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Institutional Editorial

Nannette Hechler-Fayd'herbe
Head of Global Investment Strategy

Robert J Parker
Head of Strategic Advisory

The new year has seen momentum trades carry markets high-
er, but this means that amongst and within asset classes, valu-
ation differentials are now more stretched. In general however,
the macro outlook is good, and this should help sentiment. We
are neutral at an overall asset class level, which means that we
recommend starting the year with fixed income, equities, and
commodities at their strategic weightings in portfolios. Within
asset classes, our strategy is to take profits on assets where
momentum has been strong (such as oil, and Japan equities),
avoid high valuations (Bunds), and to seek out pockets of val-
ue (such as financials, and EM debt).

Aside from these new stances, we have confirmed our out-
perform view on emerging market debt (hard and local curren-
cy) and convertible bonds within fixed income. Emerging mar-
ket bonds benefit from their yield advantage, convertibles from
their equity optionality. Within equities, we still see Australia
and Switzerland as outperforming, with the latter having the
most attractive valuations on a relative basis. In FX, we reiter-
ate our view that the USD should outperform against the EUR,
the CHF and the CAD, and underperform against the JPY.

Two topics currently in the general news are in focus in
this edition. One is the implication of the Shenzhen/Hong
Kong Stock Connect on China equities, which we have on
overweight in our investment strategy. The other is the implica-
tion of Brexit on real estate in European cities. In our “Food for
Thought” section, we outline a topic of interest for investors
looking for private rather than listed assets, and discuss mezza-
nine debt as a complement or alternative to private equity.
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Investment strategy and asset allocation

Selectivity key amid
positive growth
momentum

In our view, the improved macroeconomic environment is largely reflected in stock markets and bond yields,
which explains our neutral view on global equities and fixed income.

We focus on financial credits, EM debt and convertibles for return enhancement in fixed income, while favoring
attractively valued equity markets such as Switzerland and Australia. We move energy to neutral within com-
modities following the strong rally.

Florence Lombardo
Investment Strategist – Chief Investment Office Switzerland

At the same time last year, equity investors were experiencing
the worst start to a year on record, a sell-off that was driven by
worries about the state of the economy in China and fears of a
global recession. One year later, the world economy appears
to be in a much better position. The Chinese economy has sta-
bilized, with GDP growth reaching 6.7% in 2016. For 2017,
our economists foresee a continuation of a soft-landing in Chi-
na. In the rest of the world, growth prospects have improved,
notably in the US. The new administration will likely focus on
growth-boosting policies such as corporate tax cuts and infras-
tructure spending. Given the power the US president has with
regard to treaties governing trade relations, there are some
some downside risks to the outlook. In the Eurozone, momen-
tum has recently improved and in the absence of significant po-
litical shocks, the region is set to continue its moderate growth
path, supported by a weaker EUR. The same holds true for
Switzerland, which still faces a strong currency, but where the
economy is seeing increased support from the export industry,
while the contribution from domestic demand is expected to be
somewhat lower.

In many economies inflation is on the rise not least given
the commodity price rebound. We nevertheless still expect in-
flation to stay low and below central banks targets in Europe,
Switzerland and Japan. Central banks should thus continue to
pursue accommodative policies in these countries. In the US,
rising inflation pressure and a solid labor market should lead to
further policy rate increases this year. We foresee two 25 bp
rate hikes, in June and December, but given the improved out-
look for the US economy, the risk is skewed toward a faster
hiking pace.

Core Inflation – USA, Eurozone and Switzerland
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Fixed income
Expectations for reflationary policies in the US led to a signifi-
cant upward move in yields in the last months of 2016. Govern-
ment bond valuations have moved firmly neutral as a result
and, in our view, price in the potential for improved economic
momentum. We thus do not expect bonds yields to rise much
further in 2017 and maintain a neutral view on the overall
fixed-income segment. In government bonds, Eurozone and es-
pecially German yields, however, are at risk of moving higher
following the recent uptrend in inflation and due to tight valua-
tion. On the other hand, the valuation of UK bonds is more at-
tractive and Gilts could benefit from Brexit-related uncertainty.
We thus move German bonds to underperform and UK bonds
to outperform. With still very low or even negative yields in
Switzerland and in Europe, the environment for fixed-income in-
vestors will remain challenging and underscores the impor-
tance of global diversification in generating return again this
year.

To enhance return, we favor credit over duration risk. We
have a preference for financial credits, particularly subordinat-
ed debt in Europe for valuation reasons, and as we see the po-
tential for some loosening of post-financial crisis regulations.
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We also consider convertible bonds as a sensible portfolio com-
ponent as the asset class offers reasonable valuation following
last year’s underperformance and good technical momentum.
Moreover, if yields were to rise further, convertibles would ben-
efit in relative terms from their short duration. In higher yielding
debt, we have a clear preference for emerging markets, in
both hard and local currency, compared to high yield where
spreads have significantly tightened. The yield pick-up in
emerging markets is attractive and fundamentals are support-
ive. In terms of regions, we view LatAm debt as best posi-
tioned to outperform.

EUR financials with sizeable spread pick-up

Source: Datastream, Bloomberg, Credit Suisse

Equities
Our Investment Committee continues to hold a neutral view on
equities and thereby an allocation to the asset class that is in
line with the strategic quota. The macroeconomic environment
and investor sentiment are currently supportive of stock mar-
kets, but the upmove since the US election has brought equi-
ties back to expensive territory. Moreover, while we expect
earnings to improve in 2017, we still view analysts’ expecta-
tions of 13% earnings growth this year as too optimistic.

Within equities, our conviction for Switzerland remains in-
tact. Given the attractive dividend yield and following the under-
performance of the Swiss market last year, we consider valua-
tions appealing. Moreover, Swiss stocks should benefit from
the relatively stable CHF vs. the EUR and from the CHF weak-
ening we foresee against the USD. The latter is particularly
supportive of the healthcare sector. We therefore maintain our
outperform view on Swiss equities as well as on the attractively
valued Australian market. In terms of sectors, we focus on ar-
eas with solid fundamental growth prospects such as informa-
tion technology and healthcare.

While the Eurozone faces an intensive year in terms of polit-
ical events, we note some improvement on the macroeconom-
ic front. The Eurozone market should also benefit from the
weaker EUR. As a result, we have moved Eurozone equities to
neutral from underperform in our strategy. On the other hand,
we view the rally in Japan, which was mainly driven by a weak-
er JPY, as stretched. We move Japanese equities to underper-
form as the market has run ahead of fundamentals and the out-
performance is likely to reverse should the JPY strengthen as
we anticipate. We reduced exposure to emerging market equi-

ties after the US election given the risk of trade friction. We
still hold a neutral view on the asset class, with Asia remaining
our favored region.

A stronger JPY would weigh on Japanese equities
Our CS based trade-weighted JPY index reflects a broad mea-
sure of currency strength against most important trading part-
ners. Exchange rates vis à vis main trading partners’ curren-
cies are aggregated using normalized BIS trade-related
weights.
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Alternative investments
In alternative investments, hedge funds remain best posi-
tioned, in our view. Hedge funds had a good start into the year
supported by improving market liquidity, global growth momen-
tum and a rising opportunity set for managers. We expect mod-
erate single-digit returns for the asset class in 2017 and select-
ing the right strategies and style will be an important return driv-
er this year as well. We currently prefer tactical styles (e.g.
global macro) and relative value strategies (e.g. equity market
neutral).

Favorable conditions for hedge funds according to our
barometer
Our Hedge Fund Barometer assesses the environment for
hedge fund investments. It is based on four components: busi-
ness cycle, volatility, liquidity and systemic risk.
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Though global growth dynamics are improving and physical
commodity markets are continuing to rebalance, divergences
across individual segments are apparent and carry costs re-
main an obstacle. Following a very strong year for energy, we
see more limited upside going forward as the announced sup-
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ply cuts by OPEC/Russia should be priced in. We scale our
outperform view on energy/oil back to neutral. After the recent
pullback, we also close our underperform view on industrial
metals.

We leave our strategy with regard to real estate un-
changed. We are neutral on listed real estate overall as attrac-
tive yield spreads relative to government bonds are offset by
the sector’s interest-rate sensitivity. We continue to favor
Japanese real estate equities due to solid market fundamen-
tals and attractive valuations. We expect UK-REITs to under-
perform in the highly uncertain environment following the
Brexit vote and as the property market is in the late stage of
the cycle. Swiss real estate remains supported by the negative
rate environment but we see more value in real estate funds
compared to equities.

Currencies
The improved growth picture and resulting higher inflation ex-
pectations and yields have led the USD to appreciate quite
meaningfully since the US election. Following this move, the
greenback is currently in a consolidation phase. We expect
USD strength to resume as both monetary and fiscal policy
should be supportive. Interest rate differentials to the EUR and
CHF favor the USD and potential for fiscal easing and tax repa-
triation provide additional support. We thus expect EUR/USD
to reach parity in twelve months while we foresee the
USD/CHF to reach 1.09 over the same horizon. As for
EUR/CHF, the lack of capital outflows from Switzerland and
the political calendar in Europe limits EUR upside while inter-
ventions by the Swiss National Bank limit CHF strength. We
anticipate EUR/CHF to continue trading sideways in 2017.

