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Editorial
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Since the increase in the ECB quantitative easing program to
EUR 80 billion per month, government bond yields have be-
come further compressed. There are now 16 European govern-
ment bond markets where 2-year yields are negative. Outside
the Eurozone, the Japanese government yield curve is nega-
tive out to 20 years and, for Switzerland, all government bonds
have a negative yield, even going out to 50 years. In the Euro-
zone, the Bund 10-year yield is now also in negative territory.
Eurozone bond spreads are narrow, despite increased political
risks in a number of countries, and the ECB’s purchases of
corporate bonds have depressed corporate bond spreads. This
low-yield environment will persist, unless there is an accelera-
tion in economic growth with an associated upturn in inflation,
with investors moving out of fixed income into “riskier” assets –
an unlikely prospect, at least in the near term. Investors are ad-
dressing these challenges by reviewing the relevance of exist-
ing portfolio benchmarks, alternative strategies such as
long/short positions, and exposures to asset classes such as
emerging debt, while increasing positions to “fixed income prox-
ies” such as infrastructure. In this and future editions of
Trends, we will focus on these themes, since we are very sen-
sitive to the difficult environment that investors are operating
in, and the need to generate well-risk-managed ideas for pro-
ducing positive returns.
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Investment strategy and asset allocation

Riskier asset classes
under pressure

The UK vote to leave the EU has triggered a sell-off in riskier asset classes. We are keeping a negative view
on equities, as we expect high volatility to persist.

We have turned more defensive within equities, by downgrading the Eurozone and the UK, while upgrading
the low-beta US market.

Florence Lombardo
Investment Strategy Switzerland

In a clear vote, United Kingdom citizens decided to leave the
European Union in the referendum which took place June 23.
This amounts to a political watershed in our view, with lasting
implications for both the EU and for the UK, which now even
potentially puts the unity of the country into question. The com-
ing weeks and months will be shaped by strong uncertainty
with regards to the path and timeline of the UK exit, future rela-
tions between the UK and the EU, and political contagion risks
in the rest of the Europe. Financials markets are therefore ex-
pected to remain highly volatile as a result. On a somewhat
more positive note for markets, we note that anti-European
parties did not see rising support in the Spanish legislative elec-
tions, which took place three days after the UK referendum.

In terms of the economic impact of a “Brexit,” the UK will
suffer most, with growth expected to slowdown meaningfully.
Europe and Switzerland will also be impacted, albeit by a much
lesser extent: the UK represents only roughly 8% and 6% of
German and Swiss exports, respectively. However, there could
be a more meaningful impact from falling consumer sentiment
and company investments. We therefore expect central banks
globally to play an important role in keeping the global econom-
ic recovery on track, by adopting a more dovish stance if nec-
essary.

Given European Central Bank support and the continued
strength of domestic demand, we expect the Eurozone to
grow at a moderate rate this year, but view the likelihood of
the region falling back into recession as being low. In our view,
the European Central Bank (ECB) is now even more likely to
extend its asset purchase program by six months at its Septem-
ber meeting. It could potentially even expand the program,
though this is not our base case. Due to the significant UK
growth slowdown which we foresee, we expect the Bank of
England to cut policy rates in the coming months, while a reac-
tivation of its asset purchase program is also possible.

In Switzerland, the Swiss National Bank (SNB) has already
been strongly intervening in the FX market, to dampen CHF
appreciation pressure resulting from capital inflows. We expect
currency interventions to remain the primary tool which the
SNB will use in that regard, though in the case of persistent

capital inflows and potential additional easing measures by the
ECB, the likelihood of the SNB lowering the deposit rate fur-
ther in negative territory would increase.

Increase in bank’s sight deposits indicates strong cur-
rency intervention by the SNB

Source: Datastream, Credit Suisse / IDC

With “Brexit” having been mentioned as one of the risks the
Fed was watching, and given the resulting financial market tur-
bulences and stronger USD, we believe that the Federal Re-
serve will wait until at least December to raise policy rates. Do-
mestic demand remains a strong growth driver in the USA,
though the manufacturing side continues to be weak, as re-
flected in the latest durable goods orders. In Japan, we expect
the central bank to cut interest rates further, in an attempt to
revive economic growth and inflation, as well as to reduce JPY
attractiveness.

In the days prior to the referendum, the financial markets
had actually positioned for a “remain” outcome. As they were
not prepared for a “Brexit” vote, riskier asset classes sold off
significantly, while safe-haven assets were in strong demand
following the vote. Given the high level of uncertainty that will
persist in our view, we would expect riskier asset classes to re-
main under pressure over the next three-to-six months.
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Fixed income
Bond yields moved lower at the beginning of June, following
weak US labor data, and core government bonds were the
main beneficiaries of investors’ flight to quality in the aftermath
of the “Brexit” vote. The yield on 10Y German bunds turned
negative, the Swiss yield curve is in negative territory for maturi-
ties up to 30 years, and US yields fell to their lowest level
since 2012. While bond yields are unattractive from a valuation
standpoint, they could remain low for some time, as we expect
financial market turbulences to persist amid subdued economic
growth. The Fed also hinted towards a lower long-term natural
rate of interest, on the back of weak productivity.

