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Editorial

Dear Reader,
Many export-oriented Swiss firms have faced major challenges as a result of the strong Swiss franc
in recent years. However, thanks to long-standing Swiss attributes such as innovation, quality and
adaptability, many clients have not only been able to overcome this crisis but have emerged from it
stronger than ever.
A whole series of elections are being held in Europe this year and the global political events of
recent months have thrown up some relatively unexpected events. The possible impact of political
risks is difficult to forecast, however. In these uncertain times the Swiss franc is likely to remain
strong for a while longer.
Credit Suisse is represented in every region of Switzerland with a team of FX specialists. This local
presence enables us to have an intensive dialogue with companies on the exchange rate risks they
face. In the course of our many discussions with clients, the growing uncertainty about the outlook
for the Swiss franc against the euro, dollar and British pound is often a key issue. This prompted
us to conduct a survey of Swiss companies' views on exchange rates. The results of the over 500
responses we received are set out in this brochure.
We hope that this will provide you with some interesting and useful insights for planning your
foreign currency exposures.
Our mission is to be a competent and reliable partner for all your foreign exchange needs. We will
always do our utmost to find the optimum solution for your individual situation.
We hope you enjoy reading this report.

Andreas Gerber
Head of SME Business Switzerland

Leif Woodtly
FX Sales Corporate & Institutional Clients
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Corporate Client Survey

SMEs Budgeting Cautiously
The roughly 500 small and medium-sized enterprises (SMEs) we surveyed expect a
EUR/CHF exchange rate of 1.08 in 2017. The budgeted exchange rates are on the
conservative side, particularly in the case of importers.
Over 500 corporate clients
and their views on exchange
rates

Around the turn of the year 2016/2017, Credit Suisse surveyed over 500 corporate clients on
their expectations for exchange rates in 2017. Just over 40% of the participants in the survey
have an export focus, while one third are primarily involved in importing. A quarter of the
participating companies are involved in both the import and export business. This mirrors the
structure of Swiss foreign trade fairly accurately: exports accounted for approximately 55%
(CHF 210 billion) of total Swiss foreign trade volumes of CHF 384 billion in 2016.

Companies' exchange rate
expectations differ
(sometimes sharply)

The expectations and views of businesses about the future direction of exchange rates differ
sharply (see left-hand chart). In the case of the euro this is not very surprising, as there are
important elections and political decisions on the agenda in Europe over the coming weeks and
months. After Brexit these could put Europe's cohesion to the test yet again and potentially
impact on currency movements (see European Risk Barometer section, p.9). In spite of differing
exchange rate expectations, the businesses do agree on one thing: a rate of 1.20 EUR/CHF –
i.e. the EUR/CHF exchange rate cap abandoned by the SNB at the beginning of 2015 – is
unlikely to be seen again in the near term. On average, the survey respondents expect an
EUR/CHF exchange rate of just under 1.08 in 2017. The forecast for the US dollar in 2017 is
CHF 1.02, while the British pound is forecast at CHF 1.25.

Firms use a cautious
EUR/CHF rate for budgeting
purposes

A rise in the franc is a particular risk for exporters, as their products become more expensive for
foreign customers. The opposite naturally applies to importers, as their goods become more
expensive if the Swiss franc depreciates. Consequently, importers generally budget more
cautiously with a higher EUR/CHF rate (1.10) than exporters (1.07). A further indication of
conservative planning is the difference between the EUR/CHF exchange rate businesses have
budgeted for and their forecast. Particularly in the case of importers the average budgeted rate
differs significantly from their exchange rate forecast of 1.07 (see right-hand chart).
sascha.jucker@credit-suisse.com

Exchange rate expectations widely dispersed

Cautious EUR/CHF budgeting

Exchange rate forecasts of surveyed SMEs for 2017; dotted line = average of all
forecasts

EUR/CHF forecast and budgeted rate for 2017 for importers and exporters

Source: Credit Suisse SME Survey

Source: Credit Suisse SME Survey
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Detailed Results of the SME Survey
Market Forecasts for 2017

Corporate clients and the market in harmony
Exchange rate forecasts of the market and surveyed SMEs for 2017

Swiss businesses are not alone in their forecasts of exchange
rates: according to Bloomberg Consensus, an average forecast
of around 80 banks from around the world, exchange rates will
average 1.07 (EUR/CHF), 1.03 (USD/CHF) and 1.25
(GBP/CHF) in 2017. The SME and market forecasts are all
only around half a percent apart. The expectations of
businesses and the market are therefore largely in line with
each other.