While GBP is prone to pressure surrounding Brexit noise,
cheap valuation should enable it to trade range-bound against
the USD.

EUR/USD spreads moving further in favor of USD
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Next to the USD, JPY and NOK are our favorite currencies in
developed markets. At current levels, the JPY is significantly
undervalued and its current account surplus is supportive.
Moreover, the JPY, known as a safe-haven currency can act
as a hedge in case of increased trade tensions. Emerging mar-
ket currencies, on the other hand, are most vulnerable to un-
certainty related to trade relations and we had closed our posi-
tive view on EM FX after the US election results despite strong
valuation support. Our preference for Latin American versus
Asian currencies nevertheless remains in place. Next to the
BRL and MXN, the carry advantage should lead to an apprecia-
tion of the ZAR and we also favor the RUB.

(20/01/2017)

Asset allocation

Comment++++++0------Previous
month

Bench-
mark

Below benchmark liquidity allocation, given alternative invest-
ment overweight and neutral position in equities and fixed-in-
come.

2%-4%5.0%Liquidity

Neutral overall. We favor investment-grade convertibles, finan-
cial credits and EM debt.

39.0%-
41.0%

40.0%Bonds total

Underweight on core bonds, in order to enable an overweight of
emerging-market bonds and convertibles.

22%-
23.5%

24.0%Bonds CHF

7.5%-
8.5%

8.0%Bonds core*
(ex CHF)

Given tight valuations, the recent rise in inflation numbers and better
economic momentum are increasing the risk of higher EUR yields.

0.3%-
1.8%

1.8%—2.8%2.3%Bonds EUR

Fiscal concerns more than balanced by depressed growth outlook, and
inflation expectations having already reached high levels.

1%-
2.5%

0%—1%0.5%Bonds GBP

Less upside risk for US Treasury yields, after increase in inflation expec-
tations and re-pricing of Fed hiking path post-US election.

3.1%-
4.1%

3.6%Bonds USD

Relative performance should remain closely linked to energy prices. Val-
ue suggests a neutral stance.

0%-
0.7%

0.2%Bonds CAD

The new yield curve control component of the BoJ policy should keep
yields close to target.

0.8%-
1.8%

1.3%Bonds JPY

Highest carry and best value among the majors, but expectations could
again come down.

0%-
0.6%

0.1%Bonds AUD

Overweight given out-of-benchmark position in convertibles
next to EM overweight

8.5%-
10%

8.0%Bonds non-
core*

Valuations have clearly turned negative, with energy and other cyclical
sectors looking vulnerable. Carry for now compensates risk.

3.5%-
4.5%

4.0%Bonds high-
yield

Value less tight than for HY. Sovereign bonds preferred.4.5%-
6%

4.0%Bonds emerg-
ing markets

After significant underperformance last year, investment-grade convert-
ibles now offer more attractive yields and upside equity optionality.

0%-2%0.0%Bonds convert-
ibles
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We are keeping global equities at neutral, as the expensive valu-
ation counterbalances the supportive technical indicator.

29%-
31%

30.0%Equities total

Swiss equities a defensive stance and the most attractive valua-
tions among all regions on a relative basis.

10.5%-
12%

10.0%Swiss equi-
ties

17%-
19%

20.0%Other equi-
ties

Weaker EUR and current economic momentum should support equi-
ties; political uncertainties and financials remain risks.

1.5%-
2.5%

0%—1.5%2.0%Equities Euro-
zone

Weak GBP and high commodity prices have pushed earnings expecta-
tions higher, but upside from these two drivers is becoming limited.

0%-
0.9%

1.4%Equities Great
Britain

While economic growth may surprise to the upside, valuations are
stretched.

9.5%-
10.5%

10.0%Equities USA

Commodities are the main drivers, hence our neutral view.0.2%-
1.2%

0.7%Equities Cana-
da

We expect the JPY to strengthen, which would weigh on equities.0%-
0.9%

0.9%—1.9%1.4%Equities Japan

Technical indicator is positive. Should also benefit from our positive
view on China.

1%-
2.5%

0.5%Equities Aus-
tralia

Even though the fundamentals are improving, EM are vulnerable to
risks related to US trade policy and a higher USD.

3.5%-
4.5%

4.0%Equities emerg-
ing markets

Overweight overall, given the neutral position in commodities
and overweight in hedge funds.

11.0%-
13.0%

10.0%Alternative in-
vestments

Commodities neutral, amid diverging individual backdrops.2.0%-
3.0%

2.5%Commodities

2.0%-
3.0%

2.5%Private equity

Favor equity-market-neutral, fixed-income arbitrage and global macro
strategies.

Hedge funds*

We remain neutral overall on global listed real estate.14%-
16%

15.0%Real estate

Defensive qualities, but mature underlying real estate markets.11.5%-
12.5%

12.0%Swiss real es-
tate

UK REITs expected to underperform given Brexit-related uncertainty,
while the picture looks best for Japanese REITs.

2.5%-
3.5%

3.0%Other real es-
tate
Currencies

Neutral view on CHF, but lower allocation to cash leads to a lower CHF
exposure.

69%-
71%

72.0%CHF

29%-
31%

28.0%Other curren-
cies

Neutral duration.6.25-
6.75

6.5Duration
bonds CHF

Neutral duration.5.85-
6.35

6.1Duration
bonds EUR

Neutral duration.5.25-
5.75

5.5Duration
bonds USD

++++++0------

>
+4.0%

0.060.025+/-
0.5%

0.0150.02<
-4.0%

Single asset
class rules**

>
+5.0%

0.080.04+/-
1.0%

0.020.02<
-5.0%

Aggregated as-
set class
rules**

*hedged in CHF; **absolute deviation from benchmark weighting

Note: Aggregate asset class: Cash, Bonds total, Equities total, Alternative investments, Real estate, Currencies (CHF, others)

Table Source
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Special focus

Chinese A-shares: A
once-in-a-lifetime
opportunity

One of the world’s most untapped markets is now accessible through the Shanghai-Hong Kong and Shen-
zhen-Hong Kong Stock Connect (SZHKSC)programs.

The launch of the SZHKSC in December 2016 was another milestone in the liberalization of China’s capital
markets.

Juan Mendoza
Head Equities Asia – Asset Management Singapore

Isis Ma
Equities Asia – Asset Management Hong Kong

China’s A-shares market currently has a total market capitaliza-
tion of USD 7.4 trillion, and an average daily turnover of more
than USD 60 billion. Combined with the Hong Kong stock mar-
ket, it is the world’s second-largest equity market (Figure 1).
Established in the late 1980s, China’s A-shares market, com-
prised of the Shanghai Stock Exchange and the Shenzhen
Stock Exchange, was once closed to foreign capital. The open-
ing of these stock exchanges to foreign investors has been
carefully managed, via the introduction of the quota-based
Qualified Foreign Institutional Investor (QFII) program back in
2002, and the Renminbi Qualified Foreign Institutional Investor
(RQFII) program in 2011. Under both programs, foreign in-
vestors are subject to license approval and restrictions by the
Chinese government.

Figure 1: Chinese A-shares and Hong Kong constitute
the world’s second-largest equity market

Market Capitalization by Stock Exchange
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With the aim of further liberalizing China’s A-shares market,
the first “through-train” program – the Shanghai-Hong Kong
Stock Connect – was launched in 2014. This significantly low-
ered the accessibility barrier for foreign investors wishing to in-
vest in stocks listed on the Shanghai Stock Exchange. Then
came the long-awaited Shenzhen-Hong Kong Stock Connect
(SZHKSC) program launched in December 2016. The Shen-
zhen Stock Exchange is characterized by high-growth compa-
nies (e.g. high-tech, healthcare and “green industry” compa-
nies), small and midsize enterprises, and the ChiNext board,
known as the “Chinese Nasdaq.” Over 50% of the stocks list-
ed in Shenzhen are part of the “new economy” of China (ver-
sus only 20% listed in Shanghai), and over 75% of the Shen-
zhen stocks are privately owned (versus the 70% of Shanghai
stocks that are state-owned). The SZHKSC definitely offers
unique opportunities for portfolio diversification, and chances
to buy a range of stocks currently unavailable on the Hong
Kong and Shanghai markets (Figure 2).

Figure 2: Sector exposure – Shanghai vs. Shenzhen
Sector exposure – Shanghai vs. Shenzhen
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According to the China Securities Regulatory Commission
(CSRC), in 2016, foreign ownership amounted to less than
1.2% of Shenzhen-listed A-shares, and less than 1.5% of to-
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tal Chinese A-shares. This is significantly lower than foreign
ownership of stocks in Korea (30%), Brazil (30%), and Russia
(23%), for example (Source: Bloomberg, HSBC, Credit Su-
isse, as of December 2016). We therefore believe that Shen-
zhen is the world’s largest untapped market, and not surprising-
ly, global investor knowledge about this market is fairly limited.
More interestingly, the return dispersion of the Shenzhen Com-
posite Index and the underlying listed stocks is high. This, com-
bined with the fact that foreign sell-side research coverage is
still relatively thin, leads us to believe that the Shenzhen mar-
ket is less efficient, and therefore offers more alpha opportuni-
ties for bottom-up stock selection and active investment strate-
gies.