We are remaining neutral on fixed income overall, favoring
inflation-linked bonds over nominal government debt, given the
medium-term recovery in commodity prices. In terms of re-
gions however, we do not expect Swiss government bonds to
underperform anymore, as strong capital inflows to Switzerland
could fuel expectations of a renewed lowering of deposit rates
by the Swiss National Bank.

Within fixed income, investment-grade credits continue to
offer the best risk/reward in our view. Following the “Brexit”
vote however, we have moved to an underperform view on fi-
nancials, with European subordinated debt in particular likely to
remain under pressure. For valuation reasons, we are fo-
cusung on longer maturities in USD non-financial debt. High-
yield spreads have widened, but lower-rated credits are at risk
of further spread-widening in our view, as default rates in-
crease. We are thus remaining neutral on the asset class. In
emerging markets, we continue to see selective opportunities,
such as Brazilian local debt given the high yield, and where we
also see the potential for the currency to appreciate.

Vote for “Brexit” not discounted in financial spreads
ahead of the vote

Option-adjusted spread (OAS) across the capital structure

Source: Credit Suisse, Bloomberg

Equities
Ahead of event risks and missing catalysts for equity upside,
we adopted a defensive investment strategy, by turning cau-
tious on equities on April 21. In the portfolios, we also moved
to a more pronounced underweight in equities in mid-June. Fol-
lowing the “Brexit” vote and subsequent equity market sell-off,
we are confirming this negative view, as political risk should
keep volatility high. While central banks should provide support
to the markets, this will not be enough to trigger a sustainable
recovery, in our view. We are not expecting much impetus

from the Q2 2016 earnings season, as the subdued macroeco-
nomic environment is likely to result in muted earnings growth.
Moreover, valuations have not yet turned attractive, and techni-
cal analysis also points towards further equity weakness.

YTD performance – major equity indices
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While continuing to underweight equities, we are turning even
more defensive by adjusting our regional and sectoral alloca-
tion. We are reducing our holdings in Eurozone equities, while
increasing exposure to the low-beta US market. With econom-
ic growth in the UK expected to slow down significantly, and
earnings revisions having already turned, we now expect the
UK market to underperform. While the performance of Swiss
equities will largely depend on CHF and Eurozone growth de-
velopments, the SNB will continue to intervene in the FX mar-
kets to dampen CHF appreciation in our view. We are thus
maintaining our outperform view on the more defensive Swiss
market, as it should also benefit from the large exposure to its
healthcare sector, which we recently upgraded on the back of
solid fundamentals and US exposure.

Our favored sectors in the current environment are thus
healthcare and IT, where we see good growth prospects. We
have neutralized our positive stance towards financials, as it is
the sector that is suffering the most from the political uncertain-
ty and low interest rates, despite inexpensive valuations. We
have also upgraded utilities to neutral, as they are unlikely to
underperform in the current risk-off environment. Energy, ma-
terials and consumer discretionary are the sectors we expect
to lag over the next three to six months.

Alternative investments
We are staying neutral on commodities overall, but see short-
term correction potential in energy and oil. Oil is subject to
shifts in investor sentiment, particularly as significant long posi-
tions have been built up. Moreover, easing disruptions should
lead to increased supply, thereby temporarily slowing the rebal-
ancing process. We are thus moving energy to underperform
on a tactical basis, as oil prices could move towards USD
40/barrel, before recovering on improved medium-term
prospects.
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Brent price vs. speculative positioning (futures and op-
tions)
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At the beginning of June, we turned neutral on gold with the
Fed’s dovish stance and rising political risks limiting underper-
formance, in our view. Gold, which typically acts as a safe-
haven asset, has benefitted from investors’ increased risk aver-
sion. At these levels however (around USD 1325/oz at the
time of writing,) we would not increase gold positions, as a
stronger USD limits the upside, and very stretched positioning
makes it vulnerable to a repricing once risks abate.

In the real estate space, we are maintaining a neutral posi-
tioning on global REITs, but have moved UK REITs from out-
perform to underperform. The UK property market is in the
late stage of the cycle, displaying slowing rental growth, and
with vacancy rates bottoming out. We expect UK REITs to suf-
fer heavily from the vote to leave the EU, and the correspond-
ingly uncertain economic outlook. We are also maintaiing a
cautious view on REITs from developed Asia ex Japan, and on
the expensive Swiss real estate stocks. We continue to view
hedge funds as an important portfolio component, and are stay-
ing overweight the asset class. We are nevertheless focusing
on strategies with low directional exposure, such as equity mar-
ket-neutral, fixed income arbitrage and global macro.

