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Editorial

Dear Reader
Apart from minor cyclical fluctuations, interest rates in Switzerland have fallen continuously over
the last 30 years, and after 2015 even went into the negative territory that had previously
seemed barely conceivable. However, a countermovement has now set in for some months:
While short-term interest rates in Switzerland still remain strongly negative, rates at the long end
have edged just back into positive territory. Is this the long-awaited interest rate turnaround?
In our view the answer is “yes and no”. The acceleration of the economy, slight pickup in inflation
and initial moves by the central banks toward a cautious normalization of their monetary policy on
the one hand point toward a further rise in interest rates. However, this is set to be limited as a
sharper upturn in both inflation and real interest rates seems unlikely. Two key factors are restricting the inflation risk: First of all there remain significant surplus capacities across the world
that will limit cyclical price increases for the time being. Secondly – and this is probably more important with a view to the longer-term inflation trend – there are no signs that the central banks
intend to deviate from their mandate of price stabilization. This is curbing the inflation expectations of employees and companies, while price and wage increases are only proving subdued.
There would only be a risk of a sharper rise in inflation if the central banks were to be forced to
depart from their mandate. The increase in real interest components should likewise remain limited. The demographics speak against higher potential growth and therefore for continued low
real interest rates. Moreover, from a global perspective there is an ongoing trend toward savings
surpluses: Uncertainties regarding the financial strength of government social welfare systems
and private pension systems are increasing the savings pressure on households, while the demand from companies for investment resources remains limited.
Although altogether we can only expect a moderate interest rate rise, the effects of a countermovement – particularly after a more prolonged phase of extremely low interest rates – need to
be examined more carefully. This is what our economists attempt to do on the following pages.
The most important conclusions can be summarized as follows: Firstly, a moderate rise in interest
rates is hardly likely to influence the key demand components comprising private consumption,
corporate investments and thus the overall economy. Secondly, although both private and institutional investors will have to expect temporary setbacks to their fixed income investments, a balanced portfolio should hold out well. Thirdly, an interest rate rise should generally boost the earnings of both banks and other financial institutions. The core risk lies with the real estate market
as higher interest rates put pressure on property values and simultaneously drive up the financing
costs. Leverage effects can arise where the period of low interest rates has tempted borrowers
to incur excessive debt. However, in view of the precautionary measures taken by authorities
and banks since the financial crisis, the risk of negative overall economic effects remains limited.

Thomas Gottstein
CEO Swiss Universal Bank

Oliver Adler
CIO Office Switzerland
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Swiss Economics

Swiss Economy

From growth weakness to a
mini-boom
The Swiss economy is set to grow by 2.2% in 2018, which is significantly stronger than
in the previous year. The key growth drivers are demand from abroad and investments
in equipment.
Economy starts 2018 with
great momentum

Swiss economic output increased by 0.6% on the previous quarter in the fourth quarter of 2017
and therefore only grew marginally slower than in the third quarter of 2017 (+0.7%). The last
time such a high growth rate was recorded was back in 2014 immediately before the abandonment of the minimum EUR/CHF exchange rate. However, because growth at the start of the
previous year was very weak, gross domestic product (GDP) in 2017 was on average only 1%
up on its prior-year level. We expect the growth rate in 2018 to be steadier and similarly high to
in the second half of 2017.

The positive performance
in the purchasing countries...

The most important growth driver of the Swiss economy at present is the extremely dynamic
global economy. For the Eurozone – the key sales market of Swiss export products – the past
year was the best one in a decade. The Eurozone is set to uphold its growth rate in 2018 as the
falling unemployment is supporting the sustainability of the upturn. Full employment is to all
intents and purposes prevailing in the US, and the tax cuts and spending increases of the US
government will in the short term tend to stimulate demand excessively. Growth in the emerging
markets remains robust, although still lacking momentum by their standards. China’s growth, for
instance, has leveled out at just over 6%. Our Export Barometer measuring the economic performance in the purchasing countries of the Swiss export industry is therefore close to its previous peak (see Figure). The volume of exports should increase by around 4% in 2018.

...and the depreciation
of the CHF are providing
tailwind

At the same time, the depreciation of the CHF – especially in comparison with the EUR – is
taking the pressure off companies in terms of margins and profits. The net operating surplus, an
approximation of the profits of all companies in Switzerland, has more than compensated the
loss following the franc appreciation of 2015 (see Figure) and even the total profits of 2010 are
set to be exceeded again in 2018. Profits serve as a catalyst for investments in equipment as
cash flow is an important source of funding for the latter. In view of the positive economic outlook, the capacity utilization that is now above average again and the improved profit situation,
we anticipate above-average growth of investments in equipment for this year (+4.0%).

Export Barometer close to record peak

Profits have compensated loss due to appreciation

Share of selected regions in the Credit Suisse Export Barometer
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Swiss indicators
pointing upwards

The accelerating and comparatively broad-based growth in Switzerland is supported by numerous indicators, as shown by the “heatmap” in the illustration below. Growth of private consumption is also set to accelerate further, although at 1.4% it is likely to remain below the average of
the past ten years (+1.7%). The reason for this is that real wage growth (+0.2%) is too low and
employment growth (+1%, see Figure) still too weak for above-average growth momentum.
Furthermore, immigration – the most important growth driver of private consumption in the past
ten years – has declined markedly. We expect it to stabilize at the lower level of 50,000 immigrants in net terms in 2018 (see page 7).

Builders set to respond
to overproduction

Meanwhile, the growth of construction investments should already slow down somewhat in 2018
(+1.4% compared with +1.9% in the previous year). Although the backlog of orders remains
high in all segments of the construction industry, the increasing vacancies due to years of overproduction of new rental apartments and to some extent also of commercial properties are likely
gradually to cause builders to take their foot off the accelerator.
Olympics and Football World Cup set to distort GDP upwards in 2018
The large difference in GDP growth between 2017 and 2018 is also attributable to a special
statistical effect. Since the revision of the GDP statistics last year, royalty income from international sporting events such as Football World Cups or Olympic Games has been attributed
to the country in which the corresponding associations have their head office, which in the
case of the Fédération Internationale de Football Association (FIFA), the Union of European
Football Associations (UEFA) and the International Olympic Committee (IOC) is Switzerland.
While no such sports galas took place last year, this year there will be several. According to
the State Secretariat for Economic Affairs, the difference can account for a good 0.3 percentage points of growth.
Following immigration, the construction industry as a second important growth driver of the
Swiss economy is therefore also set to lose strength in 2019. Because the growth momentum
from abroad should at the same time also be lower again than this year, Swiss GDP growth in
2019 is likely to slow down (current forecast: +1.7%). The positive effects of the increasingly
dynamic recovery of the labor market will not be able to prevent this loss of momentum. There at
least remains no prospect of significantly higher inflation in Switzerland: We expect average
inflation of 0.5% in 2018 and 0.7% in 2019 (see page 7).