Potential inclusion of Chinese A-shares in MSCI indices
in 2017 – the opportunity of a lifetime
There are significant structural and technical changes ahead
that will benefit Chinese A-shares. We expect that the launch
of the SZHKSC program in December 2016 will drive liquidity
and investor interest mostly in the small and mid-cap markets,
as global investors seek to increase their exposure.

Another more impactful event will be the eventual inclusion
of Chinese A-shares in the MSCI index series. We believe this
represents a once-in-a-lifetime opportunity. Chinese A-shares
could account for 20% of the MSCI Emerging Markets Index
once they are fully included (Figure 3), but even half-inclusion
would represent a significant weight in that index. Global equi-
ty managers, particularly institutional investors, index trackers
and ETFs, may have to pump USD 300 billion into the market
in the years ahead to match benchmark positions.

Figure 3: Potential of full inclusion in MSCI Emerging
Markets Index

Source: Credit Suisse, MSCI Emerging Market Index

Domestic institutional investors to increase allocations
to China’s A-shares market
Domestically, social security funds, with aggregate investible
assets of over CNY 1.6 trillion, are now allowed to invest in
more diversified and higher-returning products, including equi-
ties. Local pension funds are also increasing their participation
in the stock market, bringing another sustainable source of pro-
fessionally managed capital to China’s A-shares market. Local
pension funds are allowed to invest up to 40% of their assets
(versus a maximum of 30% previously) in equities and equity
funds, effective May 2016. By the end of 2016, it is expected

that around CNY 200 to 400 billion of fresh capital will have
been invested in the stock market by local pension funds, in an
initial wave of raising of equity allocations.

Apart from providing broad market support, these types of
institutional investors will introduce more rational investment be-
havior, and reduce volatility in the Chinese A-shares market,
which is currently dominated by retail investors.

GDP still growing rapidly, “new economy” companies
listed in Shenzhen project double-digit earnings growth
in 2017
A variety of data indicate that economic activity in China is im-
proving. The December Caixin PMI beat the consensus esti-
mate, coming in at 51.9 points. Other growth indicators are al-
so encouraging. The producer price index has continued to
rise, reaching a five-year high of 5.5% in December. Even
though skeptics point out that China’s growth trajectory is de-
clining, its projected GDP growth above 6% for 2017 still com-
pares extremely favorably to that of the Eurozone or the USA
(Source: International Monetary Fund, data as of October
2016).

China’s government is striving to find a balance between
renminbi stabilization, real economic growth, containing asset
bubbles, and deleveraging the real economy. Infrastructure in-
vestments and the initiation of new real estate developments
were backed by supply-side reforms in 2016. Domestic and
overseas consumption remained at high levels, indicating that
aggregate demand from the real economy was in an uptrend.
The effects of the growth stabilization policies of the past few
years will gradually surface, and likely lead to an earnings re-
covery. In 2017, export sectors should benefit from a renminbi
depreciation if trade relationships and US policies under the
Trump administration remain carefully steered. Cyclical sectors
may also see an earnings recovery to some extent, as raw-ma-
terial price increases are passed on to downstream sectors.
The progress in reforming state-owned enterprises, reducing
overcapacity in sectors of the “old economy,” and deleveraging
the overall economy, will be key to watch.

We currently see very good value in Chinese stocks consid-
ering their growth prospects, especially in the wake of the cor-
rection in December last year amid currency devaluation wor-
ries. The Shenzhen market has pulled back sharply from last
year’s P/E ratio of 41.8 times projected 2017 earnings, to
23.0 times. The CSI 300 Index is currently valued at 12.5
times projected 2017 earnings, with earnings expected to
grow at a double-digit rate, after declining by 5% in 2016.
M&A activity in China remains robust, driven partly by reforms
and restructuring, and also by insurance companies. This
should also bolster equity valuations. The average EPS growth
forecast for the Shenzhen market for 2017 stands at +27.8%,
compared with +15.8% for the “old economy” Shanghai mar-
ket. Of the equity markets in the Asia-Pacific region, China’s
A-shares market looks set to generate the highest earnings
growth in 2017 (Figures 4a and b).
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Figure 4a: CSI 300 valuation at very low levels, at a dis-
count to MSCI World
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Figure 4b: Earnings growth outlook and forward P/E
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Focus on A-shares and collaboration with joint venture
ICBCCS in Beijing
Credit Suisse Asset Management’s Asian equities team was
set up in Singapore in 2012, and expanded to Hong Kong in
2016 as new strategies were added to the range. The Chi-

nese A-shares strategy using the QFII quota is accompanied
by a China Connect-managed account program, and by an
Asian dividend income strategy with large investments in Chi-
nese equities.

Since its establishment, the team has been advised by
ICBCCS in Beijing for its Chinese A-shares strategy, using bot-
tom-up strategies with very active management and high track-
ing errors. Our Chinese equity strategy, which has delivered a
net performance of +64.26% in USD terms since its inception
in September 2009, is very concentrated on undervalued
stocks. If you passively held only the CSI 300 index, perfor-
mance would be very disappointing, at –1.93% for the same
period (as of 30 December 2016). Our joint venture ICBC
Credit Suisse Asset Management (ICBCCS), which has one of
the largest equity teams onshore in the People’s Republic of
China, provides the local investment expertise, with around 80
equity investment professionals on the ground.

The current Chinese A-shares fund strategy uses the QFII
quota, to invest directly in A-shares listed in Shenzhen and
Shanghai. This gives investors direct access to the growing
Chinese A-shares market, which offers a diverse range of com-
panies and sectors, a larger free-float market capitalization,
and a huge daily trading volume. The portfolio typically holds
around 50 stocks identified as having strong growth potential.
The Shenzhen market is well-represented by high-growth sec-
tors, such as Internet, technology, robotics, electric vehicle bat-
teries, and biotechnology.

In 2015, the Credit Suisse team added a China Connect
strategy to its offerings. The team does not use a QFII quota
for this strategy, but instead makes use of the Shanghai-Hong
Kong and SZHKSC programs to access China’s A-shares mar-
ket, and to take advantage of the discount opportunities be-
tween Chinese firms listed in Hong Kong and Shanghai or
Shenzhen. While the CSI index has dropped 7.42% since the
strategy’s launch, the China Connect strategy is up 6.41%* in
USD terms on a gross basis (*as of 30 December 2016).

(23/01/2017)

Chinese equities offering at Credit Suisse Asset Management

Return since incep-
tion*

YTD return6-month return3-month return1-month returnCredit Suisse specialized equities Asia strate-
gies

78.84%-21.45%-2.87%-2.76%-6.84%China QFII Strategy (Gross)

6.41%-7.56%2.87%-2.73%-6.08%China Connect Strategy** (Gross)

-1.93%-17.06%0.64%-2.26%-7.03%Benchmark

*Return since inception are not annualized and do not represent the same period across different investment strategies. **The hypothetical performance shown is for illustrative purposes and does not represent actual perfor-
mance of any client account. Credit Suisse does not represent that the hypothetical returns would be similar to actual performance had the investment strategy actually been implemented.

Source: Credit Suisse, Bloomberg, as of 30 December 2016
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Alternative ideas

EU cities may benefit from
Brexit

Brexit may mean that companies switch attention from London to other European cities. However, the biggest
beneficiary of Brexit might not be readily obvious.

Although competing European cities should be able to lure some of London’s office demand in the short term,
they are likely to benefit only marginally.

Jelena Kucenko
Global Real Estate Research

“Hard” Brexit with protracted negotiations is likely
On 24 June, the result of the Brexit vote took many people, in-
cluding Britons, by surprise. Overnight, the UK and its London
property market, previously regarded as a “safe haven“ global-
ly, became potentially more risky. Since then, sterling has fall-
en against the US dollar by more than 17%, representing an
even deeper correction than after the UK left the Exchange
Rate Mechanism in 1994. However, commercial real estate
values corrected by only 2.4%, compared to the double-digit
discounts seen in the real estate investment trust sector. The
most recent positive economic data suggests that so far Brexit
has had little impact on the UK economy (Figure 1). Having
said that, it is still premature to draw any meaningful conclu-
sions given that Article 50 has not yet been triggered for nego-
tiations to start. In fact, we believe that a “hard” Brexit, which
involves a UK departure from the Common Market and restric-
tions on EU migration, is the most likely scenario.

Figure 1: Citi Economic Surprise Index (CESI)
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Regulatory “equivalence” is only a partial answer for UK
In a hard Brexit scenario, UK companies could lose its pass-
porting rights (the rights of companies to operate throughout
the European Economic Area without needing further authoriza-
tion), but may be able to obtain the “equivalence” right given

that the UK and EU regulations are exactly the same. The lat-
ter would allow UK authorized companies to operate in the sin-
gle market under British supervision. All the same, the right of
equivalence would need to be approved by the EU and is un-
likely to give the same operational freedom as passporting
rights. Therefore, we believe that a hard Brexit would result in
a protracted period of uncertainty while laws and regulations
are being reviewed and renegotiated. In fact, elevated uncer-
tainty might push companies to review their corporate struc-
ture, potentially relocating some of their headcount. However,
where would companies choose to go?