Currencies
Currency fluctuations have been strong following the UK vote,
with the GBP/USD dropping to its lowest level in more than
30 years. While this implies an attractive valuation for the

GBP, we would not turn positive on the currency. The Bank of
England is likely to cut rates, and we expect the high uncertain-
ty with regards to the UK political and economic outlook to be
a drag.

Implied volatility spikes sharply post-“Brexit” vote
Currency volatility vs USD (1M implied)
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Safe-haven currencies (CHF, JPY) have been in strong de-
mand, with the SNB intervening to stabilize the currency, with
EUR/CHF levels currently around 1.07–1.08 . With the SNB
thus limiting the downside while rates spreads cap EUR up-
side, we are staying neutral on the EUR/CHF. The JPY has
appreciated by 15% against the USD since the beginning of
the year, and further strength cannot be excluded in the cur-
rent environment. The country’s external surplus and contin-
ued supportive valuations limit the downside, despite the fact
that the Bank of Japan is likely to cut rates this month.

The risk-off environment has also led the USD to gain
against the EUR and the CHF. With rates support however be-
ing limited, as the Fed is very unlikely to hike interest rates pri-
or to December, we are refraining from turning positive on the
USD at this stage. The cheap NOK is currently our preferred
currency, while contagion risks from the Brexit vote are likely
to prevent the SEK from appreciating against the USD, the
EUR and the CHF over the coming months.

(29/06/2016)

Asset allocation

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

Bench-
mark

Higher allocation to cash, given more pronounced equity under-
weight.

6%-9%4.0%-
6.0%

5.0%Liquidity

Neutral overall. We favor investment-grade credits over govern-
ment bonds.

39.0%-
41.0%

40.0%Bonds total

Neutral as the SNB could come under pressure to ease further.23.5%-
24.5%

22%-
23.5%

24.0%Bonds CHF

7.5% -
8.5%

8.0%Bonds core*
(ex CHF)

We are staying neutral on EMU bonds. Carry in peripheral bonds has
become more attractive, but the European premium should remain
wide.

1.8%-
2.8%

2.3%Bonds EUR

Very unattractive after drop in yields post-"Brexit."0.0%0.5%Bonds GBP

Fed not committed to a pre-set hiking path. Could benefit from further
foreign inflows.

3.1%-
4.1%

3.6%Bonds USD

Improving economic momentum and improving oil picture expected to
drive CAD yields higher.

0.0%0.2%Bonds CAD
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7.5% -
8.5%

8.0%Bonds core*
(ex CHF)

Very low carry balanced by potential for more BoJ easing.0.8%-
1.8%

1.3%Bonds JPY

Highest carry among majors, but market expectations for easing are al-
ready high.

0%-
0.6%

0.1%Bonds AUD

7.5%-
8.5%

8.0%Bonds non-
core*

Technical view remains negative, but other input factors are neutral.3.5%-
4.5%

4.0%Bonds high-
yield

Only risk/flow indicators continue to point to outperformance, with EM
HC rally starting to mature.

3.5%-
4.5%

4.0%Bonds emerg-
ing markets

We increased the equity underweight mid-June, and maintain
this cautious stance. Markets were not positioned for "Brexit,"
and global equities are expected to correct further given high un-
certainty.

25%-
27%

27.0%-
29.0%

30.0%Equities total

Attractive valuations and generally a defensive stance keep us
overweight in Swiss stocks.

10.5%-
12%

10.0%Swiss equi-
ties

17%-
19%

20.0%Other equi-
ties

Risk that markets will price in another European crisis.0%-
1.5%

2.5%-4%2.0%Equities EUR

Investors not positioned for "Brexit" – vulnerable to selling pressure.0%-
0.9%

0.9%-
1.9%

1.4%Equities Great
Britain

Less directly exposed to fall-out from "Brexit," we are therefore reduc-
ing the underweight position.

8%-
9.5%

6%-
8%

10.0%Equities USA

Economic growth is likely to pick up in H2 after the very weak Q2.
Most indicators point to a neutral equity view, however.

0.2%-
1.2%

0.7%Equities Cana-
da

Monetary policy remains supportive and buybacks are robust. Exposure
to the strong currency makes it vulnerable, however.

0.9%-
1.9%

1.4%Equities Japan

The labor market is improving and valuations are inexpensive, but our
negative outlook on industrial metals weighs on its equities.

0%-1%0.5%Equities Aus-
tralia

Valuations are inexpensive, but technicals have deteriorated. Risks from
the Chinese slowdown in H2 and weak commodity outlook.

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 remain neutral, but we have turned tactically negative on
energy. Neutral view on gold.