Immigration and
property cycle
losing strength

claude.maurer@credit-suisse.com

All indicators in the (dark) green zone

Employment growth picking up slowly

Heatmap; green = above average, red = below average

Employment, YoY growth in %; employment prospects indexed

Q1

2015
Q2 Q3

Q4

Q1

2016
Q2 Q3

Q4

Q1

2017
Q2 Q3

Q4

4%

1.08

Employment
Employment prospects (r.h.s.)

Consumer sentiment

3%

Retail sales

2%

1.04

1%

1.02

0%

1.00

-1%

0.98

Hotel stays*
Capacity utilization
Business situation

1.06

PMI

-2%
2004

Source: Datastream, GfK, Credit Suisse; *by Swiss guests

2006

2008

2010

2012

2014

2016

0.96
2018

Source: Swiss Federal Statistical Office, Credit Suisse

Swiss Issues Macro I March 2018

6

Swiss Economics

Swiss Economy l Monitor
Labor market

Unemployment falls below 3%
Unemployment rate in %, seasonally adjusted

The improvement on the labor market remains underway. For
the first time since 2012, the unemployment rate has fallen
back below 3% and therefore also below its long-term average. According to consumer surveys of the State Secretariat
for Economic Affairs (SECO), the majority of consumers also
expect greater job security for the next 12 months. Thanks to
the expected significant acceleration of economic growth, the
situation on the labor market should continue to improve as the
year progresses and unemployment should level out at 2.9%.
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Immigration

Stabilization in the current year

2018

Net migration of usual resident population (Swiss and foreigners, excluding register
corrections); 2017: extrapolation; 2018: forecast

Net migration to Switzerland declined in 2017 for the fourth
time in succession. Taking into account the migration of Swiss
citizens, net migration will have reached around 52,000 persons. This development is primarily attributable to the improvement of the labor market situation in the European countries of origin, while Swiss companies simultaneously held back
with recruitments following the franc appreciation. However,
we expect a stabilization in the current year at around 50,000
persons. The effects of a continued recovery in Europe and an
acceleration of the Swiss economy are set to balance each
other out.

sara.carnazzi@credit-suisse.com
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Inflation should remain moderate
In %, YoY

Inflationary pressure should remain subdued in both 2018 and
2019. For example, the prices in the healthcare sector that are
strongly influenced by politics will fall again. The prices of
household goods and communication should see a similar
trend. Rents are exerting a slightly inflationary impact, although
the expansion of the supply of rental accommodation should
contain the increase. We are generally also expecting a rise in
the prices of services such as in the education and catering
sectors. We confirm our inflation forecast for 2018 of 0.5%;
we furthermore expect an inflation rate of 0.7% for 2019.
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Focus: Interest rates

How an interest rate turnaround
would affect the Swiss economy
In relation to economic output, the Swiss economy is similarly heavily in debt as Italy,
the US and China. Although the interest elasticity is generally low, the interest rate risk
ought not to be treated lightly.
Further rise in interest rates
seems very likely

With the global economy picking up, interest rates have recently also been set in motion in Switzerland (see Figure). Although the Swiss National Bank (SNB) is expected to leave the target
range for the three-month CHF LIBOR unchanged within negative territory until 2019, more
long-term interest rates have risen markedly. Should the global upturn persist, inflation pick up
and the SNB start to move, it is extremely likely that this increase will continue. What would be
the consequences of significantly higher interest rates for the Swiss economy?

Interest is relevant for highly
indebted Switzerland

The first and somewhat simplified answer is that higher interest rates are bad news for borrowers and good news for creditors. Contrary to popular thinking, at almost 250% the debt level in
Switzerland in relation to economic output (gross domestic product, GDP) is similarly high to that
of Italy, the US and China (see Figure). However, the distribution of debt differs significantly
from that abroad. While public debt in Switzerland is lower than almost anywhere else in the
world and companies (excluding banks) are also in relatively little debt, the indebtedness of private households lies at record levels.

Swiss households with record debt levels ...

The debts of Swiss private households primarily consist of mortgage debts, with 95% of all
loans covered by real estate. The mortgage debts amounting to over CHF 730 billion (largely
held with Swiss banks) currently pertain to real estate with an estimated countervalue of more
than CHF 1,900 billion. The effects of a change in interest rates would therefore be of major
relevance both for the real estate market and for the domestic banking sector. We have therefore conducted a detailed analysis of both these areas (see page 12 and page 15).

... but currently comparatively low debt servicing

Despite the high private debt, the share of income households are having to use for interest
payments is currently lower than it has ever been (see Figure). The reason for this is that mortgage interest rates are at record lows despite the recent increase. The average mortgage interest rate currently lies at around 1.6%. By comparison, if mortgage interest rates were as high
today as in 2007 (3.3%), owner households would have to spend twice as much money as
today to service the debt. If the interest rate level were even as high as during the peak times of
the 1990s (7.8%), debt servicing would account for five times as much. Specifically we would

Interest rates appear recently to have bottomed out

Swiss debt level similar to Italy and China
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be talking about CHF 12 billion (2007) or CHF 44 billion (1990s) more per year than at present.
Even just a return to the interest rates of 2007 could therefore significantly burden household
budgets.
Interest rate changes
barely affect private consumption

Despite the relevance of interest rates for the budgets of homeowner households, our empirical
analysis shows that private consumption altogether barely responds to interest rate changes – in
technical terms, its “interest elasticity” is very low (see Figure). It is assumed here that other
influencing factors such as the economic situation, inflation and the exchange rate do not offset
the interest effect.

Debt servicing for
mortgages statistically
recorded as consumption

One of the reasons for the low interest elasticity is of a statistical nature: Mortgage interest
payments are included in the calculation of GDP as consumer expenditure for housing. Higher
debt servicing therefore increases private consumption and in doing so offsets (although probably only partially) the budget-induced consumption restraint among other consumer goods such
as holidays and retail expenditure. Furthermore, because fix mortgages (fixed interest rate over a
given term) account for around 80% of the volume of mortgages, homeowners only feel the
effects of interest rate changes with a delay. However, the interest elasticity of mortgage lending
to households is slightly negative. The demand for mortgages therefore decreases as interest
rates rise (see Figure). The majority of households in Switzerland – namely tenants with a share
of 62% – also only feel the effects of interest rate changes after a delay and with less intensity
as the base mortgage rate, which is just one of several factors determining the amounts of
rents, responds sluggishly due to the many fix mortgages.

The higher interest rates
are, the more is invested

The fact that the influence of interest rates on overall consumption is very limited is also confirmed by economic theory, according to which consumption is primarily dependent on employment and wages, i.e. on employment income. At a secondary level households aim to keep their
consumption as constant as possible over time. It is therefore savings ratios rather than consumer spending that tend to fluctuate more as incomes go up and down. Our empirical analysis
shows that the savings behavior of households is very much affected by interest rates: The higher interest rates are, the less non-interest-bearing liquidity is held and the lower the amounts
held in current accounts paying lower interest rates (i.e. the interest elasticities are negative).
Assets are instead invested in savings accounts, equities and bonds (i.e. the interest elasticities
here are positive). It is just the negative interest elasticity of funds that raises questions as these
investment vehicles ought really also to become more attractive as interest rates rise.