France and Germany offer contenders, but not an obvi-
ous winner
Paris is the second largest financial center in Europe with a siz-
able population and an office stock comparable to London. It is
well connected with a lower cost base than in London. Howev-
er, complex and inflexible labor laws including the influence of
public sector unions do not constitute a business friendly envi-
ronment – its main disadvantage. German cities – Berlin,
Frankfurt and Munich look compelling given a favorable busi-
ness environment as well as air connectivity and a quality of
life ranking among the highest in Europe. Prime office rents
are around EUR 400 per square meter (p.s.m.) – compared
with approximately EUR 1,150 p.s.m in London – and are ex-
pected to grow according to Property Market Analysis (PMA),
see Figure 2. However, complex labor laws, a language not be-
longing to the most common in the world and a relatively small
property market size puts these three cities at a disadvantage,
with Berlin only slightly leading this group.
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Figure 2: PMA Prime Office Rental Growth Forecasts
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Dublin and Amsterdam benefit from its proximity
Although, the entire office stock in Dublin makes up less than
a third of Central London office space, Dublin benefits from a
larger population than Frankfurt. It is well regarded for its eco-
nomic freedom and favorable tax regime enjoyed by many tech-
nology companies. Moreover, Dublin is English speaking and
benefits from the same time zone. However, its market size is
small and office prime rents are already at EUR 630 p.s.m.
Amsterdam’s stock is double the size of Dublin’s. The city ben-
efits from strong occupier demand in the banking and financial
services sectors, good liquidity of office space available and a
business-friendly environment.

New York is a strong competitor, but with limited ac-
cess to the single market
Looking further afield, New York can compete with London on
all levels. The size of the city is comparable with that of Lon-
don, it is innovative, transparent and eager to grow its domi-
nance in financial services. Prime office rents, at EUR 954
p.s.m, are lower than in London but increasing as the city’s va-
cancy rate is below long-term average. Moreover, office em-
ployment is expected to stay strong, fueling demand for office
space. Although New York has only partial access to the sin-
gle market under the “equivalence” rule, it is likely to benefit
from potentially lighter regulation under the Trump administra-
tion.

But what’s in store for London?
While in the short term there is a downside risk to office values
and rents, in the long term London is likely to continue reinvent-
ing itself by attracting and retaining talent, ideas and capital. In
fact, according to PMA, the initial correction in rents is likely to
reverse (see Figure 2). Moreover, even if the UK loses its pass-
porting rights, businesses might be able to operate in Europe
under the “equivalence” rule. All in all, although it looks like a
few competing cities should be able to lure away some of Lon-
don’s office demand in the short term, any benefit is likely to
be marginal as there is no clear successor. Over the longer
term, London could re-emerge as an even more globally impor-
tant center.

Figure 3: London competitors (from the strongest to the weakest)

Source: Cushman & Wakefield, UBS, PMA, The World Bank, Credit Suisse

(23/01/2017)
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Food for thought

(Almost) everything you
need to know about
mezzanine finance

Mezzanine finance bridges the funding gap between senior debt and equity in a company’s capital structure.

It is typically used to fund acquisitions/buyouts, and can cut capital costs while boosting equity returns.

Simon J Ibbitson
Head of Private Equity Client Services

As the name implies, mezzanine debt occupies the layer be-
tween a company’s senior debt and equity. It is more flexible
and less dilutive and expensive than raising capital via equity.
Issuers are often private companies, which either do not want
to sell new/existing equity, or do not have the require-
ments/ability to access capital or bond markets.

Q. What is mezzanine finance?
Mezzanine refers to the tier in a company’s capital structure be-
tween debt and equity. It has been in existence since the
1980s, and companies use it to fund expansion projects, acqui-
sitions, recapitalizations, and management and leveraged buy-
outs.

Mezzanine finance typically takes the form of subordinated
debt with equity participation (usually warrants), but can also
be common or preferred equity. It may be used in acquisitions
and buyouts, to prioritize new owners in the event of bankrupt-
cy.

Q. Why do companies use mezzanine capital?
Equity is the most expensive and dilutive form of capital. A
combination of senior debt, mezzanine debt and equity can opti-
mize a company’s capital structure, by reducing the cost of
capital, improving return on equity, and releasing capital to own-
ers.

Mezzanine loans tend to be used by private businesses,
which either have smaller capital requirements or do not want
to dilute their existing equity holders. In today’s regulatory envi-
ronment, many banks cannot undertake mezzanine financing.

In many cases, the companies issuing the debt are not rat-
ed by agencies, and would therefore struggle to find institution-
al investors. Furthermore, as mezzanine loans are negotiated,
they may offer greater flexibility to both borrower and lender.

Q. Are mezzanine loans a risk?
A key consideration in structuring a mezzanine loan is determin-
ing where the debt sits within the capital structure. While it
could be an investment in a preferred equity instrument that is
junior to all debt in the capital structure, mezzanine debtholders
typically agree to be contractually subordinated to existing and
certain future holders of senior debt of the issuer.

Mezzanine investors generally demand higher prospective
returns compared with senior secured debt investors, making it
a higher risk loan with a significantly higher return.

Q. What are the terms of a mezzanine loan?
Most mezzanine financing typically takes the form of subordi-
nated notes and preferred stock. Mezzanine loans usually have
the following characteristics:

Fixed term, usually 5–7 years, and a fixed coupon.

Maturity often depends on the scheduled maturities of other
debt in an issuer’s capital structure.



Arrangement fee (paid upfront to the lender at the close of
the transaction) to cover administrative costs and as an in-
centive to complete the deal.



Non-call period (no repayment in the first 12 months), or
prepayment step-down (early repayment at a premium).



While some issuers prefer shorter maturities because the capi-
tal tends to have a higher rate of return relative to other debt,
others agree to longer maturities, in exchange for more flexible
optional redemption terms.

A mezzanine lender has variable security through financial
covenants agreed during the loan negotiation. These may in-
clude: net leverage ratios, EBITDA ratios, equity cushion, quar-
terly reviews, and board observer rights.
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Loan repayment

The loan may be repaid before the term ends, especially
after the prepayment penalty period, and it can be re-
paid at par. If the ownership changes, it will be repaid by
the new owners. Returns for lenders usually come from:

Cash interest – periodic cash payment based on a per-
centage of the outstanding debt. Interest rates may fluc-
tuate with Libor or other base rates.



Payment-in-kind interest – deferred payment via issuing
more security equal to the interest amount (e.g. a USD



100 m bond with an 8% PIK interest rate would require
USD 108 m to be repaid at the end of the first year, or
annually compounded throughout the term of the loan).

Ownership – mezzanine capital will often include an equi-
ty stake in the form of attached warrants or a conversion



feature, similar to that of a convertible bond. The owner-
ship component is almost always accompanied by either
cash interest or PIK interest, or in many cases both.

Participation payout – the lender may take an equity-like
return in the form of a percentage of the company’s per-



formance, measured by total sales or EBITDA (measure
of cash flow or profits).

Q. What does a mezzanine fund investment look like?
A mezzanine fund is a pool of capital that invests in mezzanine
debt opportunities. Even though mezzanine funds adopt a pri-
vate equity structure, it is reasonable to argue that a mezza-
nine fund should be part of a client’s credit (bond) exposure.

An investment is made up of a credit (loan) and an equity
investment, and there will be a number of these investments
throughout the fund’s life. This is similar to holding a loan/cred-
it portfolio that will have a fixed duration and a regular coupon,
and an equity investment which may be paid out if the owner-
ship of the borrowing company changes. The principal objec-
tive is to provide a regular income stream (usually quarterly pay-
ments) over the life of the credit, as well as “bullet” payments
once the equity portion of the investment has been crystallized.

Conclusion
As mezzanine debt is subordinate (in payment priority) to other
creditors of the issuer (but higher ranking than common stock
or equity), investors receive a higher return than more tradition-
al forms of debt financing. An investor should expect to re-
ceive a regular income over the life of the credit, and the inclu-
sion of financial maintenance covenants limits downside risk.

(23/01/2017)
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Forecast summary

Forecast summary
More information on the forecasts and estimates is available
on request. Past performance is not an indicator of future per-
formance. Performance can be affected by commissions, fees
or other charges, as well as exchange rate fluctuations.

Short interest rates 3M Libor / 10-year government bonds

10Y3M Li-
bor

12M3MSpot12M3MSpotin %

-0.1 to 0.1-0.2 to 0.0-0.05-0.9 to -0.7-0.9 to -0.7-0.73CHF

0.5 to 0.70.4 to 0.60.42-0.4 to -0.2-0.4 to -0.2-0.33EUR*

2.4 to 2.62.4 to 2.62.471.4 to 1.60.9 to 1.11.04USD

1.2 to 1.41.2 to 1.41.430.3 to 0.50.3 to 0.50.36GBP

2.8 to 3.02.7 to 2.92.781.3 to 1.51.6 to 1.81.78AUD**

0.0 to 0.2-0.1 to 0.10.07-0.1 to 0.1-0.1 to 0.1-0.02JPY

Spot rates are closing prices as of 20.01.2017. Forcaste Date 13.01.2017. *3M Euribor, **3M bank bill
rates.

Source: Bloomberg, Credit Suisse/IDC

Equities

12M*3M*Div. y.
(%)

P/ESpotIndex

9959952.815.8985MSCI AC World**

2,2302,2752.517.22271US S&P 500

3,2153,3054.114.03299Eurostoxx 50

7,0007,2854.114.47198UK FTSE 100

1,4301,4951.914.61533Japan Topix

5,8155,8854.215.85655Australia S&P/ASX
200

15,23015,4802.716.515548Canada S&P/TSX
comp

8,5008,6103.516.18275Switzerland SMI

108,000105,3002.612.0104410MSCI Emerging mar-
kets**

Prices as of 20/1/2017 . *Forecast as on 13/1/2017 . **Gross return (incl. dividends).