2.0%-
3.0%

2.5%Commodities

2.0%-
3.0%

2.5%Private equity

The outlook for hedge funds remains positive, though expected returns
are moderate. We favor styles with a low beta to the market.

5.5%-
7.0%

5.0%Hedge funds*

We are maintaining our neutral rating for global REITs.14%-
16%

15.0%Real Estate

Its defensive qualities help in a volatile market environment, but are
counterbalanced by mature underlying real estate markets. Improved
technical view.

11.5%-
12.5%

12.0%Swiss real es-
tate

UK REITs expected to underperform post-"Brexit" vote, given high un-
certainty and a late-cycle UK real estate market.

2.5%-
3.5%

3.0%Other real es-
tate
Currencies

Neutral on EUR/CHF, with the SNB intervening in the FX market to
prevent CHF strength.

71%-
73%

72.0%CHF

FX volatility expected to remain high. Given the increased levels of un-
certainty, we are refraining from taking a directional view, and staying
neutral on major currency pairs.

27%-
29%

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%

+2.0%
-
+4.0%

+0.5% -
+2.0%

+/-
0.5%

-0.5% -
-2.0%

-2.0% -
-4.0%

<
-4.0%

Single asset
class rules**

>
+5.0%

+3.0%
-
+5.0%

+1.0% -
+3.0%

+/-
1.0%

-1.0% -
-3.0%

-3.0% -
-5.0%

<
-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)

Source: Credit Suisse
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Special focus

Energy infrastructure:
Attractive new territory for
investors

Energy infrastructure projects offer interesting investment opportunities in today’s environment.

Moreover, subsidies have stepped up the pace of structural change and require innovative (financing) solu-
tions.

Planning of cash flows and high regulatory certainty are key components when choosing and implementing fi-
nancing alternatives.

Roland Dörig

Dominik Bollier

Energy infrastructure in focus
Owing to the increase in market volatility and the low interest
rate environment, investors now have to consider including
new categories of investments in their investment universes.
Many leading investors have thus extended their investment
strategies to include infrastructure investments in the “real as-
sets” category. In general, these investments offer good visibili-
ty on cash flows and frequently also inflation-linked returns
that are uncorrelated with equity markets.

Infrastructure can basically be broken up into economic
and social investments. Economic infrastructure categories in-
clude: communications, transport, and energy & utilities. In
Switzerland (and also throughout Europe), investors can gain
direct exposure to the latter sector, ranging from electricity pro-
duction and transmission through to gas supply.

The electricity market needs additional capital
The structural change in the European energy sector is also
putting Swiss utility companies under economic pressure. One
of the main drivers is the policy of subsidies for renewable en-
ergy technologies in Europe and the consequent drop in prices
for conventionally produced non-subsidized energy. In this
way, many utilities are no longer in a position to fund the nec-
essary investments in maintenance and modernization by them-
selves. Hence they seek long-term financial investors, offering
good entry opportunities in that investors to some extent take
over the role of energy providers.

Three investment categories with various opportunities
and risks require differing focuses
For most institutional investors, energy infrastructure is a new
territory. Economically different, the investment possibilities
can roughly be split into three categories – subsidized invest-
ments, investments with regulated capital costs and unsubsi-
dized investments.

Subsidized investments benefit from feed-in tariffs and in-
clude, for example, small hydroelectric power, wind energy,
photovoltaics and biomass investments. Investments with regu-
lated capital costs include, for example, investing in the Swiss
transmission grid. Among other things, unsubsidized invest-
ments include large hydroelectric plants and (pump) storage fa-
cilities.

Subsidized investments

The essential feature here is financial support. This enables
the owner to know the selling price in advance for power pro-
duced over a longer period (usually 20–25 years). In this way,
the owner is not exposed to price fluctuations in the electricity
wholesale market. Thus the investment risks are manageable,
which can in turn trigger new investments in this area due to
better planning.

However, there is still the uncertainty as to how much pow-
er will actually be produced and thus potential fluctuations in
revenue. For this reason, hydrological and/or meteorological
conditions should be modelled into an investment analysis.

Another aspect to consider is the impact of changing inter-
est rates on the value of such investments. Since the cash
flows are for the most part fixed and the investments will proba-
bly be valued using the net present value method, resulting in
a similar valuation behavior to bonds: as soon as interest rates
rise, the net present value and thus the so-called net asset val-
ue of the portfolio decline.
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Investments with regulated capital costs

With this type of investment, the regulator fixes the return on
capital employed. Among other factors such as eligible costs,
the regulatory cost of capital mechanism is the key driver be-
hind the owner’s return on equity. The regulatory cost of capi-
tal is especially used when the investment has a monopoly-like
characteristic, such as the transmission grid. It is aimed at pre-
venting the owner from earning monopoly profits.