1.30

Survey participants

Market

No. of SMEs = 326

1.25
1.20
1.15
1.10

No. of SMEs = 497

1.05

No. of SMEs = 437

1.00
EUR/CHF

USD/CHF

GBP/CHF

sascha.jucker@credit-suisse.com

Source: Bloomberg, Credit Suisse SME Survey

Hedging of Currency Risks

Currency risks are mostly borne by the businesses
themselves
Proportion of surveyed SMEs who hedge currency risks (in percent)

Swiss SMEs with a strong export and/or import focus and a
large proportion of costs in Swiss francs (staff, real estate,
etc.) have had to cope with large moves in exchange rates in
recent years. These companies have in some cases suffered
heavy margin losses. Given the current political uncertainties in
Europe it is all the more surprising that well over a third of the
companies surveyed do not hedge their currency risks. Only
one in nine exporters protects themselves entirely by hedging.
In the case of importers it is just over one in six.
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Currency hedging:
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sascha.jucker@credit-suisse.com

Source: Credit Suisse SME Survey

Export Industry

Non-hedging companies budget more conservatively
2017 EUR/CHF forecast and budgeted rate in the export industry

Companies who hedge their currency risks have the advantage
of being able to effectively budget with the exchange rates
they expect. For example, in the export industry the average
budgeted EUR/CHF rate of companies surveyed who have a
hedging strategy is actually 0.8% above their exchange rate
forecast. Companies without such hedging measures
incorporate this risk into their budgeted rate, which in the case
of the export industry is around 2.5% below the exchange rate
these companies expect.

1.10

Budgeted EUR/CHF rate
1.08

EUR/CHF forecast

–0.8%
+2.5%

1.06

1.04
1.02
1.00
yes

no

Hedge currency risks
sascha.jucker@credit-suisse.com

Source: Credit Suisse SME Survey
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Credit Suisse Exchange Rate Forecasts
EUR Expected to Rise against CHF

EUR interest rate differential remains low
EUR/CHF and two-year swap (right scale)

We see EUR/CHF at 1.09 in 12 months' time. This positions
the Credit Suisse forecast just marginally above that of SMEs
and the market. The EUR should gain support from its
undervaluation. In addition, a sustained rise in interest rates
outside Switzerland should weaken safe haven demand.
However, the lack of capital outflows from Switzerland limits
the upside potential of the euro. Because political risks remain
ever-present in Europe and the SNB is likely to tolerate
moderate Swiss franc strength, we continue to regard
protection against downside risks in the euro as advisable.
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tim.sprissler@credit-suisse.com

Source: Bloomberg, Credit Suisse, last data point:20.03.2017

USD Should Continue to Strengthen

Interest rate differential widens in favor of the USD
USD/CHF and two-year swap rate differential

We expect the USD/CHF exchange rate at 1.09 in 12
months' time. Our outlook for the US dollar against the Swiss
franc is significantly more positive than the views of SMEs and
the market. Strong US macro data and the continued
tightening of US monetary policy will support the US dollar in
our view. At the current stage of the cycle where the interest
rate differentials vis-à-vis the Swiss franc have reached a
critical level, further rate hikes by the US Federal Reserve are
generally favorable for the US dollar, particularly since there is
no limit on dollar strength from the valuation side.
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Source: Bloomberg, Credit Suisse, last data point:24.03.2017

GBP Expected to Rise against CHF

GBP especially undervalued against the CHF

2017

Fair Value GBP/CHF

We are positive on the pound due to its very low valuation. In
our view a “hard” Brexit is priced in, and the risk of further
weakness is limited assuming the UK data is not much weaker
than expected or the Bank of England shifts to a looser policy
stance. If the market begins to view the prospects for Brexit
more positively, we see potential for a recovery, especially
against the franc, as the pound is the most undervalued
currency against the Swiss franc. We expect a GBP/CHF
exchange rate of 1.42 in 12 months' time.
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Global Environment

Broadening Upturn in Global
Growth
The improvement in the global economy is continuing, and we expect higher growth in
2017 than last year. Inflation is projected to overshoot a little in the first quarter of
2017 and only fall modestly thereafter.
Robust US economy paves
the way for further Fed
hikes

Although the new US administration has announced very few concrete details on its fiscal policy
agenda since it took office, the economic data has remained robust since the beginning of the
year. The sentiment indicators for businesses and consumers remain at very high levels. At the
same time, inflation has picked up gradually. The US Federal Reserve (Fed) has already
responded by raising interest rates in March and signaled that there will be further rate increases
this year. We expect two further upward interest rate moves in 2017.

