in value added) was par-
ticularly affected by the difficulties of the machinery and
watchmaking industries caused by the global economic
shock and the appreciation of the Swiss franc against
other major currencies. However, as a sign of the resilience
of domestic demand, the construction industry remained
solid: its workforce continued to expand, while property
prices continued to rise.

Despite the fact that the hotel and restaurant industry was
affected by the reluctance of its foreign customers to travel
to Switzerland because of the economic situation in their
own countries, the tertiary sector (2.9% increase in value
added) held up well thanks to the solidity of the domes-
tic economy, notably supported by business services and
public and parapublic services.
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In 2009, there were two types of industries in the canton:
those that got through the year without too much trouble,
and those that were caught up in the crisis of confidence
that shook the global economy. Short time working rose
sharply. In September 2009, a year after the collapse of Leh-
man Brothers, the number of people receiving reduced
working hours (RWH) benefits reached 5,000, equivalent to
about 1.4% of total employment: a record high at the time.

The phenomenon was concentrated in a minority of activ-
ities: ten sectors accounted for 85% of the people affected
by short time working. In some cases and in some months,
the proportion of employees affected exceeded 40% or
even 50%.

The use of short time working did not prevent the unem-
ployment rate from rising. In the canton of Vaud, the
unemployment rate rose from 3.6% in July 2008 to 59%
in December 2009, corresponding to a 51% increase in the
number of people registered with the regional employ-
ment offices (ORP). In the rest of Switzerland, the unem-
ployment rate rose from 2.3% to 4.4% (an increase of 72%).

Job creation reached a standstill. However, while some
industries experienced temporary job losses, particularly in
manufacturing, thestrength of the tertiary sector prevented
the canton - as well as Switzerland — from experiencing
the significant job losses that other economies experi-
enced during the same period.
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Developments in the Financial Market

Beyond the difficulties of the two larg-
est Swiss banks, the subprime crisis
triggered several profound changesin
the heart of our financial center. The
first collateral effect was the end of
fiscal banking secrecy in Switzerland,
as in other countries such as Austria,
Liechtenstein, Luxembourg and Sin-
gapore. Faced with soaring spending
to support the economy, many states
pressured the countries that had this
system to abandon it.

On March 13,2009, the Federal Council
announced its decision to adopt the
Organisation for Economic Co-opera-
tion and Development (OECD) stan-
dards on administrative assistance in
tax matters, which was the first step
towards the end of fiscal banking
secrecy in Switzerland. Requests for
mutual assistance would be possible
in cases of tax evasion, and not only
in cases of fraud or crime. In addition,
Switzerland proposed a system of
final withholding tax - the Rubik sys-
tem - allowing to collect the tax due
by foreign clients in their country of

residence, while preserving their ano-
nymity. Given the lack of international
interest in this system, in 2013 Swit-
zerland announced that it would join
the OECD in developing automatic
exchange of tax information. The first
exchanges took place in 2018.

In general, for the banking industry,
regulation has become more detailed
in Mmany areas, and not just in relation
to taxation: investor protection, cap-
ital adequacy, liquidity, etc. The most
important element is the “too big to
fail” law adopted in 2011 by the Parlia-
ment. The term “too big to fail” refers
to institutions whose size and cen-
tral role in the financial system make
government intervention mandatory
in the event of major difficulties. The
objective is to avoid a disorganized
bankruptcy and its very serious conse-
guences on the whole economy, thus
placing the risk of a costly bailout on
the shoulders of the State and taxpay-
ers. The term “systemic” institutions is
alsoused,acategorythatincludes UBS,
Credit Suisse, Zurich Cantonal Bank,

Raiffeisen and PostFinance. The main
consequences and new regulations
include an increase in the minimum
capital requirements for the institu-
tions concerned.

Since Vaud does not house the head-
quarters of a systemic institution and
is less focused on cross-border asset
management it has been less affected
than cantons such as Geneva, Zurich
or Ticino, even though the financial
institutions it is home to have been
affected by these regulatory changes
just like all Swiss institutions.
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The 10 Industries Most Affected by Short-Time Working Schemes

during the Subprime Crisis

Number of people affected by short-time working compared to the number of jobs in the corresponding

industry, average between October 2008 and October 2010

Automotive industry

Metallurgy

Metal products, except machinery and equipment
Computer, electronic and optical products
Machinery and equipment

Other manufacturing industries

Electrical equipment

Other transport equipment

Tobacco products

Printing and reproduction of recorded media

Sources: State Secretariat for Economic Affairs, CREA

A Rapid Recovery
in 2010

After the collapse of Lehman Brothers and the global
economic downturn that followed, signs of recovery
multiplied during the second half of 2009. Economic
indicators improved in most countries and regions of the
world. In the canton of Vaud, for example, the indicator
for business activity in industry — published by the Vaud
Business Climate Commission — began to rise in the
summer of 2009.

While 2009 may have been a bad year overall, 2010 saw a
strong recovery in most parts of the world. GDP grew by
31% in Switzerland and by 4.3% in the canton. The economy
benefited from a rebound in industrial activities as well as
from a further increase in the dynamism of the tertiary sec-
tor. As a result, unemployment and the use of short time
working dropped.

However, the relief was short-lived. Inequalities in the
nature of the recovery became obvious. In particular, in a
eurozone destabilized by lack of dynamism, high debt and
high unemployment among some of its members led to
the eurozone crisis. And, recovery or not, the Swiss franc
continued to appreciate as a refuge currency.
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From the Greek Crisis

to the Eurozone Recession

In 2010, Greece'’s calls for help to deal with its debt burden were only the first episode in a chain
reaction that would plunge the euro zone into recession. The surge in the value of the Swiss
franc as a safe haven currency led the Swiss National Bank (SNB) to introduce a minimum
exchange peg of 1.20 francs to the euro. This measure temporarily mitigated the effects on
our economy, of the economic downturn experienced by our main economic partners.

The European sovereign debt crisis
came in the wake of the Greek finan-
cial crisis. It emerged against the back-
drop of a weakened Europe, with some
already heavily indebted countries see-
ing their public finances undermined
and unemployment on the rise. Weak-
ened, the European banking industry
was also less capable of contributing to
the refinancing of national debts. And
this at a time when the financial mar-
kets were beginning to question the
quality of the bonds of a certain num-
ber of States.

It all began in Greece, which in 2010
requested urgent support from the
European Union and the International
Monetary Fund (IMF) to deal with its
debt burden. This led to talks that
finally resulted in a bailout. In return,
a fiscal austerity policy was imposed.
This resulted
down and a vicious circle: the finan-

in an economic slow-

cial markets became nervous about
financing heavily indebted countries
whose economies were unable to
rebound.

This crisis spread to Spain, Ireland, Italy
and Portugal, for different reasons and
with different measures and rescue
plans. However, the entire eurozone
was affected, raising doubts among
some observers as to the survival of the
single currency. The Eurozone plunged
into recession in 2012 and 2013, before
recovering in the following years.

SNB'’s Balance
Sheet Rises

Switzerland, well-armed with a diver-
sified economy and low public debt,
nevertheless became a collateral
victim of this crisis. Europe albsorbs
half of Swiss —or Vaudois — exports, and
the deterioration of the economic sit-
uation in the eurozone put a brake on
that demand. At the same time, the
Swiss franc continued to appreciate,
which weighed heavily on the wrong
side of the scale for the competitive-

ness of our exports in terms of prices.

This rise of the franc has to do with
its status as a safe haven currency. At

Francs
2.00

the beginning of the century, some
economists believed that the Swiss
currency had lost this status, while
the euro, created at the end of the
1990s, was appreciating. However,
since 2008, the Swiss currency had
become more and more in demand
as a safe-haven asset. This increase
in demand caused it to rise steadily,
especially against the euro and the
dollar.

At the end of 2007, the euro was trading
at more than 160 francs. It had already
fallen below 150 francs by the begin-
ning of 2010, and below 1.25 francs by
the end of 2010. The single currency
continued to depreciate and the franc
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to rise, until it almost reached parity in
the summer of 2011. In response, the
Swiss National Bank (SNB) announced
on September 6, 2011, the introduction
of an exchange rate floor of 120 francs
for one euro.

This extremely unusual measure — we
have to go back to 1978 to observe a
comparable operation, in this case
a pegging of the Swiss franc to the
German mark —took the form of a mas-
sive and continued intervention of the
SNB on the currency market. For the
SNB, the situation was serious. In its
press release of September 6, it wrote:
“The current overvaluation ofthe francis
extreme. It poses a serious threat to the
Swiss economy and carries the risk of
deflationary pressure. The SNB is there-
fore aiming for “a substantial and sus-
tainable weakening of the franc” and is
prepared to “buy foreign currencies in
unlimited quantities”.