Source: Credit Suisse / IDC, Bloomberg, Datastream

Commodities

12M*3M*Spot

125012001205Gold (USD/oz)

171617.01Silver (USD/oz)

1000950972Platinum (USD/oz)

800750787.6Palladium (USD/oz)

550056005737Copper (USD/ton)

555352.42WTI Crude Oil (USD/bbl)

183176178.7Bloomberg Commodity index

Spot rates are closing prices as of 20/1/2017 *forecast as on 13/1/2017

Source: Bloomberg, Credit Suisse / IDC

Credit: Selected indices

12M fore-
cast*

3M fore-
cast*

Duration
(years)

Spread
(bp)

Yield
(%)

-0.8%-0.3%5.31211.0BC IG Corporate EUR

0.5%-0.1%7.31223.4BC IG Corporate USD

-1.0%-0.2%6.444-0.1CS LSI ex-govt. CHF

3.5%0.9%4.13875.9BC High Yield Corp
USD

2.0%0.3%4.13514.0BC High Yield Pan
EUR

6.0%1.2%7.43516.0JPM EM hard curr.
USD

5.0%1.5%4.9n.a.6.7JPM EM local curr.
hedg. USD

BC = Barclays Capital, IG= Investment Grade, CS = Credit Suisse, JPM = JP Morgan (EMBI+ and GBI Gl.
Div). Index data as 20/1/2017 . *Forecast as on 13/1/2017

Source: Credit Suisse / IDC, Bloomberg

Foreign exchange

12M3MSpot

1.001.031.0703EUR/USD

1.091.051.0016USD/CHF

1.091.081.0725EUR/CHF

100105114.62USD/JPY

100108122.69EUR/JPY

0.810.840.8652EUR/GBP

1.231.231.2375GBP/USD

0.740.740.7555AUD/USD

1.371.371.3320USD/CAD

9.409.609.5023EUR/SEK

8.608.809.0014EUR/NOK

4.404.404.3683EUR/PLN

7.307.006.8765USD/CNY

1.481.451.4263USD/SGD

124012001169.1USD/KRW

69.069.068.178USD/INR

3.303.253.1743USD/BRL

22.222.121.588USD/MXN

Spot rates are closing prices as of 20/1/2017

Source: Bloomberg, Credit Suisse

Real GDP growth and inflation

InflationGDP
growth

201720162015201720162015in %

0.5-0.4-1.11.51.50.8CH

1.20.20.01.41.72.0EMU

2.31.30.12.01.62.6USA

2.30.60.01.22.12.2UK

1.51.21.52.62.42.4Aus-
tralia

0.5-0.20.81.21.01.2Japan

2.22.01.46.56.76.9China

Forecast date: 15/12/2016.

Source: Credit Suisse

(23/01/2017)
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Glossary

Risk warnings

Financial markets rise and fall based on economic conditions, inflationary pressures, world news and business-specific re-
ports. While trends may be detected over time, it can be difficult to predict the direction of the market and individual stocks.
This variability puts stock investments at risk of losing value.

Market risk

Investors are exposed to interest rates, currency, liquidity, credit market and issuer fluctuations, which may affect the price of
bonds.

Bond risks

Emerging markets are located in countries that possess one or more of the following characteristics: a certain degree of politi-
cal instability, relatively unpredictable financial markets and economic growth patterns, a financial market that is still at the de-
velopment stage or a weak economy. Emerging market investments usually result in higher risks as a result of political, eco-
nomic, credit, exchange rate, market liquidity, legal, settlement, market, shareholder and creditor risks.

Emerging markets

Regardless of structure, hedge funds are not limited to any particular investment discipline or trading strategy, and seek to
profit in all kinds of markets by using leverage, derivative instruments and speculative investment strategies that may increase
the risk of investment loss.

Hedge funds

Commodity transactions carry a high degree of risk and may not be suitable for many private investors. The extent of loss
due to market movements can be substantial or even result in a total loss.

Commodity investments

Investors in real estate are exposed to liquidity, foreign currency and other risks, including cyclical risk, rental and local mar-
ket risk as well as environmental risk, and changes to the legal situation.

Real estate

Investments in foreign currencies involve the additional risk that the foreign currency might lose value against the investor’s
reference currency.

Currency risks

Equities are subject to market forces and hence fluctuations in value, which are not entirely predictable.Equity risk

Explanation of indices frequently used in reports

CommentIndex

S&P/ASX 200 is an Australian market-capitalization-weighted and float-adjusted stock index calculated by Standard and
Poor's.

Australia S&P/ASX 200

The US Corporate High Yield Index measures USD-denominated, non-investment grade, fixed-rate and taxable corporate
bonds. The index is calculated by Barclays.

BC High Yield Corp USD

The Euro Corporate Index tracks the fixed-rate, investment-grade, euro-denominated corporate bond market. The index in-
cludes issues that meet specified maturity, liquidity and quality requirements. The index is calculated by Barclays.

BC High Yield Pan EUR

The US Corporate Index tracks the fixed-rate, investment-grade, dollar-denominated corporate bond market. The index in-
cludes both US and non-US issues that meet specified maturity, liquidity and quality requirements. The index is calculated by
Barclays.

BC IG Corporate EUR

The IG Financials Index tracks the fixed-rate, investment-grade, dollar-denominated financials bond market. The index in-
cludes both US and non-US issues that meet specified maturity, liquidity and quality requirements. The index is calculated by
Barclays.

BC IG Corporate USD

The S&P/TSX composite index is the Canadian equivalent of the S&P 500 Index in the USA. The index contains the largest
stocks traded on the Toronto Stock Exchange.

Canada S&P/TSX comp

Consumer Confidence Indices (CCIs) are based on surveys of consumers' spending intentions and economic situations, as
well as their concerns and expectations for the immediate future.

Consumer Confidence Indices

The Credit Suisse Hedge Fund Index is compiled by Credit Suisse Hedge Index LLC. It is an asset-weighted hedge fund in-
dex and includes only funds, as opposed to separate accounts. The index reflects performance net of all hedge fund compo-
nent performance fees and expenses.

CS Hedge Fund Index

The Liquid Swiss Index ex govt CHF is a market-capitalized bond index representing the most liquid and tradable portion of
the Swiss bond market excluding Swiss government bonds. The index is calculated by Credit Suisse.

CS LSI ex govt CHF

The German Stock Index stock represents 30 of the largest and most liquid German companies that trade on the Frankfurt
Exchange.

DAX

A measure of the value of the US dollar relative to the majority of its most important trading partners. The US Dollar Index is
similar to other trade-weighted indices, which also use the exchange rates from the same major currencies.

DXY

Eurostoxx 50 is a market-capitalization-weighted stock index of 50 leading blue-chip companies in the Eurozone.Eurostoxx 50

The FTSE EPRA/NAREIT Global Real Estate Index Series is designed to represent general trends in eligible real estate equi-
ties worldwide.

FTSE EPRA/NAREIT Global Real Estate Index Se-
ries

The Hedge Fund Barometer is a proprietary Credit Suisse scoring tool that measures market conditions for hedge fund strate-
gies. It comprises four components: liquidity, volatility; systemic risks and business cycle.

Hedge Fund Barometer

TOPIX, also known as the Tokyo Stock Price Index, tracks all large Japanese companies listed in the stock exchange's "first
section." The index calculation excludes temporary issues and preferred stocks.

Japan Topix

The Emerging Market Bond Index Plus tracks the total return of hard-currency sovereign bonds across the most liquid emerg-
ing markets. The index encompasses US-denominated Brady bonds (dollar-denominated bonds issued by Latin American
countries), loans and Eurobonds.

JPM EM hard curr. USD

The JPMorgan Government Bond Index tracks local currency bonds issued by emerging market governments across the
most accessible markets for international investors.

JPM EM local curr. hedg. USD

The MSCI All Country Asia Pacific Index captures large and mid cap representation across 5 developed market countries and
8 emerging markets countries in the Asia Pacific region. With 1,000 constituents, the index covers approximately 85% of
the free float-adjusted market capitalization in each country.

MSCI AC Asia/Pacific
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The MSCI All Country World Index captures large and mid cap representation across 23 developed markets and 23 emerging
market countries. With roughly 2480 constituents, the index covers around 85% of the global investable equity opportunity
set.

MSCI AC World

MSCI Emerging Markets is a free-float-weighted Index designed to measure equity market performance in global emerging
markets. The index is developed and calculated by Morgan Stanley Capital International.

MSCI Emerging Markets

The MSCI EMU Index (European Economic and Monetary Union) captures large and mid cap representation across the 10
Developed Markets countries in the EMU. With 237 constituents, the index covers approximately 85% of the free float-ad-
justed market capitalization of the EMU.

MSCI EMU

The MSCI Europe Index captures large and mid cap representation across 15 developed markets countries in Europe. With
442 constituents, the index covers approximately 85% of the free float-adjusted market capitalization across the European
developed markets equity universe.