Signs of a more solid
recovery in the eurozone;
ECB could signal less
accommodative policy

In spite of all the political risks, the economy also seems to be in robust shape in the eurozone.
Except in the eurozone heavyweight Italy, as well as in Greece, the recovery seems to be
increasingly self-sustaining. We expect continued solid growth in the coming months which will
enable a further fall in unemployment and should so continue to support consumer spending.
The backdrop for this is being created by a number of supportive factors such as low interest
rates, a gradual pickup in credit growth, relatively stable commodity prices and a very weak euro.
The question as to when and how quickly the European Central Bank (ECB) will taper its asset
purchases in this environment is likely to increasingly become the focus of debate among market
participants.

Global recovery also
supporting emerging
markets, but momentum
more modest here

Even in the emerging markets the global upturn is evident, even if not quite as pronounced. This
is due to the fact that China's growth is stabilizing rather than accelerating, while India continues
to struggle with the effects of its demonetization and only seems to be recovering from it
gradually. In Russia the economy is currently recovering rapidly and business sentiment is back
to the levels of 2011. This is not yet the case in Brazil, however, as business confidence
remains depressed here. However, the government is making progress with its reforms and the
central bank is able to ease monetary policy thanks to falling inflation.
bjoern.eberhardt@credit-suisse.com

Global economy continuing to recover

Unemployment rate falling in the eurozone

Index levels, purchasing managers' indices for the manufacturing sector

As a % of the workforce

58

14

World

Industrialized countries

Eurozone

Emerging markets

56

12

54

10

52

8

50

6

48

4

46
2010

2012

Source: Datastream, Credit Suisse

2014

2016

2
2000

Germany

2004

France

2008

Italy

2012

2016

Source: Datastream, Credit Suisse

Swiss Issues Macro I April 2017

8

Swiss Economics

European Risk Barometer

Important Decisions Dominating
the Landscape in Europe in 2017
Key decisions are on the agenda in Europe in 2017 which will lead to elevated political
risks in the EU. The Credit Suisse European Risk Barometer measures the extent to
which these risks are already priced in by the markets.
Whole series of landmark
political decisions due in
Europe in 2017

In spite of the increasingly positive macroeconomic situation, political uncertainty is intensifying in
Europe in 2017. The reason for this is the many upcoming elections and political decisions in
important member states of the European Union. The first round of the French presidential
elections with the populist and nationalist candidate Marine Le Pen will be held on April 23.
Greece is due to repay bonds to the ECB and other national central banks in April and there
could be new elections in Italy in September.

“Ode to Joy”, “Muddling
Through” or “Inferno”?

Based on these risks we have come up with three scenarios for Europe's political and economic
future. In the “Ode to Joy” scenario Greece is granted its next bailout package. France elects a
center-right president (Macron or Fillon) but not a far-right president (Le Pen). The Italian
elections produce a government under the leadership of the Democratic Party (PD) and other
reforms, even if only implemented slowly, enable the banks to raise fresh capital and continue to
clean up their balance sheets. In the “Muddling Through” scenario the Greek saga continues,
Marine Le Pen achieves a strong result in the first round of the French elections before losing
narrowly to Emmanuel Macron in the second round, but the nature and composition of the
French government are unclear. The macroeconomic data is stable, but not outstanding. The
gulf between the ECB's hawks (who want to raise interest rates) and doves (who want to cut
interest rates or extend the asset purchase program) widens, as Mario Draghi's term of office is
nearing its end and there is a north-south divide as regards the improvement in the
macroeconomic data. Italy makes little progress. In the “Inferno” scenario the EU/euro crisis
returns and Greece struggles to raise the funds to meet its obligations. Marine Le Pen wins in
France but faces a hostile parliament.