Achievement of a savings
target is easier with higher
interest rates

However, in the current negative interest environment there are increasing signs that despite the
lower interest income households are saving more rather than less as this is the only way for
them to achieve a given savings target. Paradoxically, the savings ratio could therefore actually
fall somewhat in the event of a sharp rise in interest rates and the consumption ratio correspondingly increase. The low interest environment poses a considerable challenge also for institutional

Record level debt servicing of households

Interest elasticity of various indicators

Mortgage debt servicing in relation to gross domestic product

Heatmap: green = positive interest elasticity, red = negative interest elasticity,
gray = no interest elasticity
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savers. In order to assess whether they too would adjust their investment behavior in the event
of a rise in interest rates, we have carried out an analysis in our article on page 19 of how their
assets would respond to an increase in interest rates.
“Animal spirits” and not
interest rates drive corporate investments …

According to our analysis, investment decisions by companies are also barely affected by changes in the interest environment. This finding comes as little surprise as according to the popular
school of thought the investment propensity of companies primarily depends on their expectations concerning the return on investment and the future business situation as well as on the
“animal spirits”, i.e. corporate optimism. By contrast, only secondary importance is often attached to the financing conditions (including the interest rate level) for investment decisions. This
finding is confirmed by the results of our SME study in 2015. Only just under a third of the small
and medium-sized enterprises (SMEs) canvassed reported that the markedly lower interest rates
between 2009 and 2014 had exerted a positive or very positive impact on the volume of their
investments; for over 60% the low interest environment had no influence. Conversely, an increase in interest rates would probably also only result in a small influence – not least because
according to our SME survey financing with equity and/or self-generated cash flows rather than
with loan capital plays a leading role.

… but construction investments are clearly sensitive
to interest rates

The survey results also showed that companies reporting a positive impact of the low interest
rates on their investments allocated a larger share of their investment resources to real estate.
The effects of a sharp rise in interest rates are also likely to be most strongly felt here: In our
“heatmap” in the illustration on the previous page, construction investments are the demand
category with the most marked negative interest elasticity. As mortgage loans to companies
have risen sharply in recent years, with the share of mortgage receivables in the total volume of
corporate loans of around CHF 320 billion increasing to 70% since the financial crisis (see Figure), a rise in interest rates could exert an additional negative impact on construction activity.

Government reducing debts
and benefiting from negative interest rates

Meanwhile, at least in the shorter term the Swiss government would barely be affected by a rise
in interest rates as public sector debt in Switzerland is comparatively low. Around half of the
government debt of around one third of GDP lies with the Federal Government, while the remainder is divided in approximately equal halves between the cantons and the municipalities. The
extremely low interest rates are enabling the Federal Government to make estimated annual
savings of over CHF 200 million and debt servicing has additionally declined thanks to the reduction of the debt level (see Figure).
The immediate effect of a marked rise in interest rates would be minimal as over 80% of the
currently outstanding Swiss Federal Bonds were issued with terms of ten years and more. The
threat to the stability of the federal budget therefore clearly comes less from the interest environment and more from the performance of the economy and the stability of the social insurance
schemes, the deficits of which are already foreseeable. Retirement provision thus poses a greater threat to the federal finances than a rise in interest rates.

Companies with more mortgage loans

Government paying less for debt servicing

Loans to companies, in CHF bn.

Government debt servicing in relation to gross domestic product
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Retirement provision and
free-handedness give more
cause for concern for government finances than interest rates

The cantons also benefit as borrowers from low interest rates, although some of them such as
Zurich, Zug and Vaud at times also hold large quantities of liquid assets that would yield greater
earnings in an environment of higher interest rates, which somewhat reduces the benefit of low
interest rates. However, the debt servicing of the cantons – and likewise that of the municipalities – has also decreased, although less strongly than that of the Federal Government owing to
the rising trend in the debt level. Trouble for government finances therefore lurks more in the
free-handedness of politicians than on the interest side.

Interest rate risk is probably
underrated

Although the interest elasticities of both overall consumption and corporate investments are low
and the low indebtedness of the public sector also points toward low interest risks, the interest
rate risk ought not to be treated lightly. First of all, our model – as with most economic players –
has no experience of really high interest rates as there have no longer been any high interest
rates in the last 20 years so that the effects of a rise in interest rates are likely to be underrated.
Secondly, the indebtedness of private households is at record levels and concentrated on a
relatively illiquid asset, namely real estate. And thirdly, the corporate sector is also heavily invested with borrowed funds in the real estate market, thereby further increasing the ‘cluster risk’ of
this generally interest-rate sensitive market.
claude.maurer@credit-suisse.com
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Real Estate

Rising interest rates as a burden
A future rise in interest rates would have significant effects on the Swiss real estate
market, with the strength and timing of the impact differing from segment to segment.
Low interest rates as the
demand driver of owneroccupied housing

The low mortgage interest rates have been the key driver of the high demand for owneroccupied housing in recent years. Thanks to the fall in mortgage interest rates, the mortgage
interest burden of homeowners has fallen to 39% of the level of the year 2000. Owing to the
extremely low mortgage interest costs, many households have decided to fulfill their desire to live
in their own four walls. The demand resulting from this has simultaneously triggered a marked
growth in prices amounting to 76% since 2000.

Demand for home ownership falls as interest rates
rise

Each future rise in mortgage interest rates will also increase the financing costs of home ownership. The chart below illustrates the effect for a property worth CHF 700,000 with a loan to
value ratio of 80%. At the current mortgage interest rate of 1.5%, the annual mortgage interest
costs amount to CHF 8,400. If the mortgage interest rate were to go up to 2.5%, the annual
costs of a mortgage would already come to CHF 14,000. Rising interest rates would therefore
quickly push up the financing costs of home ownership again, which would make new owneroccupied property acquisitions increasingly less attractive financially. This would result in a fall in
demand. Following a very long phase of high price momentum, this could become the trigger of
falling property prices. The extent and speed of the rise in interest rates would determine the
sharpness of the price correction. However, because the share of speculative purchases is not
excessive and there is no oversupply of owner-occupied housing in general, we consider price
slumps of the sort seen some years ago in countries such as the US, Spain and Ireland to be
ruled out.

Fix mortgages defer increase in interest burden

From a risk perspective, interest rate increases should not pose any threat to homeowners in an
initial phase. The current financing requirements of banks call for owner-occupied housing also
to be affordable in terms of a long-term imputed interest rate normally expected to lie at 5%. On
top of this, the mortgage has to be repaid to 66% within 15 years so that the financial scope for
homeowners gradually increases. Furthermore, because unlike previously most private households today take out fix mortgages, higher interest rates are for many existing homeowners only
likely to be reflected in higher financing costs in the medium term.