As a result, the SNB's balance sheet
total, which had already increased by
a factor of 2.5 between 2005 and 2010,
doubled again between 2010 and
2014 to reach CHF 561 billion. Foreign
currency investments increased elev-
enfold during this period, to CHF 510
billion.

The minimum exchange rate re-
mained in effect for three and a half
years and was abandoned on Janu-
ary 15, 2015 (see next chapter), in favor
of more targeted intervention on the
currency market and the introduc-
tion of negative interest rates. While
dropping the floow was criticized,
the introduction of negative interest
rates was also criticized: some experts
pointed out the cost of this measure
and doubted that the SNB could stay
the course. Nevertheless, for three and
a half years, this floor protected the
Swiss economy from the effects of the
upward pressure on its currency.
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A Breath of Fresh Air for Exporters

During this period, industries that had been adversely
affected by the rapid strengthening of the Swiss franc, such
as the export industry and tourism, were spared the turbu-
lence of our currency exchange rate. Sales of Vaud products
abroad, which were already at historically high volume,
continued to rise in the years following the 2009 low point,
albeit at a lower rate than prior to the subprime crisis.

More generally, the floor rate allowed the Swiss econ-
omy to benefit from a certain stability during the euro-
zone crisis. From 2010 to 2014, Vaud's GDP grew by an
average of 2.4% per year. The increase was 2.2% for the
tertiary sector and 3.5% for the secondary sector. As for
unemployment, after peaking at an average of 51% in
20009, it fell to 4.6% in 2014. The number of jobs grew by
1.2% in the canton during these five years, more than in
Switzerland (6.9%). And the tertiary sector (+13.7%) proved
more dynamic than the secondary sector (+9.8%)

This does not mean that this period was devoid of problems.
While the SNB's action was considered reckless by some,
it was also criticized by others for being too cautious. The
latter argued for a higher floor of 1.30, 1.40 or 150 francs to
the euro. Beyond these criticisms, many companies have
seen their profitability deteriorate. In a survey conducted by
the Vaud Chamber of Commmerce and Industry (CVCI) one
year after the introduction of the minimum exchange rate,
it appeared that the strength of the franc remained a prob-
lem for 42% of respondents; this rate even exceeded 50% in
industry. In addition, one in ten respondents had reduced
their workforce and one in twenty had relocated.

Lack of a Real Recovery in the Eurozone

In Europe, the situation began to ease in 2013, thanks to a
renewed control of budget deficits and the beginning of a
decline in public debt, the first since 2007. This marked a
return to timid growth, but it was still hard to talk about a
real recovery, and some countries continued to face a dif-
ficult economic and social situation. After the economic
plunge in 2009, it took the eurozone seven years to return
to its pre-crisis GDP, much longer than Switzerland (two
years) or the United States (four years) - in the canton of
Vaud, the GDP only stagnated in 2009. Within the euro-
zone, some countries recovered relatively quickly, such as
Germany and France (three years respectively), while the
southern countries recovered more slowly, mainly because
of their soaring public debt.

To revive the eurozone economy, the European Central
Bank was ready to launch an enormous quantitative easing
program: in other words, to buy bonds en masse to inject
liquidity into the economy and boost economic activity. In
addition, the upward pressure on the franc increased again
in 2014, and by early 2015 the floor’s days were numbered.
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July 3, 2015

The Greek population
demonstrates before the
referendum on the conditions
of the international rescue

plan proposed to get the country
out of the crisis. At the Olympic
Stadium in Athens, «Yes»
supporters voice their hopes.
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Switzerland

Without a “Floor”

The dropping of the minimum exchange rate of the euro against the franc on January 15,
2015, was a shock to the canton’s economy. The Swiss franc appreciated sharply, weighing
on exporters’ sales and margins. However, the focus on high value-added products helped
absorb the shock. In addition, service industries held up well, and the canton did not suffer

the economic disaster that some people feared.

January 15, 2015. The day starts like any other. But mid-morning,
Switzerland is shaken by a monetary earthquake: the Swiss
National Bank (SNB) abandons the floor rate of 1.20 francs
for 1 euro introduced in 2071. The president of the central
bank, Thomas Jordan, justified the abandonment by saying
that the monetary environment was no longer the same:
the franc was no longer as overvalued, and had even depre-
ciated against the dollar.

Moreover, this floor was an “exceptional and temporary”
measure, which “preserved the Swiss economy from serious
damage”, he recalled. “The economy has been able to take
advantage of this phase to adapt”. According to Thomas
Jordan, Switzerland, thanks to its capacity for innovation and
adaptation, was able to cope with a gradual rise in the real
exchange rate over a prolonged period. The evidence will
prove him right in the long run, even if the economy would
not have an easy time adapting.
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On January 15, 2015, Thomas Jordan also noted that “the dis-
parities between the monetary policies pursued in the main
currency areas have increased sharply recently and could
become even more pronounced.” The SNB president may
have been referring to the unprecedented quantitative eas-
ing program that the European Central Bank (ECB) would
launch seven days later.

OnJanuary 22, the ECB effectively announced an extension of
its asset purchase program to 60 billion euros per month for
18 months and added government bonds to its program. With
its massive and sustained injection of liquidity, the European
Central Bank wanted to support a eurozone plagued by ane-
mic growth (and high unemployment) which had not yet
recovered from the previous crises.
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A Sharp Market
Reaction

Upon hearing of this abandonment,
the financial markets reacted abruptly:
the euro immediately fell from 120
francs below parity, to 85 cents, before
rising again and ending the day slightly
below the franc mark. The dollar, which
was trading slightly above 1 franc, also
fell to less than 90 cents. The franc thus
appreciated by 18.9% against the euro
and by 16.6% against the dollar. Inves-
tors on the Swiss stock exchange were
destabilized and share prices fell. The
Swiss Market Index (SMI) ended the day
down 8.7%, at 8,400.6 points.

In order to curb the appreciation of the
Swiss franc, the SNB opted for interven-
tions on the foreign exchange market
and the introduction of negative inter-
est rates to make investments in Swiss
francs less attractive. Concretely, 0.75%
was charged on the portion of finan-
cial institutions' assets placed with the
SNB in giro accounts that exceeded
an exemption threshold. These neg-
ative rates were quickly passed on to
institutions and large companies. Ten-
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year federal bond yields also plunged
below zero.

Thus, owning francs in the form of cash
deposited in banks or in government
bonds became expensive for the big
players. Combined with interventions
in the currency market, this helped
to relieve the upward pressure on the
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franc. In the days and weeks following
the initial shock, the franc gradually
depreciated: the euro rose towards
1.05 francs and the dollar rose above
95 cents. Equities recovered and made
up for their losses in about ten sessions,
before continuing their rise. During
the following quarters, the euro even
continued its slow appreciation, until it
approached 1.20 francs in the spring of
2018.

As a result of this strategy, the SNB's
balance sheet and foreign exchange
kept their
increasing by about 15% per year for
several years.

reserves growing, size
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January 15, 2015

Thomas Jordan, President

of the Swiss National Bank
since 2012, explains to the
press in Zurich the reasons
for abandoning the euro’s
floor rate against the franc.
Despite initial fears, the Swiss
economy would withstand
the blow.
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Negative Effects for
2/3 of the Companies

Inan SNB survey from June 2015 on the consequences of the
abandonment of the floor rate, two-thirds of the companies
surveyed indicated that the impact of the appreciation of the
franc was negative (strongly negative for 29% of them and
rather negative for 37%). On the other hand, 23% of the com-
panies did not notice any significant impact on their busi-
ness. For the remaining 11%, the appreciation of the Swiss
franc had a positive impact.

There were also significant differences from one business
to another. In manufacturing, 85% of companies reported a
negative impact, while in services the proportion was 65%.
In the construction industry, only 10% of the companies sur-
veyed reported a negative impact, while almost 50% were
taking advantage of the opportunities for cheaper purchases
offered by the strong franc.

Affected Exports

Thus, between companies (and individuals) that benefited
from greater import purchasing power and others that had
to compete with suddenly cheaper imports or agree to price
cuts to remain competitive abroad, the effects were mixed.
The retail sector was confronted with an increase in shopping
tourism, while the export industry and tourism also saw their
competitiveness undermined by the sudden rise in the value
of the Swiss franc.