Political risks in Europe not fully captured by the markets
European Risk Barometer and European Economic Policy Uncertainty Index
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“Muddling through” in
Europe very likely

Even though “Ode to Joy” is not our main scenario, we attach a probability of around 30% to it.
Despite the currently weak euro, our European Risk Barometer suggests that the markets are
positioned close to this scenario. If we actually did end up in this world, a gradual tightening of
monetary policy by the ECB would strengthen the euro and so take considerable pressure off
the Swiss franc. If European politics “muddle through” (main scenario with a 50% probability)
any monetary tightening by the ECB is likely to occur later, which should ensure there is little
upward pressure on the euro. Under the pessimistic “Inferno” scenario and the associated revival
of the eurozone crisis, the Swiss franc is likely to increasingly take on the role of a “safe haven”
for investors. Upward pressure on the franc would therefore increase sharply. However, we
regard this scenario as unlikely.

European Risk Barometer
below its ten-year average

The European Risk Barometer, which has been developed in-house by Credit Suisse, is intended
to indicate how far the political risks and scenarios we have discussed above are already priced
into markets. It is based on parameters for liquidity, longer-term country ratings, and various
indicators of market expectations for volatility and the form and size of tail risks. The current level
of the barometer indicates a slightly below-average implicit market risk. The main reasons for
this are relatively low money market and credit spreads, low bid-ask spreads in government and
corporate bonds, low implied volatility of corporate bonds and equities and lower interest rates
for personal and commercial lending.
pierre.bose@credit-suisse.com
sandrine.perret@credit-suisse.com

Swiss Issues Macro I April 2017

10

Swiss Economics

Country Risks at a Glance
Netherlands

Dutch opt for Europe
Seats in the lower house by party (Total: 150 seats)

A large majority of the Dutch electorate decided not to back
the right-wing populist Geert Wilders and his PVV party, who
won 13% of the vote, and therefore rejected an anti-European
policy. The center-right VVD party under the leadership of
Mark Rutte emerged as election winners, even though the
VVD's vote share was down by almost 5 percentage points
compared with 2012 and the right-wing populists under
Wilders gained just under 3 percentage points. The election
result means that at least four parties will have to come
together to create a parliamentary majority of 76 seats.
Forming such a coalition will take some time.
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sandrine.perret@credit-suisse.com

Source: Lower chamber of the States General

France

Le Pen expected to lose in the second round

50

2nd round: average of selected opinion polls (in percent)

The presidential election campaign is underway. The National
Front (FN) candidate Marine Le Pen has put forward an
aggressive manifesto. The key components of her presidential
program are a return to the French franc and drastic
protectionist measures. Le Pen is leading in the first round of
the elections in a number of polls, but would lose in the run-off
against either the independent candidate Emmanuel Macron or
the Republican candidate François Fillon. We share this view
and believe this is the most likely scenario.
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sandrine.perret@credit-suisse.com

Source: OpinionWay, Ifop, Harris, Elabe; Credit Suisse, last data point:24.03.2017

Italy

Weak economic growth in Italy
Contribution to GDP growth in percentage points

The defeat of the referendum on political reform in December
led to the resignation of Prime Minister Renzi (PD). The leader
of the PD then called for an open contest for the party
leadership, which means that the risk of early elections in the
second quarter has fallen. New elections could still take place
in September 2017, however. Until then there will probably be
no fundamental structural reforms. Given the high level of
government debt, the sluggish pace of economic growth will
continue this year.
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Country Risks at a Glance
Greece

Large debt repayment due in the summer
Monthly redemptions of Greek bonds in 2017 (EUR million)

The creditors are at odds over the second review of the third
bailout package for Greece, which runs to EUR 86 billion. The
IMF has made its participation conditional on lower targets for
the primary surplus and debt relief measures. Germany is
opposed to debt relief and is arguing for further economic
reforms. Greece's next large redemption payment of EUR 6.1
billion is due in June and an agreement about the next tranche
of the bailout will have to be reached before then. There are no
signs of a rapid solution, but an uncontrolled escalation is not a
very realistic prospect either.
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pierre.bose@credit-suisse.com

Source: Bloomberg, Credit Suisse

Germany

Nomination of Martin Schulz improves the SPD's
prospects

Dec

Vote shares by party (in percent)

Chancellor Angela Merkel is running for a fourth term of office.
The opinion polls are pointing to a neck-and-neck race
between the CDU/CSU and the SPD, as support for the SPD
has surged since the nomination of Martin Schulz. Irrespective
of whether the SPD or the CDU/CSU win the election, in
either case the government and the political direction would be
pro-European. However, if there is a center-left coalition
government spending could rise and some economic reforms
could be reversed. A center-left government is likely to take a
more accommodating stance on fiscal policy issues in the
peripheral countries.
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sandrine.perret@credit-suisse.com