Accordingly, the regulatory risk needs to be well consid-
ered with this type of investment. A shift in the regulatory envi-
ronment inevitably has a direct impact on the profitability of an
investment. On the one hand, the regulator aims to ensure
that the owner does not earn unreasonable returns, but on the
other hand aims to create an environment where systems and
plants are maintained and expanded if necessary. In this re-
spect, Switzerland has a highly reliable regulator to fall back
on. This kind of investment is therefore not dependent on how
high prices are or how much energy is produced.

CSA Energy Infrastructure Switzerland is one example in-
vestor. It has a 49.9% participation in a subsidiary of the BKW
energy company, which in turn has around an 11% equity
stake in Swissgrid (the national grid company in Switzerland).

The partnership between BKW and CSA combines the
long-term characteristics of energy infrastructure investments
with the long-term investment horizon of the Swiss pension
funds.

CSA infrastructure investment in Swissgrid AG

Source: Credit Suisse

Unsubsidized investments

With these investments, the owner is completely exposed to
market forces, especially the electricity market and the prices
for power produced. While costs can be reasonably well fore-
cast based on the historical costs of the respective technolo-
gies, the volatility of revenues due to constantly changing elec-
tricity prices is a fundamental problem. Hence it is important
that the electricity-price risk is isolated or at least mitigated in
an energy infrastructure portfolio.

Long-term purchase agreements can help here and offer a
“win-win” situation in many respects. On the one hand, the cap-
ital investor receives a steady return because the electricity
price can be agreed on for a longer period. On the other hand,
the power company benefits from guaranteed access to a set

amount of electricity without having to invest as much capital
and without being subjected to the volatility of the wholesale
market.

The risk profile of unsubsidized assets thus depends strong-
ly on the underlying terms of the contract.

Fosen Vind – the largest European onshore wind project
In February 2016, Statkraft (Europe’s largest producer of re-
newable energy), TrønderEnergi and Nordic Wind Power (a
CSEIP-led investor consortium) announced they would join
forces to realize Europe’s largest onshore wind power project.
Fosen Vind has an installed capacity of more than 1,000
megawatts and estimated annual electricity production of
around 3,400 gigawatt hours – enough to provide power to
175,000 Norwegian homes (or 750,000 Swiss homes). The
project portfolio comprises six wind parks that will commence
operations successively from 2018 until 2020. The total invest-
ment amount is around EUR 1.1 billion. CSEIP was a driving
force behind the realization of the project – setting up and ad-
ministrating the investment vehicle for institutional investors,
setting up a consortium for external financing, negotiating
long-term electricity and certificate purchase agreements and
implementing numerous mechanisms to protect investors from
negative developments.

Overview of Fosen Vind DA

Source: Credit Suisse

FluxSwiss – Co-Investing using right of first offer
Another example is the recently successful participation in
FluxSwiss and the related indirect participation in Transitgas,
which owns the Swiss high-pressure natural gas pipeline run-
ning from the north to the south borders of Switzerland with
the right to market around 90% of the pipeline’s capacity. This
high-pressure pipeline connects the gas fields in northern Eu-
rope with Italy, thus helping to diversify the country’s gas sup-
ply. Moreover, the pipeline is the main source of supply for nat-
ural gas in Switzerland.
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Investment structure FluxSwiss

Source: Credit Suisse

Maintain a portfolio view
The inclusion of each of the above-mentioned investment op-
portunities in an energy infrastructure portfolio is fully justified
in terms of risk/reward, in our view. In this context, however,
we believe it is important that investors consider the respective
features of the investments when putting a portfolio together
and seek expert advice during the investment process due to
the complexity of the investments.

Credit Suisse Energy Infrastructure Partners (CSEIP)
Credit Suisse Energy Infrastructure Partners is an investment
boutique of Credit Suisse Asset Management, focused on in-
vestments in the European energy sector and offering various
investment possibilities to institutional investors in Switzerland
and Europe. (04/07/2016)
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Alternative ideas

Swiss real estate:
Reference rate likely to be
lowered in 2017

We expect a further, and likely final, drop in the reference interest rate from 1.75% to 1.5% in 2017, allowing
tenants to claim a reduction in the rental price of existing contracts.

Despite low cash-flow yields and decreasing capital growth, residential investment properties are likely to re-
main attractive as long as the current negative interest environment prevails.

Fabian Waltert
Swiss Real Estate Research

Average interest rate still falling, despite flatter rate
trend
The reference interest rate from the Swiss Federal Housing Of-
fice, which is used for adjustments to rental prices for existing
rental contracts, has fallen steadily since its introduction in
2008. It is based on the average of all interest rates on domes-
tic bank mortgage loans.