After several years of moderate growth, Swiss exports con-
tracted by 2.6% in nominal terms in 2015, according to data
from the Federal Customs Administration (FCA). The decline
affected most categories of products, with machinery,
watches, pharmaceutical and chemical products being the
most affected. For their manufacturers, this meant a decline
in sales, largely due to lower export prices. In volume terms,
the decline was only 0.9%, the Federal Customs Administra-
tion (AFD) reported.

Vaud's exports performed a little bit better. While the
decline in total exports was the same as at national level, it
was concentrated in chemicals and pharmaceuticals, while
machinery and watchmaking managed to increase their
sales abroad. Despite this, the pressure on profit margins
remained high.

That said, at CHF 2029 billion and CHF 13.4 billion respectively
in 2015, Swiss and Vaud exports recorded their third best results.
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Low Impact
on Employment

Fortunately, this monetary storm had only a negligible
impact on employment. As a result, the unemployment rate
in Vaud went from an annual average of 4.6% in 2014 to 4.7%
in 2015. In its 2015 annual report, the Vaud Department of
Economy, Innovation and Sport (DEIS) noted that, contrary to
what might have been feared, there was no massive recourse
to short time working, large-scale layoffs or relocations in the
industries concerned. Vaud's economy held up well thanks to
its dynamism, diversity, and adaptability.

An example of the resilience of SMEs in a tumultuous context:
the CEO of Plumettaz, an exporting Vaud SME (cable-laying

31 | Switzerland Without a “Floor” machine manufacturer),
explained in August 2016, in the Vaud Chamber of Com-
merce and Industry (CVCI) journal, that with the strong franc,
he had had to review his budgets overnight and take quick
action. The company was thus forced to reduce its export

Fig. 24
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margins. However, the company’s quick reaction allowed it
to survive without resorting to layoffs, salary cuts or changes
in working hours.

With regard to reduced working hours, although the number
of workers receiving compensation increased by a factor of
three and a half compared to 2014 in the canton, peaking at
around 750 people in April 2016, it remained far from the peaks
seen in previous years. For comparison, following the previous
episode of franc appreciation in 2011, up to 1,700 people (April
2012) were affected by short time working. And at the height of
the financial crisis in September 2009, more than 5000 work-
ers were given RHT.

Industry
Support Fund

In early 2016, the Canton of Vaud also implemented the
Industry Support Fund, which was one of the objectives of
its 2012-2017 Legislature Program. The main purpose of the
CHF 17.5 million fund was to support investment projects by
Vaud-based industrial SMEs, regardless of size or legal entity,
with production facilities in the cantonal territory. Some 75
companies received non-repayable grants or guarantees.

The year 2016 also saw the beginning of an easing of the

situation. The industry business indicator began to point
upwards. Although they were put to the test, exporters
were able to acclimatize to the strong franc. In Switzerland,
exports returned to growth in 2016 and even set a new record
at CHF 210.7 billion, despite a mixed picture across the various
branches. Chemicals and pharmaceuticals were the main
driving force behind the increase, while machinery lacked
momentum and watchmaking was struggling. In the can-
ton, the return to positive figures came a year later, in 2017,
with a new record of CHF 13.9 billion.

Resilient Services

More generally, the economy withstood the shock of aban-
doning the minimum exchange rate well, thanks to domes-
tic demand which remained robust. While some service
activities, such as hotels and restaurants and financial ser-
vices, were held back, business services and public and para-
public services generally showed appreciable growth rates in
2015 and the following years. Demographics also remained a
supportive factor, with the population growing by 1.6% in 2015
and 1.4% in 2016. The service sector thus maintained its role as
a pillar of the economy.
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The Trump Era

and the Trade War

The trade war launched by US President Donald Trump - who took office
in early 2017 - had a significant impact on global trade and growth.
Oriented towards high value-added products, Swiss and Vaud exports have
proved resilient. Once again, activities geared towards the domestic
market and the tertiary sector supported the economy.

While the global economy had not yet recovered from
the subprime crisis — and the eurozone from its own crisis
between 2010 and 2013 - a new unforeseen event came to
weigh on the recovery. When he took office in early 2017,
the new U.S. president, republican Donald Trump, and his
administration launched a trade war with sharp increases in
some customs taxes.

China was the main target, but the European Union (EU) was
also affected, and Switzerland became an indirect victim of
this situation. US taxes on aluminum and steel, and EU retal-
jatory measures on metals, squeezed the margins of some
companies. Supply chains were disrupted, and the prices of
certain components increased.

In this climate, business confidence was eroded. Global trade
is hampered and, little by little, the economy starts slowing
down. From 3.8% in 2017, global growth gradually declined
1o 2.8% in 2019, the lowest rate since the 2008-2009 global
financial crisis, according to estimates by the International
Monetary Fund (IMF).

The China-US trade war was not just about taxes. From a
strategic point of view, China was displaying its ambitions in
artificial intelligence and investing in links that would facili-
tate its exports. From a monetary point of view, the country
was letting the yuan depreciate to support its exports.
At 7 yuan to the dollar in August 2019, it hit an 11-year low.
The United States accused China of manipulating its cur-
rency, and the U.S. Treasury asked the IMF to act.

Periods of tension were punctuated by episodes of appease-
ment and negotiations between Beijing and Washington.
Notably, an agreement was signed in January 2020, before
tensions rose again. In September, a World Trade Organization
(WTO) tribunal ruled against Washington, finding the taxes
imposed on China in 2018 excessive.
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Tensions remained high during the Covid-19 pandemic, after
Democrat Joe Biden took office as US president in early 2021.
However, the United States has resumed dialogue with the
EU and has set its sights on a new issue: tax competition and
the taxation of multinationals.

Switzerland
Resists

Even though Swiss companies export few aluminum or steel
products, as well as raw metal, the tensions quickly had an
indirect impact on the machinery, electrical equipment, and
metals (MEM) industry. Their customers were affected by the
tax increase. Even outside of this field, many companies saw
prices for certain components rise and the negative trends
were real for a wide range of industries, even if they were
sometimes weak.

However, as specialists from the Center for Economic
Research (KOF) also pointed out back in 2018, Swiss compa-
nies were rather well equipped to deal with this rising pro-
tectionism. They sell in all regions of the world and are often
present in niche markets with high value added. The main

risk was therefore that investment would decline as a result
of uncertainty.

In some cases, the U.S. measures have also led to the need
to adapt supply chains. Instead of sending components to
China for assembly with Chinese parts before shipping the
finished product to the US., a Swiss company would bring
the parts manufactured in China to Switzerland for assembly
here, then export the finished product to the U.S. However, for
SMEs, which are the backbone of our economy, reorganizing
production - or purchasing - to avoid certain taxes was not
as simple as for large companies with subsidiaries in different
countries. For this reason, the trade war has led to some losses
on the sales side, but also to pressure on margins.

At the same time, the Swiss franc depreciated between 2017
and the spring of 2018, with the euro starting at around 1.07 and
flirting with the 1.20 franc mark. Nevertheless, it appreciated
again from the summer of 2018, against the backdrop of per-
sistent trade tensions. In the end, Swiss growth fluctuated
between 1.6% and 2.6% between 2017 and 2019, at a level similar
to that of the eurozone, albeit lower than in the United States.
Exports remain solid, with growth ranging from 3.9% to 5.7%.



November 9, 2017

Against the backdrop of the
trade war, U.S. President
Donald Trump and his Chinese
counterpart Xi Jinping meet

in Beijing. Despite the fanfare
and handshakes, tensions
between the two countries will
continue to grow.
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Focus on the
Canton of Vaud

In terms of cantonal GDP, the Vaud economy held up rather
well in the face of the global economic downturn and the
trade war. Its growth ranged between 0.6% and 4.1% between
2017 and 2019. As for exports, after an increase of 5.5% in 2017,
they fell by -0.3% and -19% in 2018 and 2019.

In this environment, investment was held back. Overall,
the main support for the economy came from the sectors
geared towards domestic demand, whose situation was
improving after the turmoil of 2015 and the abandonment of
the euro floor rate. As of December 2019, the Vaud Business
Conditions Commission’s assessment of the year showed
companies in the services, retail, hotel and restaurant, and
construction industries to be generally satisfied with their
business performance. In the construction sector, thanks to
sustained activity, the number of people employed was even
higher than ever.

Percentage
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For the industrial sector, on the other hand, the outlook dark-
ened from the fall of 2018 onwards, as tensions between China
and the United States continued. And the Swiss franc had
started to rise again. The business situation was deteriorating,
and new orders were slowing down. However, the situation
differed from one sector to another: the metal and machinery
industry, chemicals and plastics, and wood and non-metallic
products saw their situation worsen, while electronics and pre-
cision engineering considered their business satisfactory.