MSCI Europe

The MSCI United Kingdom Index is designed to measure the performance of the large and mid cap segments of the UK mar-
ket. With 111 constituents, the index covers approximately 85% of the free float-adjusted market capitalization in the UK.

MSCI UK

MSCI World is an index of global equity markets developed and calculated by Morgan Stanley Capital International. Calcula-
tions are based on closing prices with dividends reinvested.

MSCI World

OECD Composite Leading Indicators (CLIs) are designed to provide early signals of turning points in business cycles with
components that measure early stages of production, respond to changes in economic activity, and are sensitive to expecta-
tions of future activity.

OECD Composite Leading Indicators

Purchasing Managers' Indices (PMIs) are economic indicators derived from monthly surveys of private-sector companies.
The two principal producers of PMIs are Markit Group, which conducts PMIs for over 30 countries worldwide, and the Insti-
tute for Supply Management (ISM), which conducts PMIs for the United States. The indices include additional sub-indices for
manufacturing surveys such as new orders, employment, exports, stocks of raw materials and finished goods, prices of in-
puts and finished goods, and services.

Purchasing Managers' Indices

The Russell 1000 Growth Index measures the performance of the large-cap growth segment of the US equity universe
based on 1000 large-cap companies with higher price-to-book ratios and higher forecast growth values.

Russell 1000 Growth Index

he Russell 1000 Index is a stock market index that represents the highest-ranking 1,000 stocks in the Russell 3000 Index
(encompassing the 3,000 largest US-traded stocks, with the underlying companies all incorporated in the USA), and repre-
senting about 90% of the total market capitalization of that index. The Russell 1000 Index has a weighted average market
capitalization of USD 81 billion and the median market capitalization is approximately USD 4.6 billion.

Russell 1000 Index

The Russell 1000 Value Index measures the performance of the large-cap value segment of the US equity universe based
on 1000 large-cap companies with lower price-to-book ratios and lower expected growth values.

Russell 1000 Value Index

The Swiss Market Index is made up of 20 of the largest companies listed of the Swiss Performance Index universe. It repre-
sents 85% of the free-float capitalization of the Swiss equity market. As a price index, the SMI is not adjusted for dividends.

Switzerland SMI

FTSE 100 is a market-capitalization-weighted stock index that represents 100 of the most highly capitalized companies trad-
ed on the London Stock exchange. The equities have an investibility weighting in the index calculation.

UK FTSE 100

Standard and Poor's 500 is a capitalization-weighted stock index representing all major industries in the USA, which mea-
sures the performance of the domestic economy through changes in the aggregate market value.

US S&P 500

Abbreviations frequently used in reports

DescriptionAbb.DescriptionAbb.

International Monetary FundIMF3/6/12 month moving average3/6/12 MMA

Latin AmericaLatAmAlternative investmentsAI

London interbank offered rateLiborAsia PacificAPAC

Million barrels per daym b/dbarrelbbl

A measure of the money supply that includes all physical mon-
ey, such as coins and currency, as well as demand deposits,
checking accounts and negotiable order of withdrawal ac-
counts.

M1Bank IndonesiaBI

A measure of money supply that includes cash and checking
deposits (M1) as well as savings deposits, money market mu-
tual funds and other time deposits.

M2Bank of CanadaBoC

A measure of money supply that includes M2 as well as large
time deposits, institutional money market funds, short-term re-
purchase agreements and other larger liquid assets.

M3Bank of EnglandBoE

Mergers and acquisitionsM&ABank of JapanBoJ

Monetary Authority of SingaporeMASBasis pointsbp

Master Limited PartnershipMLPBrazil, Russia, China, IndiaBRIC

Month-on-monthMoMCompound annual growth rateCAGR

Monetary Policy CommitteeMPCChicago Board Options ExchangeCBOE

Option-adjusted spreadOASCash from operationsCFO

Organisation for Economic Co-operation and DevelopmentOECDCash flow return on investmentCFROI

Overnight indexed swapOISDiscounted cash flowDCF

Organization of Petroleum Exporting CountriesOPECDeveloped MarketDM

Price-to-book valueP/BDeveloped MarketsDMs

Price-earnings ratioP/EEarnings before interest, taxes, depreciation and amortiza-
tion

EBITDA

People's Bank of ChinaPBoCEuropean Central BankECB

P/E ratio divided by growth in EPSPEGEastern Europe, Middle East and AfricaEEMEA

Purchasing Managers' IndexPMIEmerging MarketEM

Purchasing power parityPPPEurope, Middle East and AfricaEMEA

Quantitative easingQEEmerging MarketsEMs
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Quarter-on-quarterQoQEuropean Monetary UnionEMU

right-hand side (for charts)r.h.s.Earnings per shareEPS

Reserve Bank of AustraliaRBAExchange traded fundsETF

Reserve Bank of IndiaRBIEnterprise valueEV

Reserve Bank of New ZealandRBNZFree cash flowFCF

Real estate investment trustREITUS Federal ReserveFed

Return on equityROEFunds from operationsFFO

Return on invested capitalROICFederal Open Market CommitteeFOMC

Reserve requirement ratioRRRForeign exchangeFX

Strategic asset allocationSAAGroup of TenG10

Special drawing rightsSDRGroup of ThreeG3

Swiss National BankSNBGross domestic productGDP

Tactical asset allocationTAAGovernment Pension Investment FundGPIF

Trade-Weighted IndexTWIHard currencyHC

Volatility IndexVIXHigh yieldHY

West Texas IntermediateWTIInterest-bearing debtIBD

Year-on-yearYoYCredit Suisse Investment CommitteeIC

Year-to-dateYTDInvestment gradeIG

An indicator of the average increase in prices for all domestic
personal consumption.

Personal Consumption
Expenditure (PCE defla-
tor)

Inflation-linked bondILB

Currency codes frequently used in reports

CurrencyCodeCurrencyCode

South Korean wonKRWArgentine pesoARS

Mexican pesoMXNAustralian dollarAUD

Malaysian ringgitMYRBrazilian realBRL

Norwegian kroneNOKCanadian dollarCAD

New Zealand dollarNZDSwiss francCHF

Peruvian nuevo solPENChilean pesoCLP

Philippine pesoPHPChinese yuanCNY

Polish złotyPLNColombian pesoCOP

Russian rubleRUBCzech korunaCZK

Swedish krona/kronorSEKEuroEUR

Singapore dollarSGDPound sterlingGBP

Thai bahtTHBHong Kong dollarHKD

Turkish liraTRYHungarian forintHUF

New Taiwan dollarTWDIndonesian rupiahIDR

United States dollarUSDIsraeli new shekelILS

South African randZARIndian rupeeINR

Japanese yenJPY

Important information on derivatives

Option premiums and prices mentioned are indicative only. Option premiums and prices can be subject to very rapid changes:
The prices and premiums mentioned are as of the time indicated in the text and might have changed substantially in the
meantime.

Pricing

Derivatives are complex instruments and are intended for sale only to investors who are capable of understanding and assum-
ing all the risks involved. Investors must be aware that adding option positions to an existing portfolio may change the charac-
teristics and behavior of that portfolio substantially. A portfolio’s sensitivity to certain market moves can be heavily impacted
by the leverage effect of options.

Risks

Investors who buy call options risk the loss of the entire premium paid if the underlying security trades below the strike price
at expiration.

Buying calls

Investors who buy put options risk loss of the entire premium paid if the underlying security finishes above the strike price at
expiration.

Buying puts

Investors who sell calls commit themselves to sell the underlying for the strike price, even if the market price of the under-
lying is substantially higher. Investors who sell covered calls (own the underlying security and sell a call) risk limiting their up-
side to the strike price plus the upfront premium received and may have their security called away if the security price ex-
ceeds the strike price of the short call. Additionally, the investor has full downside participation that is only partially offset by
the premium received upfront. If investors are forced to sell the underlying they might be subject to taxing. Investors shorting
naked calls (i.e. selling calls but without holding the underlying security) risk unlimited losses of security price less strike
price.

Selling calls

Put sellers commit to buying the underlying security at the strike price in the event the security falls below the strike price.
The maximum loss is the full strike price less the premium received for selling the put.

Selling puts

Investors who buy call spreads (buy a call and sell a call with a higher strike) risk the loss of the entire premium paid if the
underlying trades below the lower strike price at expiration. The maximum gain from buying call spreads is the difference be-
tween the strike prices, less the upfront premium paid.

Buying call spreads
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Selling naked call spreads (sell a call and buy a farther out-of-the-money call with no underlying security position): Investors
risk a maximum loss of the difference between the long call strike and the short call strike, less the upfront premium taken
in, if the underlying security finishes above the long call strike at expiration. The maximum gain is the upfront premium taken
in, if the security finishes below the short call strike at expiration.

Selling naked call spreads

Investors who buy put spreads (buy a put and sell a put with a lower strike price) also have a maximum loss of the upfront
premium paid. The maximum gain from buying put spreads is the difference between the strike prices, less the upfront premi-
um paid.

Buying put spreads

Buying strangles (buy put and buy call): The maximum loss is the entire premium paid for both options, if the underlying
trades between the put strike and the call strike at expiration.