Affordability of owner-occupied housing by interest rate
level

High share of fix mortgages

Mortgage interest costs depending on the interest rate for a property worth CHF
700,000 with a loan to value ratio of 80%.
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Higher mortgage interest
burden would reduce
households’ purchasing
power and consumption

However, from an economic perspective the effect of higher mortgage interest rates for homeowners should not be underrated. If mortgage interest rates were to increase from their current
level by one percentage point, the annual mortgage interest burden of all homeowners would rise
by CHF 7.3 billion (although due to the high share of fix mortgages only after a considerably
delay) – money that would then no longer be available for other forms of spending.

Rising interest rates would
only push up apartment
rents with a significant delay

Changes to mortgage interest rates not only affect homeowners but also tenants. Owing to the
coupling with the base mortgage rate, many tenants with existing rental contracts have benefited
from falling rents in recent years. If interest rates rise again in the future, the base mortgage
rate will one day also go up again. As the base mortgage rate is geared toward the average
value of all outstanding mortgages, a renewed increase would only set in slowly and with considerable delay. This could make life difficult for landlords as the interest costs would rise more
quickly than the permitted passing on of the costs to rental income.

Rising interest rates would
reduce the value of investment properties

By contrast, a rise in interest rates would have an immediate impact on the value of investment
properties. This is explained by the valuation that is normally calculated using the discounted
cash flow method (DCF method). The capitalization rate is the decisive component in the DCF
method. The low interest environment of the past few years has caused the capitalization rate to
fall continuously. However, due to its long-term horizon, the decline has only taken place slowly.
The average capitalization rate at the end of 2017 came to 3.7%. Nevertheless, its decline has
been the core factor behind the value increases of investment properties. Future rises in interest
rates will inevitably lead to an increase of the capitalization rate. This will eliminate interestrelated appreciation gains in the future and there will be a threat of value adjustments. If and
how sharply the prices of investment properties are corrected in the future will depend on the
one hand on the future path of interest rate increases while on the other hand the performance
of the economy will also play a role. If interest rate increases are accompanied by a booming
economic environment, rental income will also grow, which will in turn exert a positive impact on
the values of properties.

Construction activity set to
slacken as interest rates
rise

Owing to the high yield spread between real estate investments and Swiss Federal Bonds, investments in direct and indirect real estate investments have been extremely attractive in recent
years. As a result, both institutional and private investors have invested strongly in real estate. As
interest rates rise, the weight should gradually shift back toward other asset classes. This will
lead not only to a fall in the demand for existing properties but also to a decline in new construction activity. The latter is to be welcomed in particular due to the fact that demand has been
unable to keep pace with the high housing production so that an oversupply of rental apartments
has developed. A rise in interest rates would eliminate the cause of the oversupply and lay the
foundations for a reduction of the imbalance, although at the price of lower construction investments. This would remove an important driver of economic growth.
thomas.rieder@credit-suisse.com

Development of capitalization rates

Real estate investments – Swiss Federal Bonds yield
spread

Left-hand scale: interest rates and discount rate in %; right-hand scale: spread
between discount rate and swap in basis points

Interest rates in %, yield spread in basis points

8%

Discount rate-Swap-spread in bp (r.h.s)
10-year Swap CHF
Wüest Partner discount rates (∅)
3M Libor CHF

7%
6%

800
700
600

5%

500

4%

400

3%

300

2%

200

1%

100

0%

0

-1%
2004

-100
2006

2008

2010

2012

2014

Source: annual reports of real estate funds, Datastream, Credit Suisse

2016

Yield spread real estate funds
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Real Estate I Monitor
Rental apartments

Construction activity shifting from urban centers to urban
areas
Building permits in number of residential units, 12-month totals, total (rhs) and by type of
municipality

The number of building permits for rental apartments increased
by around 1,500 units on the previous year in 2017. However,
the development of planning applications does not point toward
an imminent end to the construction boom driven by the low
interest rates. The limited absorption potential and vacancy
rises are limiting project activities in rural areas, while rental
apartment construction in the major centers is being impeded
by the lack of suitable properties and rigid construction laws.
This is leading to a shift to the urban area municipalities in
which the number of approved residential units has increased
by around 35% since 2015.
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Price growth of residential property

Residential property prices up again

2014

2016

Annual growth rates by segment

The regime change to falling residential property prices following 14 years of increasing prices was just a brief intermezzo.
Price growth on the owner-occupied housing market is now
significantly up again. The robust economic upturn is generating new demand on the owner-occupied housing market, especially since mortgage interest costs are still very low despite
a slight upward trend. However, we do not expect a return to
an overheated owner-occupied housing market as the momentum is being too strongly neutralized by the high price level and
regulatory braking mechanisms.

10%

Single-family dwellings

Condominiums

8%
6%
4%
2%
0%
-2%
-4%
-6%
2011

thomas.rieder@credit-suisse.com

Office property market

2012

2013

2014

2015

2016

2017

Source: Wüest Partner

Hesitant decline in advertised office space
Advertised office space*: quarterly totals (existing and new constructions) in m²

The volume of office space advertised online remains above
the threshold of two million square meters and has therefore
only sustained a marginal decline over the past year (–2.4%).
While on the outskirts of the major office property markets the
consequences of the excessive planning activity are manifesting themselves more and more clearly in the form of a growth
in advertised office space, a slight easing of the supply situation can be observed outside the office markets of the major
centers. We expect a further decline in advertised office space
in the short term as demand is set to pick up again and the
currently increased planning activity is only being implemented
after a delay.
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Monetary policy

Retail banks' margins depressed
The low interest rate environment has depressed domestic banks' margins on interest
operations, and in particular on their deposit business. The situation is likely to remain
challenging as long as the Swiss National Bank (SNB) keeps its policy rate negative.
Domestically oriented banks
earn 70% of their income
from interest operations

Domestically oriented banks – a group that includes cantonal banks, regional and saving banks
as well as the Raiffeisen Group – are heavily dependent on revenues from interest operations,
i.e. clients' deposits and lending activities. The latter account for around 70% of their income.
Since 2008, the margin on interest operations has continuously narrowed, and domestically
oriented banks have only been able to maintain revenues from interest operations due to the
solid expansion of mortgages.

The negative policy rate has
been particularly
challenging for the liability
margin

The main driver of the margin erosion has been the liability margin, i.e. the margin on banks'
deposit business. Between 2004 and 2008, banks only partially passed on higher interest rates
to customers (e.g. on saving accounts), which expanded their liability margin. However, when
the SNB slashed its policy rate from 2.75% to almost 0% in late 2008 and then lowered it further into negative territory in 2015, banks had limited leeway to lower the interest rate on saving
accounts and were cautious in passing on the negative rate to clients. As a result, their liability
margin dropped. By contrast, the development of the asset margin, i.e. the margin on banks'
lending business, was affected much less adversely. While banks reduced their asset margin in
2008 after interbank rates dropped, the decline was far less pronounced than the reduction of
the liability margin. Moreover, the introduction of the negative policy rate in January 2015 actually led to a widening of the asset margin although the most recent data points to a renewed narrowing.