Reference rate for rental apartments likely to drop fur-
ther in 2017
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With interests on mortgage loans at record lows, there is now
not much leeway left for further interest rate cuts. This applies
particularly to short-term fixed-rate (or fix) mortgages, and Li-
bor mortgages with interest rates of just over 1.0%. A further
decrease is prevented by the hedging costs currently caused
by the negative interest rates for financial institutions. Nonethe-
less, the average interest rate will most likely continue to edge
down for some time, since expiring mortgages with terms of
five or more years can be extended at much cheaper condi-
tions. For example, a 10-year mortgage maturing today can be

refinanced at a rate as much as 3.0 percentage points cheap-
er. Interest savings are even greater when a fix mortgage is re-
placed with a Libor mortgage.

Mortgage rates at new record lows
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Next – and possibly final – cut in the reference rate likely
in 2017
All the same, the next cut in the reference rate is probably
some time away, since a condition is that the average interest
rate would have to drop below the 1.625% threshold. Since
the beginning of 2014, the average mortgage rate has fallen
on average by a good three basis points per quarter. If this
trend were to continue, the reference rate would be adjusted
to 1.5% in June 2017. An adjustment in September 2017
seems more realistic, since the trend in the average interest
rate seems to be flattening off. The expected reduction in
2017 will likely be the last for the reference interest rate, since
without a further marked reduction of the interest rates for
long-term fix mortgages, it is unlikely that the average interest
rate will fall below the 1.375% threshold. At the same time, an
increase cannot be expected unless monetary policy is tight-
ened – thus an early turnaround in the reference rate seems
highly unlikely at present.
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Average rental income of ongoing rental contracts to de-
crease by up to 1%
A drop in the reference rate reduces net existing rents by up to
2.9%. However, adapting rents has to be actively demanded
by the tenant, and the landlord is allowed to correct the dis-
count for inflation, change in maintenance costs and value-in-
creasing investments. Therefore, we expect that on a total mar-
ket level, the resulting reduction in overall rental income from
existing rental contracts will not exceed 1%. However, gains in
rental income at the event of a tenant change are declining,
since the growth of market rental prices has fallen consider-
ably. The driver for the slowdown of the market for rental apart-
ments is the combination of utterly high growth in the supply of
rental apartments (planning applications for 31,000 apart-
ments submitted within the last 12 months), and slightly falling
demand. Still, unless there is a sharp downward correction in
market rents, the gap between these and the rents of ongoing
contracts, which has widened significantly in recent years, will
narrow only slowly. In terms of advertised rents, the price/rent
ratio is currently more than 1.5 standard deviations above the
long-term average – a value that was last exceeded 15 years
ago, and only for a brief period.

Real estate investments still attractive, despite low
cash-flow yields and decreasing capital growth
With the transaction prices of residential investment properties
growing faster than rents, the cash-flow yields of direct real es-
tate investments have reached new lows (Q1 2016: 3.6%).
The reduction in growth of rental income due to cuts in the ref-
erence rate and a decrease in market rents is reinforcing this
trend. Nonetheless, in the prevailing negative interest rate envi-
ronment, real estate yields continue to be attractive, with yield
spreads of around 400 bp between the net cash-flow yields of

residential investment properties and the Swiss 10-year bench-
mark bond yield. With average yield spreads of around 300
bp, the distribution yields of Swiss real estate funds (commer-
cial and residential) are similarly attractive. This attractiveness
is reflected in high agios of 28.7% (May 2016).

High relative attractiveness of Swiss real estate invest-
ments despite falling yields
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In view of the ongoing dearth of investment opportunities, we
expect a further rise in prices for residential investment proper-
ties – though this is likely to be only just above zero. Despite
emerging oversupplies in the market for rental apartments out-
side metropolitan areas, we do not expect considerable price
corrections as long as the current interest rate environment pre-
vails. In the longer term, however, investors should be aware
that the capital growth returns seen in recent years will not be
repeated. (28/06/2016)
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Food for thought

Trend towards long-term
investment, notably
infrastructure

Low or negative bond yields are driving changes in asset allocation.

One beneficiary is infrastructure, with attractive yields and cash flows.

Robert J Parker
Research Strategic Advisory

Powerful arguments for investing in long-term assets
such as infrastructure
A recent report from Standard Life surveyed investment inten-
tions by European insurance companies, and found that ex-
pected average future annual returns were 2.4%, below the re-
turns needed to meet most policy-holder commitments. In re-
sponse, a majority of insurers plan to reduce their exposures to
sovereign fixed income, while 60% are expected to increase
their allocation to real estate and/or alternatives. 69% of the in-
surers surveyed regarded low returns as the key factor in
changing their investment strategies. Similar research in the
pension fund industry has highlighted the problem of low yields
in boosting actuarial liabilities, and asset allocation to alterna-
tive investments is notably increasing. One asset class which is
increasingly being used to meet longer-term liabilities is infras-
tructure, and the investment case is that infrastructure projects
and businesses offer long-term yields that are theoretically fair-
ly stable, and can usually provide inflation protection. The Pre-
qin 2016 infrastructure report estimates that the aggregate val-
ue of the 661 infrastructure deals completed in 2015 was
USD 349 bn. The same report showed that 74% of surveyed
fund managers are seeing greater appetite for infrastructure as-
sets from investors. 76% of investors felt that infrastructure in-
vestments have met or exceeded their expectations. Assets un-
der management by infrastructure funds stood at USD 309 bn
at the end of 2015. As evidenced by recent G20 commu-
niques, investment in infrastructure has the strong support of
governments and supranational institutions, given the powerful
multiplier effects.