Buying strangles

Investors who are long a security and short a strangle or straddle risk capping their upside in the security to the strike price of
the call that is sold plus the upfront premium received. Additionally, if the security trades below the strike price of the short
put, investors risk losing the difference between the strike price and the security price (less the value of the premium re-
ceived) on the short put and will also experience losses in the security position if they owns shares. The maximum potential
loss is the full value of the strike price (less the value of the premium received) plus losses on the long security position. In-
vestors who are short naked strangles or straddles have unlimited potential loss since, if the security trades above the call
strike price, investors risk losing the difference between the strike price and the security price (less the value of the premium
received) on the short call. In addition, they are obligated to buy the security at the put strike price (less upfront premium re-
ceived) if the security finishes below the put strike price at expiration.

Selling strangles or straddles
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Risk warning
Every investment involves risk, especially with regard to fluctuations in value and re-
turn. If an investment is denominated in a currency other than your base currency,
changes in the rate of exchange may have an adverse effect on value, price or in-
come.

For a discussion of the risks of investing in the securities mentioned in this re-
port, please refer to the following Internet link:
https://investment.credit-suisse.com/gr/riskdisclosure/

This report may include information on investments that involve special risks.
You should seek the advice of your independent financial advisor prior to taking any
investment decisions based on this report or for any necessary explanation of its con-
tents. Further information is also available in the information brochure “Special Risks
in Securities Trading” available from the Swiss Bankers Association.

Past performance is not an indicator of future performance. Perfor-
mance can be affected by commissions, fees or other charges as well as ex-
change rate fluctuations.

Financial market risks
Historical returns and financial market scenarios are no guarantee of future perfor-
mance. The price and value of investments mentioned and any income that might ac-
crue could fall or rise or fluctuate. Past performance is not a guide to future perfor-
mance. If an investment is denominated in a currency other than your base currency,
changes in the rate of exchange may have an adverse effect on value, price or in-
come. You should consult with such advisor(s) as you consider necessary to assist
you in making these determinations.

Investments may have no public market or only a restricted secondary market.
Where a secondary market exists, it is not possible to predict the price at which in-
vestments will trade in the market or whether such market will be liquid or illiquid.

Emerging markets
Where this report relates to emerging markets, you should be aware that there are
uncertainties and risks associated with investments and transactions in various types
of investments of, or related or linked to, issuers and obligors incorporated, based or
principally engaged in business in emerging markets countries. Investments related
to emerging markets countries may be considered speculative, and their prices will
be much more volatile than those in the more developed countries of the world. In-
vestments in emerging markets investments should be made only by sophisticated in-
vestors or experienced professionals who have independent knowledge of the rele-
vant markets, are able to consider and weigh the various risks presented by such in-
vestments, and have the financial resources necessary to bear the substantial risk of
loss of investment in such investments. It is your responsibility to manage the risks
which arise as a result of investing in emerging markets investments and the alloca-
tion of assets in your portfolio. You should seek advice from your own advisers with
regard to the various risks and factors to be considered when investing in an emerg-
ing markets investment.

Alternative investments
Hedge funds are not subject to the numerous investor protection regulations that ap-
ply to regulated authorized collective investments and hedge fund managers are large-
ly unregulated. Hedge funds are not limited to any particular investment discipline or
trading strategy, and seek to profit in all kinds of markets by using leverage, deriva-
tives, and complex speculative investment strategies that may increase the risk of in-
vestment loss.

Commodity transactions carry a high degree of risk and may not be suitable for
many private investors. The extent of loss due to market movements can be substan-
tial or even result in a total loss.

Investors in real estate are exposed to liquidity, foreign currency and other risks,
including cyclical risk, rental and local market risk as well as environmental risk, and
changes to the legal situation.

Interest rate and credit risks
The retention of value of a bond is dependent on the creditworthiness of the Issuer
and/or Guarantor (as applicable), which may change over the term of the bond. In
the event of default by the Issuer and/or Guarantor of the bond, the bond or any in-
come derived from it is not guaranteed and you may get back none of, or less than,
what was originally invested.

Investment Strategy
Department
Investment Strategists are responsible for multi-asset class strategy formation and
subsequent implementation in CS’s discretionary and advisory businesses. If shown,
Model Portfolios are provided for illustrative purposes only. Your asset allocation, port-
folio weightings and performance may look significantly different based on your partic-
ular circumstances and risk tolerance. Opinions and views of Investment Strategists
may be different from those expressed by other Departments at CS. Investment
Strategist views may change at any time without notice and with no obligation to up-
date. CS is under no obligation to ensure that such updates are brought to your atten-
tion.

From time to time, Investment Strategists may reference previously published
Research articles, including recommendations and rating changes collated in the
form of lists. All Research articles and reports detailing the recommendations and rat-
ing changes for companies and/or individual financial instruments are available on the
following internet link:
https://investment.credit-suisse.com

For information regarding disclosure information on Credit Suisse Investment
Banking rated companies mentioned in this report, please refer to the Investment
Banking division disclosure site at:
https://rave.credit-suisse.com/disclosures

For further information, including disclosures with respect to any other issuers,
please refer to the Credit Suisse Global Research Disclosure site at:
https://www.credit-suisse.com/disclosure

Global disclaimer / important information
This report is not directed to, or intended for distribution to or use by, any person or
entity who is a citizen or resident of or located in any locality, state, country or other
jurisdiction where such distribution, publication, availability or use would be contrary
to law or regulation or which would subject CS to any registration or licensing require-
ment within such jurisdiction.

References in this report to CS include Credit Suisse AG, the Swiss bank, its
subsidiaries and affiliates. For more information on our structure, please use the fol-
lowing link:
http://www.credit-suisse.com

NO DISTRIBUTION, SOLICITATION, OR ADVICE: This report is provided for
information and illustrative purposes and is intended for your use only. It is not a solici-
tation, offer or recommendation to buy or sell any security or other financial instru-
ment. Any information including facts, opinions or quotations, may be condensed or
summarized and is expressed as of the date of writing. The information contained in
this report has been provided as a general market commentary only and does not con-
stitute any form of regulated financial advice, legal, tax or other regulated service. It
does not take into account the financial objectives, situation or needs of any persons,
which are necessary considerations before making any investment decision. You
should seek the advice of your independent financial advisor prior to taking any invest-
ment decisions based on this report or for any necessary explanation of its contents.
This report is intended only to provide observations and views of CS at the date of
writing, regardless of the date on which you receive or access the information. Obser-
vations and views contained in this report may be different from those expressed by
other Departments at CS and may change at any time without notice and with no obli-
gation to update. CS is under no obligation to ensure that such updates are brought
to your attention. FORECASTS & ESTIMATES: Past performance should not be tak-
en as an indication or gurantee of future performance, and no representation or war-
ranty, express or implied, is made regarding future performance. To the extent that
this report contains statements about future performance, such statements are for-
ward looking and subject to a number of risks and uncertainties. Unless indicated to
the contrary, all figures are unaudited. All valuations mentioned herein are subject to
CS valuation policies and procedures. CONFLICTS: CS reserves the right to remedy
any errors that may be present in this report. CS, its affiliates and/or their employees
may have a position or holding, or other material interest or effect transactions in any
securities mentioned or options thereon, or other investments related thereto and
from time to time may add to or dispose of such investments. CS may be providing,
or have provided within the previous 12 months, significant advice or investment ser-
vices in relation to the investments listed in this report or a related investment to any
company or issuer mentioned. Some investments referred to in this report will be of-
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fered by a single entity or an associate of CS or CS may be the only market maker in
such investments. CS is involved in many businesses that relate to companies men-
tioned in this report. These businesses include specialized trading, risk arbitrage, mar-
ket making, and other proprietary trading. TAX: Nothing in this report constitutes in-
vestment, legal, accounting or tax advice. CS does not advise on the tax conse-
quences of investments and you are advised to contact an independent tax advisor.
The levels and basis of taxation are dependent on individual circumstances and are
subject to change. SOURCES: Information and opinions presented in this report
have been obtained or derived from sources which in the opinion of CS are reliable,
but CS makes no representation as to their accuracy or completeness. CS accepts
no liability for a loss arising from the use of this report. WEBSITES: This report may
provide the addresses of, or contain hyperlinks to, websites. Except to the extent to
which the report refers to website material of CS, CS has not reviewed the linked site
and takes no responsibility for the content contained therein. Such address or hyper-
link (including addresses or hyperlinks to CS’s own website material) is provided sole-
ly for your convenience and information and the content of the linked site does not in
any way form part of this report. Accessing such website or following such link
through this report or CS’s website shall be at your own risk.