Higher rates and a steeper
yield curve should have only
a moderately positive impact on margins

In the short-term, the outlook for domestic banks with regard to their interest income remains
challenging. As long as the SNB keeps its policy rate in negative territory – a situation we expect
to continue for around another two years – there is little scope for the liability margin to widen.
Moreover, there are few reasons to believe that the recent narrowing of the asset margin will
revert in the short-term. In the longer term, higher interest rates and a larger spread between
short-term and long-term interest rates, i.e. a steeper yield curve, should help to restore the
margin on interest operations. However, our estimates suggest that both a higher interest rate
level and a steeper yield curve would only improve the margin moderately. Moreover, as the real
estate cycle is likely to have peaked, credit growth is set to be considerably slower than it has
been in the recent past so that the expansion of credit volumes is unlikely to offset the margin
pressure.
maxime.botteron@credit-suisse.com

Banks' margins on interest operations have declined

Liability margin has dropped the most

Domestic banks' net interest income as % of total assets

Estimates of gross liability and asset margins, in percentage points
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Monetary policy I Monitor
Mortgage loans

Growth of mortgages to corporates has accelerated
Growth of mortgages, in % YoY

Total domestic mortgage loans reached CHF 974 bn (147%
of GDP) at the end of December 2017. Households owe
approximately 75% of these loans. After rising strongly between 2010 and 2012, the growth of mortgages to households has since slowed down continuously, not least due to
tighter regulatory constraints. Nevertheless, the growth rate
remains higher than nominal GDP growth and is thus likely to
remain on the "radar screen" of the SNB. Moreover, the
growth of mortgages to corporates has re-accelerated, with
mortgage demand particularly strong in the services sector.

8.0

Corporates

Households

7.0
6.0
5.0
4.0
3.0
2.0
1.0
0
2008

2009

2010

2011

2012

2013

2014

2015

2016

maxime.botteron@credit-suisse.com

Source: Datastream, Swiss National Bank, Credit Suisse

Leverage of non-financial corporations

Cash positions of corporates at a high level

2017

Non-financial corporations’ deposits and loans, as % of GDP

Total loans to non-financial corporations continue to rise (mainly mortgages), leading to a gradual increase in the debt-toGDP ratio. Bank credits to non-financial corporates climbed to
42.8% of GDP in December 2017. Similarly, deposits of nonfinancial corporations with domestic banks reached 31.7% of
GDP, a comparatively high level. The large cash positions of
corporates are somewhat surprising to us in a context of negative interest rates. They may also explain why the demand for
investment loans (excluding mortgages) remains subdued,
despite higher investment spending.
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CHF 280 bn are subject to the negative rate at the SNB
Deposits at the SNB, in CHF bn (l.h.s.) and as % of total deposits (r.h.s.)

Only banks' sight deposits at the SNB above the exemption
threshold are subject to the negative deposit rate of –0.75%.
The SNB has set this exemption threshold at 20 times the
minimum required reserves of November 2014. The SNB
rarely communicates on this topic, but according to our estimates approximately CHF 280 bn were subject to the negative
rate at the end of Q3 2017, corresponding to 50% of total
deposits at the SNB (excluding the Confederation, which is not
subject to the negative rate). As the total level of sight deposits
has remained broadly stable since then, we assume that these
estimates are still largely valid.
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Rising interest rates and pension funds

Bond portfolios initially lose
value
While a rise in interest rates initially causes value losses for bonds, depending on the
interest trend and duration of the portfolio, these are offset by reinvestment effects. In
addition, other asset classes can also be affected by the interest rate increase.
Low interest rate caused
pension funds to adjust
their investment strategies

According to the Credit Suisse Pension Fund Index, Swiss pension funds achieved a return in
2017 of around 8%, the best result since 2009. Nevertheless, this good performance cannot
conceal the fact that the long-standing decline in interest rates has made it increasingly difficult
for the pension funds to generate the income necessary for the sustainable financing of their
benefits without accepting higher risks. Over three quarters of the 2017 return is attributable to
equities, while bonds altogether only contributed 0.5 percentage points. Many funds have adjusted their investment strategy in response to the low interest environment and reduced their
bond and liquidity share in favor of investments offering higher yields but also entailing greater
risks such as equities, real estate and alternative investments. Combined with the share booms
of the last few years, the reallocations have resulted in equities replacing bonds as the most
important asset class at the pension funds recorded in the Pension Fund Index (average portfolio
share at the end of 2017: 33.8% equities, 30.7% bonds).

What impact do rising
interest rates have on the
bond portfolios of pension
funds?

What consequences would arise for a typical Swiss pension fund if interest rates were to rise
again? In order to illustrate the possible effects, two scenarios are simulated below, although we
will confine ourselves to the analysis of the effect on the CHF bond portfolio. Based on the
situation at the end of 2017 (t0) when the return amounted to –0.1%, in the baseline scenario
the return on ten-year Swiss Federal Bonds rises slightly by 0.2 percentage points over five
years and then remains at this level. In the second scenario of a “sharp rise”, the increase
amounts to 1.3 percentage points. The pension fund holds the bonds until maturity and continuously reinvests repayment amounts and coupons. A portfolio duration of 7.5 years is assumed,
which roughly corresponds to the current duration of the Swiss Bond Index (SBI) AAA – BBB.

Initial value losses offset in
the long term by reinvestment effect; the sharper the
interest rate rise, the faster
it takes place

In the event of an interest rate turnaround, the market value of the CHF bond portfolio in an
initial phase decreases as increasing interest rates cause existing bonds to lose attractiveness
compared with new bonds paying higher rates. The sharper the interest rate rise, the greater the
initial value losses (see Figure). However, in the long term this negative market value effect is
compensated by a positive reinvestment effect. This results from the fact that the investor is now

Value losses on bonds initially in case of interest rate
rises

The shorter the duration, the smaller the value losses

Value of CHF bond portfolio, index t0 = 100; x-axis: time in years

Value of CHF bond portfolio, index t0 = 100; x-axis: time in years
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able to reinvest the coupons and the bonds due for repayment at higher interest rates. The sum
of the two effects then provides the total return. How quickly the portfolio value recovers depends among other things on the speed and extent of the interest rate rise. For example, in the
baseline scenario with a moderate increase the reinvestment effect would be too weak to offset
the initial value loss within 18 years.
Duration as yardstick
for the interest rate sensitivity of the bond portfolios of
pension funds

As well as the interest trend, the duration of the bond portfolio also exerts an influence on its
performance in the event of an interest rate rise. The duration measures the average capital
commitment period of the bond investments. The shorter it is, the smaller the initial value loss
and the sooner it is possible to reinvest in bonds paying higher interest so that the reinvestment
effect sets in earlier. If we assume a duration of five years, which roughly corresponds to the
duration of the SBI AAA – BBB in 2009, i.e. at the beginning of the negative interest spiral, the
portfolio value in the “sharp rise” scenario recovers five years earlier than with a duration of 7.5
years (see second illustration on the previous page).