In summary, the global economic slowdown had a negative
impact on the industrial sector, but the stability enjoyed by
the retail and construction sectors, as well as the good results
in the services and hotel and restaurant industries, balanced
out - in the canton of Vaud - the impact of the crisis caused by
the trade war and international instability. The “miracle” can
be, once again, easily explained.

4%

3%

- M

1%

0%

-1%

2013 2014

. Tertiary

20m 2012

Primary Secondary

2015

2016 2017 2018 2019

Note: Contribution to growth by sector: share of annual GDP growth in Vaud attributable to primary, secondary and tertiary sectors. The sum of the contributions is equal to
the annual growth. Sources: State Secretariat for Economic Affairs, Federal Statistical Office, CREA



Covid-19, a Pandemic with
Unprecedented Consequences

After the subprime crisis, the Covid-19 crisis was the second major shock of the last 15 years.

In particular, the closure of so-called “non-essential” businesses and many services in the spring
of 2020 plunged the economy into recession. Thanks to financial aid and more flexible health
protection measures afterwards, the economy was able to rebound. Switzerland and the canton
also suffered less than other industrialized economies.

An Exceptional Year

While 2019 ended on a positive note for the Vaud economy,
despite the economic setbacks for exporters, the slowdown
in world trade due to trade tensions and the apprecia-
tion of the Swiss franc, 2020 was to be an exceptional year
for the canton of Vaud. It was preparing to host the Winter
Youth Olympic Games (YOQ), part of the World Ice Hockey
Championships, as well as the Petanque and Road Cycling
Championships. While the YOG were a success, the rest
would be cancelled.

A few days before the New Year, health authorities in the Chi-
nese city of Wuhan issued an alert about a new form of atyp-
ical pneumonia. Then, events accelerated: China confined
more than 50 million people in Wuhan and other cities. Soon,

Number of people

infections and deaths were reported in other parts of the
world. Just named Covid-19, the disease spread like wildfire
around the world.

In Switzerland, the first official case was announced on
February 25, 2020. Very quickly, the epidemic got out of
control. The number of cases increased exponentially, and
death numbers started to rise. Major events were banned,
the Geneva Motor Show was cancelled, and the number
of new daily cases passed the 1000 mark. On March 13, the
Federal Council closed the schools. On the 16th, it declared
a state of sanitary emergency and closed the country.
All public and private events were banned, and all public
establishments were closed, with the exception of grocery
stores, take-out restaurants, transportation, hotels, banks and
post offices.
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Plunge in Consumer
and Business
Confidence

Many, many countries were taking
similar measures. Up to half of the
world’s population was confined at
home. World trade slowed down
sharply, and travel movements dried
up. In Switzerland, as in other indus-
trialized economies, household and
business confidence plunged. In par-
ticular, the
Organisation for Economic Co-opera-
tion and Development (OECD) fell by
around 10%.

leading indicators of the

The damage caused was considerable.
While part of the economy was at a
standstill, the use of short time work-
ing took on unprecedented dimen-
sions: in April 2020, more than 130,000
people in the canton were receiving
compensation for reduced working
hours (RHT). The previous “record”, in
2009, was about 5000 people. Thus, up
to 30% of the employed people in the
canton of Vaud benefited from RHT. In
some industries, such as the hotel and

Indexes, long term

trend =100.
105
100 R
” \>/’i
90
8> 9 (s} (s} (s} o N N N
X v v v
e(Lo \\w& _\\w& \\\'P’L \'voq’ ) \\’19 ‘.\\\’19 \{19
< < e O
6”60 & W » &° & o g
o ~2 o° ~?
OCDE — USA Euro zone = e Switzerland

Source: Organization for Economic Cooperation and Development

catering industry or recreational activ-
ities, this proportion ranged from two-
thirds to nine-tenths. The canton of
Vaud wasn't unigue in this respect, as
the same situation could be observed
throughout Switzerland.
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However, short-time work helped to
preserve most jobs and the rise in the
unemployment rate was contained:
from 3.6% in December 2019 to 4.9%
in May 2020 in the canton. In Switzer-
land, the increase was also measured:
from 2.5% to 3.4%.

industries have been
during
economic

However, all
affected. Broadly speaking,
previous episodes
tension, activities geared towards
foreign markets, mainly in manufac-

turing, suffered from the situation,

of

while sectors active on the domes-
tic market, particularly services and
construction, benefited from robust
domestic demand stabilized
the economy. However, the Covid-
19 crisis slowed down global activity,
which affected Vaud exporters (their
foreign sales fell by 14.0%) and led to
the introduction of protective mea-
sures that hampered the activity of
certain domestically oriented sectors,
or even brought them to a temporary
standstill.

and
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Share of jobs affected
by short time work in

Pa)
the canton 8o
Primary sector 0.0%
Food, textile, leather, wood, paper 0.0%
Chemistry, pharmaceuticals, rubber, glass, metallurgy... 0.4%
Machinery, equipment, watchmaking... 11%
Production and distribution of electricity and water 0.0%
Construction 0.0%
Wholesale and retail trade, repairs... 0.0%
Hotels and restaurants 0.0%
Transportation, post and telecommunications, publishing 0.0%
Financial and insurance services 0.0%
Real estate and business services... 0.0%
Public administration, health, education, sports... 0.0%
Other services 0.0%
Primary 0.0%
Secondary 0.3%
Tertiary 0.0%
Total 0.1%
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9.7% 2.4% 0.7% 2.0% 1.4%
30.3% 8.3% 3.3% 6.3% 4.0%
15.7% 3.0% 1.3% 32% 2.3%
43.8% 14.3% 6.2% 12.7% 81%
3.9% 0.9% 0.6% 0.9% 0.5%
49.2% 13.0% 6.9% 6.2% 4.4%
26.6% 6.9% 31% 8.2% 5.5%
29.8% 77% 3.6% 7.6% 52%

Number of persons receiving compensation for reduced working hours in relation to employment in the relevant industry group.

Sources: State Secretariat for Economic Affairs, CREA

A Summer of
Improvement

After closing, the Federal Council finally decided to open. In
Switzerland, protective measures were eased off, and busi-
nesses and services reopened gradually between April 27
and June 19. Although it was difficult to speak of a return to
normal, as protective measures were still in force, the situa-
tion improved significantly, and the proportion of people cov-
ered by the RHT fell back below 10% in July. At the same time,
other countries gradually eased their protective measures.
Overall, the improvement in consumer and business confi-
dence has been spectacular.

Further deterioration in the sanitary situation from autumn
2020 onwards resulted in the reintroduction of protective
measures in Switzerland and many other countries. These
measures were not as restrictive as those introduced in
the spring, as shown by the evolution of compensation for
reduced working hours. Some sectors, such as catering,
events and entertainment, continued to be severely ham-
pered, while others, such as retail, construction, manufactur-
ing and services, benefited from the economic upturn in the
canton, in Switzerland and around the world.
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Less Serious Than
Initially Feared

In the end, the outcome was not as bad
as initially feared. While the initial fore-
casts in the spring of 2020 predicted a
fall in Swiss and Vaud GDP of 6.7% and
55% in 2020, the decline was ultimately
limited to 2.7% and 1.8%. The same trend
can be observed in other countries and
on a global level. In June 2020, the Inter-
national Monetary Fund (IMF) expected
GDP to plunge by 10.2% in the eurozone
in 2020, by 8.0% in the US and by 4.9%
worldwide. Its estimates for July 2021
point to less pronounced declines: -6.5%,
-4.6% and -3.2% respectively.

The recovery began in the summer of
2020, and the reintroduction of protec-
tive measures in the fall did not interrupt
it. In addition, 2021 began with the pros-
pect of fighting the pandemic with a
vaccine. Several effective products were
developed in record time and arrived on
the market in large quantities, making
it possible to launch large-scale vacci-
nation programs, at least in industri-
alized countries. This made it possible

2020

2021

Industry Construction

Services

to relax protective measures. However,
at the same time, new and more con-
tagious strains of the SARS-Cov2 virus
appeared, such as the Alpha (“English”)
and Delta (“Indian”) variants. At the time
of writing, at the end of summer 2021,
this has complicated the control of the
pandemic in Switzerland and has led to
the extension of the use of the Covid cer-
tificate (which documents a vaccination,
a cured infection, or a negative test). But
the prospects for recovery did not seem
to be compromised.