Source: Various opinion polls, Credit Suisse

United Kingdom

Switzerland mainly exports pharmaceutical products to
the UK
Contribution of the pharma industry to export growth to the UK
(in percentage points)

Following the activation of article 50 the UK is expected to
leave the EU within two years. Depending on how the
GBP/CHF exchange rate and the UK economy perform, this
will also have an impact on Switzerland. The pound sterling is
the primary variable that is prone to volatility. Nonetheless, we
do not expect the exchange rate to have a big impact on trade
between Switzerland and the UK, as pharmaceutical products
account for a large proportion of Swiss exports and their
customers tend to be less price-sensitive.

20%
15%
10%
5%
0%
-5%

Pharma and chemicals

-10%

Other
Total

-15%

2006 2007 2008 2009 2010 2011 2012 2013 2014 2015 2016
sascha.jucker@credit-suisse.com

Source: Swiss Federal Customs Administration, Credit Suisse
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Swiss Economy

Economic Growth to Accelerate
Further
The Swiss economy is set to grow by 1.5% in 2017 and so slightly faster than 2016
(1.3%) and significantly more quickly than in the immediate aftermath of the Swiss
franc appreciation in 2015 (0.8%). The SNB may again tolerate a stronger franc.
“Frankenshock” of 2015 no
longer a big issue at the
beginning of 2017...

2017 has got off to a promising start; the mood is better than it has been for years. The
purchasing managers' index we compile in conjunction with procure.ch based on a survey of the
manufacturing industry recently reached its highest level since April 2011. The rise in our export
barometer also reflects solid demand for Swiss exports in the importing countries. It is therefore
likely that more and more sectors will be able to grow their exports in spite of the current
overvaluation of the franc against the euro and so boost their investment in the expectation of
stronger orders. Consumer confidence, which is surveyed by SECO every quarter, was at its
highest level since July 2014 at the beginning of 2017. A key part of this rising confidence is an
improvement in consumers' assessment of their job security. There is evidently now only limited
potential for contagion to the domestic economy from the strength of the franc. Accordingly, we
are maintaining our forecast that the Swiss economy will expand by 1.5% in 2017.

... although some SMEs
remain under pressure

According to the KOF Business Situation Indicator, however, there remain clear differences in
business confidence by size of enterprise. SMEs' assessment of their business situation is still
worse than before the lifting of the Swiss franc cap, whereas this is no longer the case for big
companies. The labor market statistics also suggests that SMEs have been harder hit,
particularly in short-time working. SMEs often have fewer opportunities to protect their margins
by buying more abroad. This puts some limits on their growth potential.

SNB may tolerate a stronger
franc

Inflation is expected to remain in positive territory over the course of the year and average 0.5%.
Rising price levels and solid economic growth should allow the SNB to be less active. However,
at the moment the SNB still seems to be busily intervening on the foreign exchange market. We
expect it to move to a less expansionary monetary policy by the summer at the latest.
Specifically, we expect it to reduce its intervention in the foreign exchange market, while a rate
hike is not on the horizon for now.
claude.maurer@credit-suisse.com

Switzerland has a “size gap”

Moderate rise in inflation

Business situation, balances in percentage points, 3-month averages
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Monetary Policy | Deep Dive

The SNB Is Battling a Structurally
Strong Swiss Franc
A number of highly productive sectors are responsible for Switzerland's current
account surplus. Due to the low exchange rate sensitivity of these sectors, designing
appropriate economic policies to combat the strength of the franc is very difficult.
Highly competitive export
sector could lead to partial
deindustrialization

After huge gas fields were discovered in the Netherlands in 1959, Dutch exports soared in the
1960s and 70s. The resulting income from gas exports led to large inflows of foreign capital into
the Netherlands which, after being converted into guilders (then the Dutch currency), led to a
currency appreciation. This currency appreciation hurt the competitiveness of other tradable
goods and services and so put profits in non-gas-related export sectors as well as domestic
sectors that competed with imports under pressure. Based on this phenomenon, an export boom
which is founded on only one or a small number of sectors and the resulting currency
appreciation is often referred to as “Dutch disease.”