Interest rate changes also
exert an impact on the actuarial coverage ratio

In a second step we include the liabilities side of the balance sheet in the simulations and illustrate how rising interest rates can be expected to exert an impact on the actuarial coverage ratio
– i.e. the ratio between the retirement assets (investments) and the pension capital (pension
commitments) of a typical pension fund. For the purpose of simplification we assume that CHF
bonds constantly account for 24% of the investment allocation, the returns on the other investments remain unchanged over time and the pension capital grows by 2.6% each year. A (fixed)
actuarial interest rate of 2% is assumed. Like the value of the bond portfolio, the actuarial coverage ratio also initially falls when interest rates rise, although the effect remains contained in all
scenarios (see Figure).

Effects of the interest rate
rise on other asset classes
must also be taken into
account

The effect of an interest rate rise on the overall performance of the pension fund portfolios naturally depends not just on the behavior of the bond portion but also on how other asset classes
react to the interest rate rise. As mentioned at the beginning, pension funds have in recent years
undergone a marked restructuring from bonds to other, more high-risk investments. Real estate
investments in particular would be very likely to suffer from an increase in interest rates, although
here as well the impact would depend on the extent and speed of such an increase as well as
the general economic environment. Equity valuations would also be very likely – at least temporarily – to undergo a downward correction. Altogether an increase in the volatility of the overall
portfolio can be expected in an environment of rising interest rates.
emilie.gachet@credit-suisse.com

Many thanks to Julia Braun from the Strategy Consulting for Institutional Investors division at
Credit Suisse for her support in drawing up the portfolio simulations.

The coverage ratio would also initially fall with rising
interest rates …

… although the effect should remain under control

Actuarial coverage ratio in %; x-axis: time in years

Actuarial coverage ratio in %; x-axis: time in years

117%

117%

Baseline scenario – duration 7.5

116%

Baseline scenario – duration 5

116%

Sharp rise – duration 7.5

115%

115%

114%

114%

113%

113%

112%

112%

111%

111%

110%

110%

109%

109%

108%

Sharp rise – duration 5

108%
t0

t2

Source: Credit Suisse

t4

t6

t8

t10

t12

t14

t16

t18

t0

t2

t4

t6

t8

t10

t12

t14

t16

t18

Source: Credit Suisse

Swiss Issues Macro I March 2018

18

Swiss Economics

Investments

Domestic securities left behind
by sharp rise in interest rates
In a scenario of global growth leading to a marked rise in interest rates in Switzerland,
equities – above all foreign ones – would gain strongly while Swiss bonds in particular
would lose value.
Eurozone boom needed for
sharp rise in interest rates
in Switzerland

The interest rates in Switzerland are strongly influenced by the interest rate trend and economic
performance abroad. A rise in interest rates only affecting Switzerland is therefore a very unlikely
scenario. In order nevertheless to illustrate how the securities in a typical Swiss portfolio would
develop in the event of a sharp rise in interest rates, let us place ourselves in a world of strong
economic growth over the next five years causing central banks across the globe to tighten their
monetary policy. In such an environment the Swiss National Bank would gradually hike its base
rate by around two percentage points, significantly more than in our baseline scenario.

Foreign equities would be
most attractive for Swiss
investors

Despite the increased interest rates, the franc would devalue sharply in a scenario of strong
growth owing to the decreasing need for a “safe haven” (see Figure). The highest returns would
be generated by foreign and more cyclical equities, which according to our estimates would be
two percentage points higher per year in a strong growth environment than in the baseline scenario. For Swiss equities this difference would only amount to one percentage point. A tarnished
picture emerges for bond yields from such a rise in interest rates. Only Eurozone government
bonds would generate a higher return in the scenario with a marked rise in interest rates than in
the baseline scenario, as the higher coupons would more than compensate the price losses.
However, Swiss Confederation bonds would be particularly negatively affected. Swiss real estate
funds would perform similarly to equities in the scenario of rising interest rates. However, real
estate direct investments would only gain little value compared with the baseline scenario despite
the higher economic growth. Foreign equities thus appear particularly attractive in an environment of higher growth and higher interest rates, not least due to the expected depreciation of
the franc.
lukas.gehrig@credit-suisse.com

Equities would benefit most from a growth environment
Expected average annual return from 2018 to 2022 in local currency according to scenario in %
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Sectors I Monitor
Chemical and pharmaceutical industry

Dynamic chemical and stagnating pharmaceutical exports
Exports: 12-month average, index January 2015 = 100; business situation: share of
companies surveyed, balances in percentage points

The turn of the year was shaped by dynamic export performance in the chemical industry (Q4: +11% YoY) and comparatively weaker growth of pharmaceutical exports (+3%).
Altogether, the business situation of the chemical and pharmaceutical industry measured by the KOF Swiss Economic Institute has deteriorated again somewhat. However, it remains
satisfactory to good. This development is set to continue in the
further course of 2018: The more cyclical chemical industry is
likely to continue to grow relatively strongly in view of the robust global economic momentum. Conversely, the sales performance in the pharmaceutical sector should remain below
average on a long-term comparison, among other things because important patents are currently expiring.
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Engineering, electrical and metal industry (MEM)

Pharma exports index
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All MEM segments on course for growth
Exports: 12-month average, index January 2008 = 100

Thanks to the robust global economic growth and weaker
franc, the MEM industry was particularly dynamic at the turn of
the year. Its year-on-year exports altogether increased by
10.5% from November 2017 until January 2018. The metal
segment recorded the strongest export growth at 21.1%,
which partly also reflects the sharp rise in global market prices
for industrial metals in 2017. The upturn has now also reached
the domestically oriented part of the sector: Since autumn
2017, a majority of metal companies have been assessing
their business situation as satisfactory to good. The expectations of companies for the coming quarters are largely positive
in all MEM segments.
emilie.gachet@credit-suisse.com
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Watch industry returned to growth path in 2017
Exports (monthly figures) in CHF mn., YoY change, in % (trend)

The recovery of watch exports continued in the past few
months (Nov. 2017 to Jan. 2018: +6.4% YoY) and the upward trend even accelerated compared with the preceding
months. Momentum came especially from the Asian main sales
markets (China, Hong Kong, Japan), while exports to the US
once again fell. A further drawback is that the growth is largely
price-driven, with a smaller number of watches exported than
in the previous year, particularly in the lower price segment.
However, the outlook for the coming quarters is altogether
positive. According to surveys, orders have risen in the last few
months, which should lead to an increase in production.
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Retail trade

Retail sales should pick up slightly in 2018
Nominal retail sales, YoY change in %

The Swiss retail trade was last year one of the last sectors to
overcome the franc shock of 2015. As well as the appreciation
of the euro, the noticeably improved sentiment among consumers has contributed to bringing the decline in retail sales to
a halt. We expect the improved currency conditions and the
positive consumer sentiment to persist and to enable the sector to achieve a slight increase in sales in 2018 (forecast:
+0.3% YoY). However, the Swiss non-food segment is set in
the current year to lose further market shares to the dynamically growing online providers abroad.
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Thank goodness for the euro and snow
Hotel sector: YoY sales and business situation, share of companies surveyed,
balances in percentage points