Infrastructure offers diversification across different sec-
tors, with debt and equity exposures
Infrastructure covers a range of differing assets, but can be ag-
gregated into transport, telecommunications and technology,
energy, social infrastructure, resources and waste manage-

ment. The energy sector is very broad, but will include conven-
tional assets such as pipelines, storage facilities, refineries, the
nuclear sector and alternative energy assets. In 2015, it was
notable that alternative energy projects raised more funding
than other infrastructure sectors, and this theme is consistent
with investors increasingly focusing on environmental issues in
their portfolios. Financing for infrastructure has a number of
constituent elements, typically with pension funds and insur-
ance investing equity as limited partners in funds, with banks
or capital markets providing financing. It is generally agreed
that it is inappropriate to have infrastructure in mutual funds,
given the long-term, illiquid nature of the assets. Leverage will
typically be taken at company or project level, rather than by
the funds themselves. There is a clear recognition that the in-
frastructure bond market needs to be developed further, and
this has been an important working project of the Asset Man-
agement and Investors Council, which represents the buy-side
of the International Capital Markets Association.

Risks have to be carefully monitored, but risk/reward is
attractive
Infrastructure investment obviously has associated risks and
for new projects, the key risk is that projects are not complet-
ed or have cost overruns. Political risks have to be carefully as-
sessed, notably in emerging markets, while political risk also
covers the possibility of subsidies changing, a major considera-
tion in alternative energy. Modelling work on infrastructure has
to focus on the certainty of cash flows being maintained and
distributed to investors, the whole rationale of the asset class
being the certainty of yield relative to inflation and other asset
classes. One risk factor which needs to be watched at present
is whether QE is leading to too great a level of demand for in-
frastructure assets, thereby driving valuations higher. Howev-
er, despite these risks, there is a clear trend increase in de-
mand for infrastructure investment, with returns being attrac-
tive compared with conventional asset classes.

(29/06/2016)
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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 %

-0.3 to -
0.1

-0.5 to -0.3-0.57-0.9 to -0.7-0.9 to -0.7-0.78CHF

0.1 to 0.3-0.1 to 0.1-0.14-0.4 to -0.2-0.4 to -0.2-0.29EUR *

1.9 to 2.11.5 to 1.71.441.0-1.20.6-0.80.66USD

1.6 to 1.81.2 to 1.40.830.0-0.20.0-0.20.52GBP

2.4 to 2.62.0 to 2.22.011.6-1.81.6-1.81.95AUD

-0.2 to 0.0-0.3 to -0.1-0.24-0.5 to -0.3-0.3 to -0.1-0.02JPY

Spot rates are closing prices as of 4/7/2016. Forecast date: 27/6/2016. * 3M Euribor, ** 3M Bank Bill
rates.

Source: Bloomberg, Credit Suisse/IDC

Equities

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

P/ESpotIndex

9208253.015.3889MSCI AC World**

2,1001,9402.516.82103US S&P 500

2,8802,6504.912.42862Eurostoxx 50

6,0005,5004.716.46522UK FTSE 100

1,2601,1502.312.51262Japan Topix

5,2004,8504.815.95282Australia S&P/ASX
200

14,50013,5003.017.414259Canada S&P/TSX
comp

8,4007,6503.616.38057Switzerland SMI

100,00089,0002.812.196607MSCI Emerging mar-
kets**

Prices as of 4/7/2016 . *Forecast as on 27/6/2016 . **Gross return (incl. dividends).

Source: Credit Suisse / IDC, Bloomberg, Datastream

Commodities

12M *3M *Spot

115013001351Gold (USD/oz)

151720.33Silver (USD/oz)

9509501070Platinum (USD/oz)

600600615.3Palladium (USD/oz)

460044004883Copper (USD/ton)

534348.99WTI Crude Oil (USD/bbl)

183175181.0Bloomberg Commodity index

Spot rates are closing prices as of 4/7/2016 *forecast as on 27/6/2016

Source: Bloomberg, Credit Suisse / IDC

Credit: Selected Indices

12M fore-
cast *

3M fore-
cast *

Duration
(years)

Spread
(bp)

Yield
(%)