Distributing entities
Except as otherwise specified herein, this report is distributed by Credit Suisse AG, a
Swiss bank, authorized and regulated by the Swiss Financial Market Supervisory Au-
thority. Australia: This report is distributed in Australia by Credit Suisse AG, Sydney
Branch (CSSB) (ABN 17 061 700 712 AFSL 226896) only to "Wholesale" clients
as defined by s761G of the Corporations Act 2001. CSSB does not guarantee the
performance of, nor make any assurances with respect to the performance of any fi-
nancial product referred herein. Austria: This report is distributed by CREDIT SU-
ISSE (LUXEMBOURG) S.A. Zweigniederlassung Österreich. The Bank is a branch
of CREDIT SUISSE (LUXEMBOURG) S.A., a duly authorized credit institution in the
Grand Duchy of Luxembourg with address 5, rue Jean Monnet, L-2180 Luxemburg.
It is further subject to the prudential supervision of the Luxembourg supervisory au-
thority, the Commission de Surveillance du Secteur Financier (CSSF), 110, route
d'Arlon, L-2991 Luxembourg, Grand Duchy of Luxembourg as well as the Austrian
supervisory authority, the Financial Market Authority (FMA), Otto-Wagner Platz 5, A-
1090 Vienna. Bahrain: This report is distributed by Credit Suisse AG, Bahrain
Branch, authorized and regulated by the Central Bank of Bahrain (CBB) as an Invest-
ment Firm Category 2. Credit Suisse AG, Bahrain Branch is located at Level 22,
East Tower, Bahrain World Trade Centre, Manama, Kingdom of Bahrain. Dubai:
This information is being distributed by Credit Suisse AG (DIFC Branch), duly li-
censed and regulated by the Dubai Financial Services Authority (“DFSA”). Related fi-
nancial services or products are only made available to Professional Clients or Market
Counterparties, as defined by the DFSA, and are not intended for any other persons.
Credit Suisse AG (DIFC Branch) is located on Level 9 East, The Gate Building,
DIFC, Dubai, United Arab Emirates. France: This report is distributed by Credit Su-
isse (Luxembourg) S.A., Succursale en France, authorized by the Autorité de Con-
trôle Prudentiel et de Résolution (ACPR) as an investment service provider. Credit Su-
isse (Luxembourg) S.A., Succursale en France is supervised and regulated by the Au-
torité de Contrôle Prudentiel et de Résolution and the Autorité des Marchés Fi-
nanciers. Germany: This report is distributed by Credit Suisse (Deutschland) AG
which is authorized and regulated by the Bundesanstalt für Finanzdienstleistungsauf-
sicht (BaFin). Guernsey: This report is distributed by Credit Suisse (Channel Islands)
Limited, an independent legal entity registered in Guernsey under 15197, with its reg-
istered address at Helvetia Court, Les Echelons, South Esplanade, St Peter Port,
Guernsey. Credit Suisse (Channel Islands) Limited is wholly owned by Credit Suisse
AG and is regulated by the Guernsey Financial Services Commission. Copies of the
latest audited accounts are available on request. India: This report is distributed by
Credit Suisse Securities (India) Private Limited (CIN no.
U67120MH1996PTC104392) regulated by the Securities and Exchange Board of
India as Research Analyst (registration no. INH 000001030), as Portfolio Manager
(registration no. INP000002478) and as Stock Broker (registration no.
INB230970637; INF230970637; INB010970631; INF010970631), having regis-
tered address at 9th Floor, Ceejay House, Dr.A.B. Road, Worli, Mumbai - 18, India,
T- +91-22 6777 3777. Italy: This report is distributed in Italy by Credit Suisse (Italy)
S.p.A., a bank incorporated and registered under Italian law subject to the supervi-
sion and control of Banca d’Italia and CONSOB, and also distributed by Credit Su-
isse AG, a Swiss bank authorized to provide banking and financial services in Italy.
Jersey: This report is distributed by Credit Suisse (Channel Islands) Limited, Jersey
Branch, which is regulated by the Jersey Financial Services Commission for the con-
duct of investment business. The address of Credit Suisse (Channel Islands) Limited,
Jersey Branch, in Jersey is: TradeWind House, 22 Esplanade, St Helier, Jersey JE4
5WU. Lebanon: This report is distributed by Credit Suisse (Lebanon) Finance SAL
(“CSLF”), a financial institution incorporated in Lebanon and regulated by the Central
Bank of Lebanon (“CBL”) with a financial institution license number 42. Credit Suisse
(Lebanon) Finance SAL is subject to the CBL’s laws and regulations as well as the
laws and decisions of the Capital Markets Authority of Lebanon (“CMA”). CSLF is a
subsidiary of Credit Suisse AG and part of the Credit Suisse Group (CS). The CMA

does not accept any responsibility for the content of the information included in this
report, including the accuracy or completeness of such information. The liability for
the content of this report lies with the issuer, its directors and other persons, such as
experts, whose opinions are included in the report with their consent. The CMA has
also not assessed the suitability of the investment for any particular investor or type
of investor. Investments in financial markets may involve a high degree of complexity
and risk and may not be suitable to all investors. The suitability assessment per-
formed by CSLF with respect to this investment will be undertaken based on informa-
tion that the investor would have provided to CSLF and in accordance with Credit Su-
isse internal policies and processes. It is understood that the English language will be
used in all communication and documentation provided by CS and/or CSLF. By ac-
cepting to invest in the product, the investor confirms that he has no objection to the
use of the English language. Luxembourg: This report is distributed by Credit Su-
isse (Luxembourg) S.A., a Luxembourg bank, authorized and regulated by the Com-
mission de Surveillance du Secteur Financier (CSSF). Qatar: This information has
been distributed by Credit Suisse (Qatar) L.L.C, which has been authorized and is
regulated by the Qatar Financial Centre Regulatory Authority (QFCRA) under QFC
No. 00005. All related financial products or services will only be available to Business
Customers or Market Counterparties (as defined by the Qatar Financial Centre Regu-
latory Authority (QFCRA) rules and regulations), including individuals, who have opted
to be classified as a Business Customer, with liquid assets in excess of USD 1 mil-
lion, and who have sufficient financial knowledge, experience and understanding to
participate in such products and/or services. Saudi Arabia: This document may not
be distributed in the Kingdom except to such persons as are permitted under the In-
vestment Funds Regulations. Credit Suisse Saudi Arabia accepts full responsibility for
the accuracy of the information contained in this document and confirms, having
made all reasonable enquiries that to the best of its knowledge and belief, there are
no other facts the omission of which would make any statement herein misleading.
The Capital Market Authority does not take any responsibility for the contents of this
document, does not make any representation as to its accuracy or completeness,
and expressly disclaims any liability whatsoever for any loss arising from, or incurred
in reliance upon, any part of this document.Spain: This report is distributed in Spain
by Credit Suisse AG, Sucursal en España, authorized under number 1460 in the Reg-
ister by the Banco de España. Turkey: The investment information, comments and
recommendations contained herein are not within the scope of investment advisory
activity. The investment advisory services are provided by the authorized institutions
to the persons in a customized manner taking into account the risk and return prefer-
ences of the persons. Whereas, the comments and advices included herein are of
general nature. Therefore recommendations may not be suitable for your financial sta-
tus or risk and yield preferences. For this reason, making an investment decision only
by relying on the information given herein may not give rise to results that fit your ex-
pectations. This report is distributed by Credit Suisse Istanbul Menkul Degerler Anon-
im Sirketi, regulated by the Capital Markets Board of Turkey, with its registered ad-
dress at Yildirim Oguz Goker Caddesi, Maya Plaza 10th Floor Akatlar, Besiktas/Istan-
bul-Turkey. UAE: This document, and the information contained herein, does not con-
stitute, and is not intended to constitute, a public offer of securities in the United
Arab Emirates and accordingly should not be construed as such. The services are on-
ly being offered to a limited number of sophisticated investors in the UAE who (a) are
willing and able to conduct an independent investigation of the risks involved in an in-
vestment in such services , and (b) upon their specific request. The services have
not been approved by or licensed or registered with the UAE Central Bank, the Secu-
rities and Commodities Authority or any other relevant licensing authorities or govern-
mental agencies in the UAE. The document is for the use of the named addressee
only and should not be given or shown to any other person (other than employees,
agents or consultants in connection with the addressee's consideration thereof). No
transaction will be concluded in the UAE. United Kingdom: This material is issued
by Credit Suisse (UK). Credit Suisse (UK) Limited, is authorized by the Prudential
Regulation Authority and regulated by the Financial Conduct Authority and the Pru-
dential Regulation Authority. The protections made available by the Financial Conduct
Authority and/or the Prudential Regulation Authority for retail clients do not apply to
investments or services provided by a person outside the UK, nor will the Financial
Services Compensation Scheme be available if the issuer of the investment fails to
meet its obligations. To the extent communicated in the United Kingdom (“UK”) or ca-
pable of having an effect in the UK, this document constitutes a financial promotion
which has been approved by Credit Suisse (UK) Limited which is authorized by the
Prudential Regulation Authority and regulated by the Financial Conduct Authority and
the Prudential Regulation Authority for the conduct of investment business in the UK.
The registered address of Credit Suisse (UK) Limited is Five Cabot Square, London,
E14 4QR. Please note that the rules under the UK’s Financial Services and Markets
Act 2000 relating to the protection of retail clients will not be applicable to you and
that any potential compensation made available to “eligible claimants” under the UK’s
Financial Services Compensation Scheme will also not be available to you. Tax treat-
ment depends on the individual circumstances of each client and may be subject to
changes in future.
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UNITED STATES: NEITHER THIS REPORT NOR ANY COPY THEREOF
MAY BE SENT, TAKEN INTO OR DISTRIBUTED IN THE UNITED STATES OR TO
ANY US PERSON (WITHIN THE MEANING OF REGULATION S UNDER THE US
SECURITIES ACT OF 1933, AS AMENDED).

This report may not be reproduced either in whole or in part, without the written
permission of Credit Suisse. Copyright © 2017 Credit Suisse Group AG and/or its af-
filiates. All rights reserved.
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