The upturn in Swiss tourism is continuing. Although the prices
of accommodation have so far not risen significantly, the higher
guest frequency from Switzerland and abroad is being positively reflected in the sales figures of many hotels. Particularly in
the Alps, where winter tourism remains the main income
source, the stronger euro and ideal snow conditions are generating good sentiment. However, the accommodation establishments and mountain railways will need another two to three
strong winter seasons to achieve a sustained recovery of winter sports resorts.
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Information technology (IT)

IT companies very confident at the start of the year
Sentiment index: > 100 = improvement, < 100 = deterioration on previous quarter

The course of business in the IT sector has improved further in
the last few months. The Swico ICT Index that summarizes the
current quarter expectations of Swiss IT companies regarding
the development of sales, order intake and margins reached its
highest level since 2011 in the first quarter of 2018. The prevailing trend toward digitalization should also generate solid
demand for IT services in 2018. The improved Swiss economic
situation is likewise boosting the IT sector: In view of the recovery in important customer segments (e.g. industry), customers should this year have higher budgets available for investments in their IT infrastructure.
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Credit Suisse Leading Indicators
Purchasing Managers' Index (PMI)

Industrial Activity
PMI index > 50 = growth

Purchasing managers stand at the beginning of the production
process. The PMI uses this forward-looking feature to forecast
the level of economic activity. The index is based on a monthly
survey conducted by procure.ch, the industry body for purchasing and supply management. Purchasing managers respond to
eight questions on output, backlog of orders, purchasing volumes, purchase price, delivery times, stocks of purchases,
stocks of finished goods, and employment. They indicate
whether activity levels are higher, the same, or lower than in
the preceding month. The percentage share of responses
stating "higher" and "no change" are used to calculate the subindices, though only half of the "no change" share of responses is included. The PMI lies between 0 and 100, with a figure
of more than 50 indicating an expansion of activity compared
with the previous month.
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Credit Suisse Export Barometer

Exports
In standard deviation, values > 0 = growth

The Credit Suisse Export Barometer takes as its basis the
dependence of Swiss exports on foreign export markets. In
constructing the export barometer, we have drawn together
important leading industry indicators in Switzerland's 28 most
important export markets. The values of these leading indicators are weighted on the basis of the share of exports that
goes to each country. The export barometer consolidates this
information to produce a single indicator. Since the values in
question are standardized, the export barometer is calibrated in
standard deviations. The zero line corresponds to the growth
threshold. The long-term average growth of Swiss exports of
approximately 5% is at 1.
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CS CFA Society Switzerland Index

Economic Activity
Balance of expectations, values > 0 = growth

Financial analysts have their finger on the pulse of the economy. Since 2017, we have been conducting a monthly survey of
financial analysts jointly with CFA Society Switzerland under
the heading Financial Market Test Switzerland1. Analysts are
questioned not only about their assessment of the current and
future economic situation as well as the rate of inflation but
also about financial market issues such as equity market performance and interest rate forecasts. The CS CFA Society
Switzerland Index represents the balance of expectations regarding the development of Swiss economic activity over the
coming six months.
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Swiss Construction Index

Construction Industry Climate
1st quarter 1996 = 100

The Swiss Construction Index is published once a quarter
jointly by Credit Suisse and the Swiss Contractors' Association
(SCA). It serves as a leading indicator for the state of Switzerland's construction sector by forecasting the volume of work in
the core construction business in the coming quarter. The
indicator is calculated by Credit Suisse and is based mainly on
a quarterly survey conducted by the SCA among its members.
Additional data is provided by the Swiss Federal Statistical
Office and Baublatt. The Construction Index was launched in
the first quarter of 1996.
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PMI Services

Activity in the services sector
PMI Services index > 50 = growth

Procure.ch, the professional association for purchasing and
supply management and Credit Suisse launched a PMI for the
services sector in 2014. The Services PMI is structured in
exactly the same way as its industry counterpart. Values over
50.0 points mean expansion. It is based on a survey of purchasing managers from Swiss service providers. There are six
subcomponents: type of business, new orders, order book,
purchasing prices, sales prices and number of employees.
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Macro Momentum Indicator

The Credit Suisse Macro Momentum Indicator (MMI) condenses the current performance of key Swiss economic data to a
single figure. Data from economic surveys, consumption, the
labor market, lending and the export economy are used to
calculate a standardized momentum that is then weighted with
the applicable correlation to GDP development. Values above
(below) zero point toward an acceleration (slowdown) of the
Swiss economy in the last three months compared with the
past six months.

Economic Activity
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Forecasts and Indicators
Forecasts for the Swiss Economy
2018P
Q1

2018P
Q2

2018P
Q3

2018P
Q4

2019P
Q1

2019P
Q2

2019
Q3

2019P
Q4

2018P

2019P

GDP (YoY, in %)

2.3

2.4

2.2

1.9

1.8

1.7

1.5

1.7

2.2

1.7

Consumer spending

1.0

1.3

1.5

1.6

1.4

1.4

1.4

1.4

1.4

1.4

Government expenditure

1.0

1.0

0.6

0.9

0.9

0.9

0.9

0.9

0.9

0.9

Gross capital investment

2.6

2.7

2.8

4.4

2.1

2.1

2.1

2.1

3.2

2.1

Construction investment

1.4

1.4

1.4

1.4

0.4

0.4

0.4

0.4

1.4

0.4

Investment in plant and equipment

3.0

3.5

3.6

6.0

3.0

3.0

3.0

3.0

4.0

3.0

Exports (goods and services)

4.0

4.0

4.0

4.0

3.5

3.5

3.5

3.5

4.0

3.5

Imports (goods and services)

3.5

3.5

3.5

3.5

3.5

3.0

3.0

3.0

3.5

3.0

Inflation (in %)

0.6

0.6

0.4

0.4

0.6

0.6

0.7

0.7

0.5

0.7

Unemployment (in %)

2.9

2.9

2.8

2.8

2.8

2.8

2.7

2.7

2.9

2.8

Employment growth FTEs (YoY, in %)

0.9

0.9

1.0

1.0

1.2

1.3

1.2

1.2

1.0

1.2

Net immigration (in thousands)

50

50

Nominal wage growth (YoY, in %)

0.7

1.0

Current account balance (in % of GDP)

7.1

7.4

General Government budget surplus (in % of GDP)

0.0

Public debt (in % of GDP)

41.0

Source: Federal Statistics Office, State Secretariat for Economic Affairs SECO, Credit Suisse