The forecast for the year 2021 as a whole
remains positive. The unemployment
rate fell to its pre-crisis level by mid-2021.
Moreover, with growth rates forecast at
31% and 3.6% respectively, GDP in Vaud
and Switzerland should reach - or even
exceed - its 2019 level in 2021. The recov-
ery is expected to continue in 2022, at
rates of 3.2% and 3.3% respectively. Eco-
nomic momentum is also strong in the
US (+7.0% in 2021 and +4.9% in 2022). It
is a little more hesitant in the euro zone
(+4.6% and +4.3%), which is only expected
to return to its 2019 GDP in 2022.

Massive Support
Measures

The economic recovery has also been
supported by the massive support
measures put in place by governments
to compensate for the losses caused by
the containment measures. Stimulus
plans, broad or targeted support, cred-
its or outright grants - the measures
vary from one country to another, but
all have one common denominator:
the unprecedented scale of financial
resources made available in view of the
particular nature and scope of this cri-
sis. For example, the various stimulus
packages put in place in the United
States since the beginning of the epi-
demic amount to more than 5,000 bil-
lion dollars, or about a quarter of the
American GDP.

In Switzerland, the Federal Council,
with the approval of Parliament, has
introduced a support plan of CHF 56.9
billion for the 2020 to 2022 period. Most
of the spending (2020) and credits
(2021 and 2022) will be for social welfare
(54%), healthcare (13%) and the econ-
omy (24%). As for the 2020 credits (55%
of the total over three years), only half
has been spent. These figures show the
willingness of the authorities to allow
the country to cope with the situation.
But they also illustrate the resilience of
the Swiss economy: while some busi-
ness structures have had difficulty in
obtaining financial aid, and others have
been heavily affected by the protective
measures that had been prolonged or
reactivated, the economy has adapted
and continued to operate.

Financial Aid
in the Canton

Vaud companies have thus benefited
from their share of federal aid, in partic-
ular compensation for reduced work-
ing hours and allowances for loss of



The
Confederation’s
Support Plan
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2020 Actual Expenditures and
2021-2022 Authorized Appropriations

Millions of francs Percentage of total

Total Expenditures 40 689 100%
Social Security

Compensation for reduced working hours, unemployment insurance 22154 54%
contribution, loss of earnings allowance...

Healthcare

Purchase of health equipment and therapeutic products, screening 5449 13%
tests...

Economy

Losses on bonds, tourism and export promotion, measures 9887 24%
for hardship cases...

Traffic

Railway infrastructure fund, aviation related companies, regional 1362 3%
passenger transport, rail freight traffic...

Culture and Lelsurg 177 2%
Sport, culture, media

Foreign Relations - International Cooperation

Loan to the International Committee of the Red Cross, 643 2%
Global Security Initiative...

Other (research, security, agriculture...) 77 0%

Note: Data as of August 18, 2021.
Source: Federal Department of Finance

earnings. In addition, out of the 50,000 or so companies in
the canton, nearly 15000 have taken out a Covid-19 loan, for
a total of CHF 1.7 billion (average loan: around CHF 115,000).
Vaud is Switzerland'’s third largest economy and is very open
to the outside world. It is the second-largest beneficiary of
this scheme (10.2% of the total volume), behind Zurich (17.2%)
and ahead of Berne (9.3%) and Geneva (8.0%). These loans,
granted in collaboration with the banking industry, the
Swiss National Bank and the guarantee cooperatives, were
intended to make liquidity available very quickly to compa-
nies affected by loss of income linked to the protective mea-
sures. Applications had to be submitted by July 31, 2020.

This program was completed by a component dedicated to
start-ups, which were not covered by aid defined according
to turnover. A sum of CHF 100 million was made available by
the Confederation for guaranteed credits. Berne assumed 65%

of the guarantee and the canton of residence 35%. Out of the
21 participating cantons, Vaud, one of Switzerland's leading
start-up incubators (along with Zurich, which has its own pro-
gram), was by far the one that took in the most loans: 131 for
a total of CHF 36 million, or 36.5% of the total. Vaud also guar-
anteed 100% of the loans to start-ups that did not meet the
Confederation’s criteria, for a little over 2 million, bringing the
total amount of financial support in the canton to 38.5 million.
Federalism has sometimes slowed down decision-making,
while some cantons - notably Vaud - have sought to respond
to difficulties within their own territory. Solutions involving
Berne and the cantons were eventually found. One example
isthe transitional credits for start-ups. Another is the so-called
“hardship” aid, which is intended to cover the loss of turnover
in sectors whose activity has been severely limited or halted
for many months because of the protective measures, such
as the hotel and catering industry, the cultural sector and
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the events industry. This support consists of non-repayable
contributions, but also of credits, sureties and guarantees.
For companies with an annual turnover of less than CHF 5
million, the Confederation provides 70% of the funding and
the cantons the rest.

At the beginning of August, some 2,900 companies in Vaud
had benefited from this support, according to federal data.
The canton of Vaud is among those that have made the most
use of this aid, along with Zurich, Geneva, Berne, Fribourg,
and Aargau. Considering cantonal exceptions, the volume of
hardship aid in the canton of Vaud amounted to CHF 317 mil-
lion at the beginning of September 2021.

More resistant

The canton of Vaud has also set up specific aids, in particu-
lar a voucher system in collaboration with the Qoga e-com-
merce platform, support for apprentices and training com-
panies, and reactivated the industry support fund.

Coupled with the decision to temporarily suspend the obli-
gation for companies to notify the judge in the event of
overindebtedness, the financial aid provided has made it
possible to avoid a wave of bankruptcies. The number of
bankruptcy proceedings opened in Switzerland fell by 6.6%
in 2020 compared to 2019, with a similar trend (-4.6%) in
the canton of Vaud.

Percentage

Summary

of Vaud’s Aids
welQome 102.0 millions
Tenant Aid (May-June 2020) 2.0 millions

Start-up Aid (in the form of loans) 38.5 millions

Apprentices Aid 16.0 millions

“Hardship” Cases Aid 316.9 millions

Industry Support Fund 5.7 millions

Total 481.1 millions

Note: Status as of September 13, 2021. Source: Canton of Vaud

Financial support was made available to companies, but
also to individuals through the “Covid-19 loss of earnings
allowances". Whether self-employed or employed, there
have been many cases where people have been forced to
stop working because their children could no longer be
cared for by a third party and have been included in the
support measures. To date, more than 3.5 billion euros have
been paid out in the form of allowances.
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Inthe end, Switzerland and the canton proved to be more resil-
ient than most industrialized economies in 2020, with smaller
declines in GDP (-2.7% and -1.8% respectively) than those
experienced by the US or the eurozone, for example (-3.5%

The Rise of Remote Work
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and -6.5%). Logically, after a smaller decline, the potential for
recovery is also smaller. Thus, the weaker growth forecasts for
Switzerland and the canton than for the US and the eurozone
in no way indicate a weakening of the economic momentum.

One of the lasting effects of the
Covid-19 crisis is an acceleration of
the digitalization of the economy.
The tip of the iceberg, telecommut-
ing, has entered the corporate world
with a bang, creating new organiza-
tional modes.

In Switzerland, due to the sanitary
situation, teleworking was recom-
mended for long periods, or even
temporarily made compulsory, for
those companies whose activity
allowed it. For many organizations,
it has been a challenge to adopt this
way of working at an accelerated
speed in spring 2020. However, 20%
to 25% of companies were already
practicing teleworking, according
to a BCV survey conducted at that

time. During the crisis, the propor-
tion of companies using telework
increased to a little over 40%.

In a survey conducted in the fall of
2020, the CVCI found that the ben-
efits identified by Vaud companies
are mainly the reduction of trav-
el-related stress (66% of respon-
dents), a better balance between
private and professional life, as well
as an increase in employee satis-
faction (59%). The main challenges
relate to communication within the
company (51%), data protection and
cyber security (42%), as well as mon-
itoring compliance with working
hours (30%). Setting up the neces-
sary infrastructure was also a chal-
lenge for a third of companies.

The surveys also show that some
of the companies that introduced
office  during the
will continue to do so, to varying

home crisis
degrees. Thus, the Covid-19 crisis will
have increased the share of compa-
nies implementing teleworking by
about ten percentage points in just
over a year.
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“The Worst
Since World War II”
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Pierre Dubois, owner of a watchmaking company in
the Vallée de Joux, considers the current crisis to be the
most serious he has ever had to face. He looks back

at the uncertainties of the last few months and discusses

the future prospects in this new world.