0.2%-0.2%5.31310.9BC IG Corporate EUR

0.8%0.5%7.51552.9BC IG Corporate USD

-0.9%-0.5%6.364-0.3CS LSI ex govt CHF

3.7%1.4%4.25857.2BC High Yield Corp
USD

2.9%1.0%4.14674.8BC High Yield Pan
EUR

3.7%1.4%8.03735.3JPM EM hard curr
USD

5.0%2.0%5.0n.a.6.3JPM 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 4/7/2016 . *Forecast as on 27/6/2016

Source: Credit Suisse / IDC, Bloomberg

Foreign exchange

12M3MSpot

1.051.101.1148EUR/USD

1.040.980.9711USD/CHF

1.091.081.0826EUR/CHF

102102102.50USD/JPY

107112114.27EUR/JPY

0.760.800.8386EUR/GBP

1.381.381.3294GBP/USD

0.730.730.7539AUD/USD

1.301.301.2855USD/CAD

9.109.309.3994EUR/SEK

8.709.109.2445EUR/NOK

4.504.504.4333EUR/PLN

6.906.656.6653USD/CNY

1.411.381.3445USD/SGD

124012101146.9USD/KRW

68.068.067.265USD/INR

3.303.303.2696USD/BRL

18.518.518.392USD/MXN

Spot rates are closing prices as of 4/7/2016

Source: Bloomberg, Credit Suisse

Real GDP growth and inflation

InflationGDP
Growth

201720162015201720162015in %

0.0-0.5-1.11.51.00.9CH

1.20.10.01.31.51.6EMU

2.01.30.12.01.82.4USA

2.00.70.00.21.52.3UK

2.01.31.52.82.92.5Aus-
tralia

0.70.20.80.90.60.5Japan

1.82.01.46.06.56.9China

Forecast date: 28/6/2016.

Source: Credit Suisse

(05/07/2016)
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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

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
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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

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
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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

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
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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

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://research.credit-suisse.com/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. Performance
can be affected by commissions, fees or other charges as well as exchange
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 infor-
mation and illustrative purposes and is intended for your use only. It is not a solicita-
tion, offer or recommendation to buy or sell any security or other financial instrument.
Any information including facts, opinions or quotations, may be condensed or summa-
rized and is expressed as of the date of writing. The information contained in this re-
port has been provided as a general market commentary only and does not constitute
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
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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-
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). Gibraltar: This report is distributed by Credit Suisse (Gibraltar) Limited.
Credit Suisse (Gibraltar) Limited is an independent legal entity wholly owned by Cred-
it Suisse and is regulated by the Gibraltar Financial Services Commission. Guernsey:
This report is distributed by Credit Suisse (Channel Islands) Limited, an independent
legal entity registered in Guernsey under 15197, with its registered address at Helve-
tia 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 Se-
curities 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 registered address at 9th Floor, Ceejay House, Dr.A.B.
Road, Worli, Mumbai - 18, India, T- +91-22 6777 3777. Italy: This report is dis-
tributed in Italy by Credit Suisse (Italy) S.p.A., a bank incorporated and registered un-
der Italian law subject to the supervision and control of Banca d’Italia and CONSOB,
and also distributed by Credit Suisse 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 conduct 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 insti-
tution 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 complete-
ness of such information. The liability for the content of this report lies with the is-
suer, 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 in-
vestment for any particular investor or type of investor. Investments in financial mar-
kets may involve a high degree of complexity and risk and may not be suitable to all
investors. The suitability assessment performed by CSLF with respect to this invest-
ment will be undertaken based on information that the investor would have provided
to CSLF and in accordance with Credit Suisse internal policies and processes. It is
understood that the English language will be used in all communication and documen-
tation provided by CS and/or CSLF. By accepting to invest in the product, the in-
vestor confirms that he has no objection to the use of the English language. Luxem-
bourg: This report is distributed by Credit Suisse (Luxembourg) S.A., a Luxembourg
bank, authorized and regulated by the Commission de Surveillance du Secteur Fi-
nancier (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 Cen-
tre Regulatory Authority (QFCRA) under QFC No. 00005. All related financial prod-
ucts or services will only be available to Business Customers or Market Counterpar-
ties (as defined by the Qatar Financial Centre Regulatory 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 million, and who have sufficient fi-
nancial knowledge, experience and understanding to participate in such products
and/or services. Spain: This report is distributed in Spain by Credit Suisse AG, Su-
cursal en España, authorized under number 1460 in the Register by the Banco de Es-
paña. 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 Prudential Regulation Authority. The protec-
tions made available by the Financial Conduct Authority and/or the Prudential Regula-
tion 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 capable 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 Au-
thority 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 com-
pensation made available to “eligible claimants” under the UK’s Financial Services
Compensation Scheme will also not be available to you. Tax treatment depends on
the individual circumstances of each client and may be subject to changes in future.

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 SECURI-
TIES 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 © 2016 Credit Suisse Group AG and/or its af-
filiates. All rights reserved.
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