Forecasts for the World Economy
Forecasts
Forecasts

Structure

GDP
YoY, in %

Inflation
YoY, in %

Population
In million

Significance for Switzerland
GDP
In USD billion

Share of exports Share of imports
In %
In %

2018

2019

2018

2019

2016

2017

2017

2017

World

3.5

3.2

2.6

2.4

7,442

79,281

100

100

US

2.9

2.4

2.3

2.0

323

19,362

15.3

6.8

Euro zone

2.6

2.2

1.6

1.6

340

12,526

44.1

63.4

Germany

2.7

2.2

1.6

1.8

82

3,652

18.7

28.2

France

2.2

1.7

1.6

1.1

65

2,575

6.2

7.9

Italy

1.9

1.5

1.4

1.6

61

1,921

6.1

9.7

UK

1.8

1.6

2.5

2.1

66

2,565

5.1

3.3

Japan

1.3

1.1

0.6

1.0

127

4,884

3.3

1.9

China

6.5

6.2

2.5

2.0

1,383

11,938

5.2

7.0

Source: Datastream, International Monetary Fund, Credit Suisse

Interest Rates and Monetary Policy Data

3-month Libor (in %)
SNB target range (in %)
10-year government bond yields (in %)

Current

3-month

12-month

–0,74

–0.8 to –0.6 –0.6 to –0.4

–1.25 to

–1.25 to

–1.00 to

–0.25

–0.25

0.00

0,10

0.1–0.3

0.3–0.5

Current

Prev. mth. Prev. year

M0 money supply (CHF bn)

548.4

557.7

542.1

M1 money supply (%, YoY)

7.6

7.3

6.1

M2 money supply (%, YoY)

4.3

4.0

3.8

M3 money supply (%, YoY)

4.1

3.6

3.0

Foreign currency reserves (CHF bn)

759.7

790.1

674.5

Source: Datastream, Bloomberg, Credit Suisse
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Risk warning
Every investment involves risk, especially with regard to fluctuations in
value and return. 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 income.

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 income derived from it is not guaranteed and you
may get back none of, or less than, what was originally invested.

For a discussion of the risks of investing in the securities mentioned in this
report, 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 contents. 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
performance. The price and value of investments mentioned and any income that might accrue could fall or rise or fluctuate. Past performance is
not a guide to future performance. 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 income. 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 investments 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. Investments in emerging markets investments should be made only by sophisticated investors or
experienced professionals who have independent knowledge of the relevant
markets, are able to consider and weigh the various risks presented by
such investments, 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 allocation 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 emerging markets investment.

Alternative investments
Hedge funds are not subject to the numerous investor protection regulations that apply to regulated authorized collective investments and hedge
fund managers are largely 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, derivatives, and complex speculative
investment strategies that may increase the risk of investment 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 substantial or even result in a total loss.

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, portfolio weightings and performance may
look significantly different based on your particular 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
update. CS is under no obligation to ensure that such updates are brought
to your attention.
From time to time, Investment Strategists may reference previously published Research articles, including recommendations and rating changes
collated in the form of lists. The recommendations contained herein are
extracts and/or references to previously published recommendations by
Credit Suisse Research. For equities, this relates to the respective Company Note or Company Summary of the issuer. Recommendations for
bonds can be found within the respective Research Alert (bonds) publication or Institutional Research Flash/Alert – Credit Update Switzerland.
These items are available on request or from https://investment.creditsuisse.com
Disclosures
are
available
from
www.creditsuisse.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 requirement 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 following 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 solicitation, offer or recommendation to buy or sell any
security or other financial instrument. 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 constitute
any form of regulated financial advice, legal, tax or other regulated service.
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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 investment 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. Observations 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 obligation to update. CS is under no
obligation to ensure that such updates are brought to your attention.
FORECASTS & ESTIMATES: Past performance should not be taken as
an indication or guarantee of future performance, and no representation or
warranty, express or implied, is made regarding future performance. To the
extent that this report contains statements about future performance, such
statements are forward 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 services 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 offered 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 mentioned in this report. These businesses include specialized trading, risk arbitrage, market making, and other proprietary trading. TAX:
Nothing in this report constitutes investment, legal, accounting or tax
advice. CS does not advise on the tax consequences 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 hyperlink
(including addresses or hyperlinks to CS’s own website material) is provided solely 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 Authority. 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 financial
product referred herein. Austria: This report is distributed by CREDIT
SUISSE (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 authority, 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 Investment 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 licensed and regulated by the
Dubai Financial Services Authority (“DFSA”). Related financial 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 Suisse (Luxembourg) S.A., Succursale en France,
authorized by the Autorité de Contrôle Prudentiel et de Résolution (ACPR)
as an investment service provider. Credit Suisse (Luxembourg) S.A.,
Succursale en France is supervised and regulated by the Autorité de
Contrôle Prudentiel et de Résolution and the Autorité des Marchés Financiers. Germany: This report is distributed by Credit Suisse (Deutschland)
AG which is authorized and regulated by the Bundesanstalt für Finanzdienstleistungsaufsicht (BaFin). Guernsey: This report is distributed
by Credit Suisse AG Guernsey Branch, a branch of Credit Suisse AG
(incorporated in the Canton of Zurich), with its place of business at Helvetia Court, Les Echelons, South Esplanade, St Peter Port, Guernsey. Credit
Suisse AG Guernsey Branch 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 registered 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 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.
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 performed
by CSLF with respect to this investment 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 documentation provided by CS and/or CSLF. By accepting 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 Suisse (Luxembourg) S.A., a Luxembourg bank, authorized and regulated by the
Commission 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 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 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 Investment 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,
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Sucursal en España, legal entity registered at Comisión Nacional del
Mercado de Valores. 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 preferences of the persons. Whereas, the
comments and advices included herein are of general nature. Therefore
recommendations may not be suitable for your financial status 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 expectations. This report is distributed by Credit Suisse Istanbul
Menkul Degerler Anonim Sirketi, regulated by the Capital Markets Board
of Turkey, with its registered address at Yildirim Oguz Goker Caddesi,
Maya Plaza 10th Floor Akatlar, Besiktas/Istanbul-Turkey. UAE: This
document, and the information contained herein, does not constitute, 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 only 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 investment 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 Securities and Commodities
Authority or any other relevant licensing authorities or governmental 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 Prudential 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 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 Authority for the conduct of investment business in
the UK. The registered address of Credit Suisse (UK) Limited is Five
Cabot Square, London, E144QR. 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 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
REGULATIONS 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 © 2018 Credit Suisse
Group AG and/or its affiliates. All rights reserved.
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Other Credit Suisse Publications

Retail Outlook 2018
The annual study on the Swiss retail
sector explores the economic prospects for the sector as well as current challenges. In this year's core
theme we investigate among other
things shopping mobility patterns.

Private Retirement Provision:
Pillar 3a Savings in Switzerland
The study examines the retirement
provision of the Swiss population. The
focus is placed on tied private pension provision (Pillar 3a).
22 January 2018

9 January 2018

Real Estate Market 2018
The annually published Real Estate
Study analyzes the impact of the economic framework conditions, the current challenges and the structural
changes in Switzerland's key real estate segments.
27 February 2018

Exchange Rates and Currency
Hedging
Currency hedging and planning security are two factors that concern
Swiss SMEs. Find out in our publication which strategies a company can
follow.
1 March 2018

The next Monitor Switzerland will be published on 19 June 2018
Subscribe to our publications directly from your relationship manager.
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