Of all the crises that Dubois Dépraz
has experienced, the Covid-19 one is
clearly the worst since the Second
World War for its CEO, Pierre Dubois.
This company, which manufactures
and assembles watch mechanisms
that it sells to its client brands, found
itself at a standstill overnight in
March 2020, like thousands of others.

“Within a week, many of our clients
closed their doors for several weeks,
and in turn, we were forced to do
the same,” he explains. “There was
a lot of uncertainty, especially from
a human standpoint: when were
we going to be able to reopen? We
had to deal with order cancella-
tions or postponements.” The com-
pany remained closed for nearly
two months, but compensation and
various forms of assistance were
provided very quickly, to the great
satisfaction of Pierre Dubois, who
praises the work of the authorities.
By August, the company, after expe-
riencing the first wave, entered a
phase of “controlled uncertainty”.

At the beginning of this year, the
Vallée de Joux industrialist felt a few
signs of a shift in the industry. Orders
gradually returned, and capacity
had to be readjusted to the work-
load. Production cycles take sev-
eral months, and the company also
depends on its own subcontractors.

“Watchmaking is a highly complex
business. This sector is made up of
accelerations and decelerations.”

On the eve of this summer, the
recovery was confirmed, but it still
lacked consistency, according to
the company manager. The out-
look remained unclear, especially
since waves of infections were still
appearing here and there. “But we
got used to this situation,” notes the
head of Dubois Dépraz. “Confidence
has been reinstated with vaccina-
tions. The year 2019 was the year of
all records. To get back to such fig-
ures, we will have to wait until 2023
or 2024

In this context, Pierre Dubois is more
aware than ever of the importance
of having good framework con-
ditions. He admits that he finds it
difficult to
industries would no longer be able
to sell their products in the Euro-
pean Union because of the lack of
permanent bilateral agreements. “As
much as | am attached to my pro-
fessional independence and that of
Switzerland, | am also aware that
these agreements are indispens-
able. We cannot live with the idea
that certain products can no longer
be sold in Europe. We are 8 million
people in a market of 450 million. We
don't have all that leverage”.

imagine that certain

Lastly, Pierre Dubois would like us to
remember that the authorities did
a good job in managing this crisis,

with a small nuance during the sec-
ond wave. “In the companies of the
Vallée, about 70% of the employees
are border workers. They were able
to work and sometimes go about
their business on our territory, but
once they crossed the border, they
were under curfew! We don't real-
ize how lucky we were to live almost
without restrictions,” he concludes.
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Fifteen Years of

Gradual Transformation

Although the canton of Vaud was particularly affected by the 1990s crisis,
it recovered thanks to the development of high value-added industries
and active economic promotion. Revitalized, it was able to get through
the 2005-2020 period and its shocks without major upheavals.

However, the development has not been uniform across sectors,

and some seemed to be unaffected by the economic situation.

Stability in Turbulent Times

At first glance, Vaud's economy seems to be surprisingly
stable. Between 2005 and 2020, the shares of GDP of the
secondary and tertiary sectors have remained stable to
within one percentage point: 21.5% for the former and
77.6% for the latter. The primary sector eroded, but its
share of GDP remained around one percent. In terms
of employment, the evolution was slightly more per-
ceptible, with an increase in the share of tertiary sector
employment (from 75.7% to 78.4% of total employment,
in full-time equivalent), a decline in secondary sector
employment (from 20.6% to 19.1%), and a decrease in pri-
mary sector employment (from 3.8% to 2.4%).

This consistency is in sharp contrast to the previous
decade and a half. From 1991 to 2005, the share of primary

Percentage of total
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75%
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25%

0%

employment fell from 5.6 percent to 3.8 percent, while
secondary employment fell from 24.8 percent to 20.6
percent. The tertiary sector increased from 69.6% to
75.7%. This profound change in the structure of the
Vaud economy was triggered by an economic crisis in
the canton and in Switzerland, which began with the
deflation of a real estate bubble. The unemployment
rate exceeded 8% in the winter of 1997. Public deficits
accumulated and the canton’s total debt (including
municipalities and the federal government’s share of the
debt in proportion to the population) rose to 85% of GDP
in the early 2000s.

The Vaud authorities have encouraged the development
of high value-added sectors of the canton’s economy. Uni-
versities have encouraged technology transfer, in particu-
lar through the creation of start-up companies.

. Primary sector
. Food, textile, leather, wood, paper
. Chemistry, pharmaceuticals, rubber, glass, metallurgy...
. Machinery, equipment, watchmaking...
. Production and distribution of electricity and water
Construction
Wholesale and retail trade, reparations...
Hotels and restaurants
Transportation, post and telecommunications, publishing
‘ Financial and insurance services
. Real estate and business services...

. Public administration, health, education, sports...

2000 2005 2010 2015

1995

1991

Sources: Federal Statistical Office, CREA

2020

Other services



The “Bonny Decrees” and their mechanisms, such as
direct federal tax relief, which were valid until 2007, were
widely used by the canton, which was one of the most
affected by the 1990s crisis. Economic promotion has
enabled foreign companies or headquarters to set up
shop in the canton. The development projects of compa-
nies based in the canton or elsewhere in Switzerland have
also been encouraged.

As a result, public finances have been restored - the can-
ton's total debt has fallen back below 50% — jobs have been
created and unemployment has fallen. All this despite the
fact that the global economic situation has developed in
fits and starts.

Secondary Sector:
Not Left Behind

Although the 2005-2020 period was not one of great
change, it did see certain developments in the Vaud econ-
omy (see Figure 7 on p. 13), partly linked to the economic
situation, but also to underlying trends. The result has been
that GDP growth has trended faster than in Switzerland as
a whole: 41.9% between 2005 and 2020 for the canton, com-
pared with 29.7% for the country as a whole, or 2.4% per year
and 1.8% per year respectively. In the canton, the secondary
sector (+471%) has shown stronger growth than the tertiary
sector (+413%), whereas in Switzerland as a whole, these
two sectors have grown at similar rates (+28.0% and +30.0%
respectively).

Billions of francs
16
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In terms of employment (+31.0% between 2005 and 2020,
in full-time equivalent), the trend is slightly different. The
increase is greater in the tertiary sector (+35.8%) than in
the secondary sector (+22.1%). The expansion of high-value-
added manufacturing sectors, mainly chemicals and phar-
maceuticals, has certainly created jobs, but to a lesser extent
than the increase in their value added. Thus, the expansion
of Vaud's economy is not simply a matter of the success of
a few flagship activities — although this is important — but is
based on the development of many industries, both in the
secondary and tertiary sectors.

The three main drivers of this development are the chemical-
pharmaceutical industry, business services and public and
parapublic services, particularly education, but also health-
care and social services.

Cutting-Edge
Industry

One of the successes of the century has been the develop-
mentofthe Health Valleyin Western Switzerland. The canton
of Vaud is one of the pillars of this region, with several life
science research centers and subsidiaries or headquarters
of numerous companies in the pharmaceutical and medi-
cal technology industry. Between 2005 and 2020, the added
value of the chemical-pharmaceutical industry in Vaud has
increased sixfold, and its employment by 1.9. The magnitude
of the jump in added value is explained in particular by the
very significant investments in research and development

14

12

10

. Chemical and pharmaceutical
industry products

Machines, appliances, electronics,
precision instruments, watches
and jewelry

Agricultural, forestry and
fishery products

Other

2005 2010 2015

2020

Note: Due to a change in the way cantonal exports are calculated and presented by the Federal Customs Administration, recent and historical data have been restated to

reconstruct a long-term series. Source: Federal Customs Administration
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that characterize this industry. This growth has enabled
the industry to increase its share of Vaud's GDP from 3.1%
in 2005 to 5.9% in 2020, and from 0.9% to 1.3% in terms of
employment.

The study “Vaud Innove — An Ecosystem with Many Faces”,
published in chapters between 2019 and 2020 by BCV,
CVCI and Innovaud, explains why the life sciences cluster
is a very important component of the canton’s innovation
ecosystem. In particular, life sciences start-ups are the ones
that attract the most important fund-raising. And some
of them, such as AC Immune and Sophia Genetics, have
reached a level of development that allows them to be
listed on the stock exchange.

The manufacturing industry is not limited to the chemi-
cal-pharmaceutical sector. The manufacture of transport
equipment (value added: +25.7%, employment: +78.0%)
has benefited from the “contract of the century”. Awarded
in 2010, the contract covers the manufacture of some 60
double-decker train sets, worth around CHF 2 billion, by
the Bombardier Transportation site in Villeneuve. Despite
delays and the takeover of Bombardier Transportation by
the French group Alstom, it was finalized at the begin-
ning of 2021.

Food production has also seen its impact on the cantonal
economy growth (value added: +19.0%, employment: +23.9%).

Number
of units

7 000

In particular, the Nestlé Group's subsidiary Nespresso has
been growing strongly for several years, approaching the
six-billion-franc mark in sales. A large part of its produc-
tion is carried out at its sites in Avenches and Orbe (the
rest in Romont (FR) for an entirely Swiss production). Orbe
is home to other Nestlé Group entities and a production
site of the Liechtenstein group Hilcona. The food industry
is also one of the pillars of the canton’s innovation ecosys-
tem, which is supported by the region’s universities, such
as the Swiss Federal Institute of Technology in Lausanne
(EPFL) and the Ecole hételiere de Lausanne (EHL), as well
as the Swiss government's Agroscope and the Agropdle in
Molondin. On a Swiss scale, the field has been federated
within the Swiss Food & Nutrition Valley.

In terms of value added, however, the machinery and pre-
cision instruments industries suffered a decline of 15.8%
between 2005 and 2020. These sectors, which are highly
oriented towards foreign markets, have felt the effects of
weak global demand, the strength of the Swiss franc and
declining export dynamics. Despite this, employment has
grown by 8.4%.

The Dynamism
of Construction

Construction (value added: +18.3%, employment: +35.0)
has notably benefited from the recovery of the real estate
market. In line with the strong demographic dynamics in
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. Single-family homes

Condominium apartments
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Rental housing

Sources: Central building permit office, Federal Statistical Office, Wlest Partner, BCV calculations



the canton and the fall in interest rates since the turn of
the century, housing construction has been robust. How-
ever, for several years it was insufficient, and the canton
experienced - and in some areas still experiences - a hous-
ing shortage. The vacancy rate fell to 0.4% in 2009, before
gradually rising to 1.5%, which is considered a balanced
market. Construction volumes have gradually increased,
while population dynamics have weakened.

In addition, the share of rental housing has increased,
as this market attracts institutional investors looking for
alternatives to the increasingly unremunerative bond
investments. In 2005, rental housing accounted for just
over 40 percent of new housing, with condominiums and
single-family homes accounting for the majority. By 2020,
rental housing will account for two-thirds of new housing
units on the market.

Retail, Hotel and Restaurant
Industry in Transition

In retail (including wholesale trade and vehicle trade),
(+64.2%) grew significantly more than
employment (+6.7%). Retail sales especially benefited

value added

from the growing population and the development of
specialist retail chains. On the other hand, small traders
suffered from increased competition. In addition, employ-
ment growth has been held back by the search for pro-
ductivity gains, particularly in the food industry.

Indices,
2006 =100

150
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Another fundamental trend has been at play since the
beginning of the century: the development of online shop-
ping. While the food industry has remained relatively unaf-
fected, competition has been very strong in certain areas
such as clothing, home electronics and even furniture. In
addition, the appreciation of the Swiss franc has encour-
aged purchases abroad, either across the border or during
short stays in European cities. If the Covid-19 crisis and the
barriers to travel have temporarily put a brake on shopping
tourism, the episodes of “non-essential” businesses closures
have accelerated the development of online commerce.

For the hotel and restaurant industry, the period from 2005
to 2020 was divided into three phases. From 2005 to 2010,
the environment was favorable and these sectors saw their
added value and their workforce grow. From 2010 to 2015,
with the appreciation of the Swiss franc and the economic
difficulties of our neighbors, who are also the main guests
of our hotels, demand weakened. However, the minimum
exchange rate of the Swiss franc against the euro eased
the pressure, to some extent. The Vaud Alps suffered more
than the urban destinations, which continued to benefit
from business tourism despite margins being under pres-
sure. Value added stagnated and employment began to
decline.

With the abandonment of the euro floor in 2015, the situa-
tion became even more difficult. Value added and employ-
ment declined between 2015 and 2019. In 2020, the Covid-
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19 crisis, the closure of restaurants for several months, the
collapse of international tourism and the protection mea-
sures have plunged the hotel and restaurant industry into
a very deep crisis. Ultimately, the balance sheet of these
fifteen yearsis very negative, with a fall of 27.9% in the value
added of these two branches and a decline in employment
of 7.4%.

Logistics services (transport, mail and parcel delivery, ware-
housing; value added: -1.7%, employment: +18.0%) enjoyed
a favorable environment until 2019, mainly due to the
healthy domestic economy and the development of online
trade. In contrast, due to the temporary shutdown of some
companies and the hindered operation of some industries
as a result of protective measures related to the Covid-19
pandemic, activity in logistics services declined signifi-
cantly in 2020, leading to a decline in employment. This is
despite the accelerating development of online trade.

The financial services industry (value added: +36.0%,
employment: +16.4%), meanwhile, came through a period
of great challenges without too much damage: the sub-
prime crisis, several stock market crashes and episodes of
high volatility on the financial markets, interest rates drop-
ping into negative territory, increased regulation, the end
of banking secrecy, etc. Because of its profile, with players
more focused on the cantonal or national market, Vaud's
financial center has been less affected by the upheavals of
the last decade and a half than other financial centers in
the country, such as Geneva, Lugano, or Zurich.

Halfway between personal and professional services, pub-
lishing, telecommunications, and IT (value added: +48.5%,
employment: +49.5%) are among the industries for which
the environment has been positive. On the downside, the
publishing part of this group suffered a continuous decline,
not least because of the fall in media advertising revenues.
On the other hand, with the rapid progress of digitalization,
the IT and telecommmunication industries have seen their
activity and their workforce grow.

Business services and real estate activities (value added:
+439%, employment: +61.8%) — a very broad field that
includes highly specialized activities as well as more tradi-
tional professions (see box on p.15) — have developed more
or less steadily. However, the dynamic was less strong
after the subprime crisis than in the years preceding it, as
companies continued to face some uncertainty about the
global economic situation and, in particular, the difficulties
in the eurozone.
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Evolution of Public
and Parapublic Services

In public and parapublic services (value added: 25.4%,
employment: 31.3%; see also box on p. 14), three trends are
visible: the growth of the education system, the develop-
ment of the healthcare system and the increase in social
expenditure. Developments in the other areas of govern-
ment activity - administration, the economy, environmental
protection and land use planning, security and justice, trans-
port and telecommunications - primarily reflect population
growth. Part of these changes can be seen in the evolution
of the expenditure structure of the Vaud public authorities
(canton and communes). Since public and parapublic ser-
vices straddle the public and private sectors, some of this
development also involves private-sector players, particu-
larly in the healthcare area.
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Education
in Constant Progress

The growth of the education system (value added: +131%,
employment: +52.7%) reflects the increase in the population,
but also the growth of the Vaud universities, universities of
applied sciences, colleges and polytechnics. In particular,
the number of students trained by these institutions has
increased by more than 70% in fifteen years. As the study
“Vaud Innove - An Ecosystem with Many Faces” points out,
the canton’s academic fabric is fully interconnected with
global research. Its density (academic staff per capita), pro-
ductivity (publications per researcher) and the quality of its
research have nothing to envy the rest of the world. The num-
ber of foreign students has risen from 16% to 20% at the Uni-
versity of Lausanne, and from 38% to 58% at the Swiss Federal
Institute of Technology Lausanne.
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Growing Role of Healthcare
and Social Services

While the healthcare and social services sectors (value
added: +63.2%, employment: +73.0%) are influenced by
population growth, they also reflect the aging of the pop-
ulation. Although the latter has been tempered by the
immigration of people of working age, the number of
people aged 65 and over rose by 35.2% between 2005 and
2020, more than the number of people under 65 (+22.7%).
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In this area there are other developments, such as the
economic difficulties linked to the increase in the number
of single-parent households and long-term unemploy-
ment. However, the main reason for this is the increased
need for age- and illness-related services. Thus, the
healthcare industry, whether private or public, is the main
factor in this evolution.
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One Day in the 21st Century
The headquarters of the
Ferring pharmaceutical
group in Saint-Prex houses
offices, production and
distribution facilities. The
development of the chemical-
pharmaceutical industry
since the beginning of the
century is one of the success
stories of the Vaud economy.




A Light for the Future

Work and
Choices

“Stubbornness is the path to success”, as Charles Spencer
Chaplin, also known as Charlie Chaplin, a resident of the
upper reaches of Vevey, is said to have said. The strength
and success of the Vaud economy over the past fifteen
years are not the result of chance, but of the work of
those who drive the canton forward and of a series of wise
choices that have been effectively implemented.

This is how the canton was able to get through five epi-
sodes of crisis, some of which left deep traces in several
countries, without too much damage. The economy has
sometimes weakened, certain sectors have suffered, the
Covid-19 crisis has left its mark and has affected several
industries. But, overall, the main economic indicators —
gross domestic product (GDP), employment and unem-
ployment, and public finances — are in the green.

If the study “Vaud - The Discreet Tiger” confirmed the
revival of the canton after the major difficulties encoun-
tered in the 1990s, this new publication shows that “the
Vaud miracle” may not be a miracle in the theological
sense, but it is not a myth. Moreover, if the desire to turn
our backs on the crises and forget them as quickly as pos-
sible seems natural, analyzing them sheds an instructive
light on the future.

Thus, the good health of the Vaud economy is not a given.
While the full effects of the Covid-19 crisis have not yet
been identified and the crisis is not yet over, new chal-
lenges are looming, while others, which have taken a back
seat to the pandemic, are still waiting to be addressed. All
of these challenges must be met in order to preserve the
competitiveness of our canton.

Not
Plannable

First, in the face of globalization and geostrategic, political,
or economic challenges, our economy does not have com-
plete control over its destiny. Likewise, crises have, among
other defects, that of often being difficult to predict. Trade
wars, protectionist tendencies, sanitary crises, voluntary
recovery plans of neighboring countries are all variables

with which we must deal with. The strength of our econ-
omy also has a downside, as we have seen with the appeal
of the Swiss franc as a safe haven.

And even without external contingencies, the success of an
economy — or of the companies in it — cannot be planned.
It is the result of the interaction of a large set of factors:
the right entrepreneurial projects at the right time and
the right framework conditions. The latter are geograph-
ical, socio-cultural, economic, legal and political in nature.
When these conditions are favorable, businesses emerge
which, starting from an invention or a product, can become
world references, such as Nestlé or Logitech in Switzerland.

Sometimes a network of companies in the same industry is
created, having their fields of application or technologies in
common. The Vallée de Joux in the field of watchmaking,
the Lausanne region for drones, the French-speaking part
of Switzerland for microtechnology, or the Health Valley are
examples of this.

While life sciences are a field that is directly in line with one
of the priorities of the authorities and universities, other
success stories are proving even more surprising. The latest
listing of a Vaud-based start-up, Astrocast, in August, con-
cerns a project for a network of nanosatellites for the Inter-
net of Things. Another example: the start-up Ecorobotix is
developing advanced agricultural machines, such as an
autonomous weeding robot. One of the strengths of the
Vaud economy is its great diversification. It is hardly possi-
ble to predict who and what fields will become the success
stories of tomorrow. On the other hand, it is essential to
continue to improve the framework conditions, taking into
account the specific characteristics of the economic fabric
and the importance of certain sectors, in order to maintain
Vaud's competitiveness.

International
Relations

Thus, access to the European market remains one of the
priorities of the Swiss and Vaud economies. Although our
exporters are increasingly diversifying their markets, the
European Union (EU) remains our main trading partner by
far. Easy access to the European market is therefore vital to
the country's prosperity.



June 16, 2021
Ecorobotix raises $14.7 million

to accelerate its production
and European expansion. This
start-up, active in agricultural
technologies, illustrates the
diversity of Vaud'’s start-ups
and the interest they arouse
among investors.




June 15, 2021

In March 2021, Flybotix

closed a fundraising of one
million francs, completed

in June by a Tech Growth

loan of CHF 400,000 from the
Foundation for Technological
Innovation (FIT). This EPFL
start-up is part of a group of ~
companies that position F
the canton of Vaud as a leader

in in the field of commercial

drones.

After the abandonment of the negotiations on the frame-
work agreement, continuing the discussions with the EU is
a priority. This is not just a matter for the canton, but for the
whole country. Moreover, it has ramifications in many areas
other than access to the single market, for example in the
area of research and participation in European programs.

Another issue that does not only concern Vaud is corpo-
rate taxation. After the termination of the “Bonny Decrees”
in 2007, which facilitated tax holidays for new businesses,
the momentum for foreign companies to set up in Vaud
slowed down: an average of around 65 new foreign com-
panies set up between 2000 and 2007, compared with an
average of around 35in the subsequent years. International
discussions on special tax statuses, which were considered
discriminatory, led to harmonization via the third corporate
tax reform (RIE Ill) in Vaud and the tax reform and financ-
ing of the AVS (RFFA) at national level.

In the canton, a unified income tax rate of 13.8% has been
introduced. Although this new framework is no longer as
flexible, it preserves good tax conditions for international
companies, which are important contributors to innova-

tion, employment, and tax revenues. However, recent dis-
cussions about a global minimum tax rate suggest that
the situation will change in the near future. And that Swit-
zerland and the canton will have to defend their interests.
In addition, in national comparison, the level of personal
taxation also remains a subject of attention.

Increase in
Indebtedness

Economic challenges are not limited to Swiss-European
relations and international taxation. The global economy
also presents its own challenges. The Covid-19 pandemic
continues to disrupt the daily lives of people in many
countries - and with it, the economy. It also continues to
affect global supply chains, driving up raw material prices
and transportation costs. On top of that, there are delivery
delays. And, as of mid-2021, this situation is likely to con-
tinue for several more months.

In addition, many companies — like governments — have
seen their debt inflate. Central banks have to balance the
need to normalize their monetary policies (some of which



have been very expansive for a long time, in order to sup-
port the economy), with the need to avoid a rise in interest
rates that would weaken the recovery. This situation could
weigh on the global economy and influence the geopolit-
ical context for many years. Trade tensions may therefore
not subside any time soon. In addition, the environment
of very low or even negative interest rates could last for
many months or even years. For the Swiss economy, this
raises the question of how the franc will perform.

Digitalization and
Environment

Major trends are still at work. While the Covid-19 pandemic
accelerated the digitalization of the economy, it did not
initiate it. The effects are multifaceted and concern both
the work tools and processes and the interaction with
suppliers and customers. In some cases, the latter can be
integrated directly into the processes and perform opera-
tions themselves. In some cases, new players are disrupt-
ing an industry with a new technology-centric approach.
These developments will continue, with the question of
how companies can benefit from the necessary resources.
In this area, these resources are largely human: being able
to recruit a qualified workforce is a problem that the Vaud
economy has already begun to face.

In general, the difficulty of finding highly qualified per-
sonnel, which is already a reality in certain industries, will
increase in the coming years, particularly with the retire-
ment of baby boomers. Successfully mobilizing the avail-
able workforce will therefore also represent a challenge.

The magnitude of another (double) challenge is becom-
ing increasingly apparent: climate change and biodi-
versity loss. These are complex issues, both globally and
locally, and the search for effective solutions is proving dif-
ficult. Moreover, in Switzerland and in the canton, finding
consensus to change legislation and standards is not an
easy task.

However, some solutions are already in place, notably
in the area of construction or CO2 taxation. In addition,
the authorities are adopting specific plans and targets.
Owners are renovating. Photovoltaic energy production is
growing. Research institutes are devoting more and more
of their efforts to sustainable development. Start-ups
are being created in this field. And the business world is
changing. Overall, the canton of Vaud is well positioned as
a center of excellence. Its network of universities and com-
panies is already playing its part in the cleantech field.
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Favourable Framework Conditions as
a Catalyst

The canton’s recipe for emerging from the 1990s crisis
wasn't that complicated. Its ingredients: a diversified econ-
omy, with a strong domestically oriented business base,
well-positioned export industries and a rich innovation
ecosystem. All this has given rise to start-ups and scale-ups
in several fields. On top of that, we have favorable frame-
work conditions that act as a catalyst.

The challenge of this recipe lies in the great constancy
required for its preparation. As the evolution of the Vaud
economy over the past 15 years shows, the result is convinc-
ing. The Vaud economy will certainly encounter headwinds
and perhaps new crises in the future. Moreover, the current
situation is still marked by numerous uncertainties and risk
factors, which will require us to be reactive. However, with
a few adjustments to keep it up to date, the recipe that the
canton has tried and tested should enable it to maintain its
dynamism and continue its development.
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The Swiss Federal Institute of
Technology in Lausanne and its
Rolex Learning Center are both a
symbol and a source of initiative
and innovation in the canton. The
development of the innovation
ecosystem is one of Vaud's
success stories of the 21st century