Switzerland shows some of
the symptoms of “Dutch
disease”

With the strong Swiss franc and high foreign earnings, Switzerland shares some of the
characteristics of the Netherlands in the 1970s. The Swiss current account balance, which
comprises Switzerland's earnings from foreign trade plus net investment income on foreign
assets, is currently in surplus to the tune of around CHF 65 billion per annum or 10% of gross
domestic product (GDP). Moreover, this surplus has remained largely unchanged since 2008 in
spite of the sharp appreciation of the Swiss franc. This raises some questions about the policies
of the Swiss National Bank (SNB). The SNB has been attempting to weaken the franc with
negative interest rates and regular foreign exchange intervention for some time. However,
Switzerland's large current account surplus implies that the Swiss franc is not really overvalued.

Surplus derives from just a
few highly productive
sectors

However, as was the case in the Netherlands, most of this large surplus is generated by a small
number of sectors, namely pharmaceuticals, the watch industry, commodities trading/
merchanting and financial services. These sectors account for around 20% of GDP, but only 8%
of employment. Unsurprisingly, the sectors that have such a large external surplus are also
extremely productive, i.e. they generate a high level of added value per employee.

Current account surplus driven by a small number of
categories

Surplus sectors are highly productive
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The average added value in these sectors amounts to almost CHF 640,000 per employee
(measured in full-time equivalents), with the peak figure of CHF 1,770,000 being achieved in
merchanting. As a comparison, added value in other heavily export-oriented manufacturing
sectors stands at an average of less than CHF 150,000 per employee. If domestically-oriented
services are also included, this figure falls to an average of CHF 130,000. Tourism (hotels and
restaurants), another export-oriented sector, generates an even lower average added value of
less than CHF 60,000 per employee per annum.
Less competitive industries
much more sensitive to
exchange rates

If we exclude the four sectors with surpluses (plus income from foreign direct investment [FDI] –
more on this below), the other categories of the current account balance (the yellow bars in the
left-hand chart on the previous page) have performed more or less as expected in response to
the rise in the Swiss franc. The (net) deficit in these categories was relatively small up until the
global financial crisis in 2008 and has increased since then in line with the appreciation of the
franc. This trend can be interpreted as a sign that the franc is overvalued, but the increase in the
deficit is not particularly large. The deficit amounted to around 1.5% of GDP before 2008 and
rose to around 2.5% of GDP by 2016.

A fundamentally justified
appreciation should not be
countered with FX
intervention

It is therefore doubtful whether Switzerland is really suffering from the Dutch disease. Leaving
the pharmaceutical industry aside, the other three sectors are not experiencing a full-scale
boom, even if they continue to generate substantial incomes. Moreover, it is not clear whether a
currency appreciation due to Dutch disease is necessarily bad for economic growth. As long as
the exchange rate does not deviate from its equilibrium value (i.e. the currency is neither
undervalued nor overvalued), in the view of some economists the rise in the currency should not
have any impact on long-term growth. In an analysis of existing research on this issue, the
International Monetary Fund (IMF) effectively found no evidence that Dutch disease reduces
growth. Economic policy should therefore not be focused on preventing a stronger currency
resulting from a booming export sector (or a large current account surplus), even if this leads to
a deindustrialization in other sectors of the economy.

Intervention is appropriate,
however, if the exchange
rate temporarily overshoots

Does this mean that the SNB's foreign exchange intervention to weaken the franc in recent
years was mistaken? Not necessarily. If FX market intervention – as in this case – is designed to
reduce a temporary overvaluation and is not a reaction to a fundamentally justified appreciation
of the currency, it is appropriate. However, it is difficult to assess the scale of an overvaluation if
it involves export sectors that are flourishing and are largely insensitive to fluctuations in
exchange rates. The resulting current account surplus is usually interpreted as an expression of
a fairly valued, if not even undervalued currency.

Boom years over in most of the surplus sectors

Retained earnings of foreign subsidiaries very high
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For the SNB this means that its foreign exchange intervention must be focused on preventing
the exchange rate from overshooting, i.e. a temporary currency appreciation shock. However, it
is very difficult to assess a priori whether such a shock is temporary or permanent. For example,
the SNB's intervention to weaken the franc in 2009 and 2010 is difficult to justify from today's
standpoint, because our valuation model suggests that the rise in the franc at this time was
caused by fundamental factors. These factors were, however, difficult to identify at the time.
Solid fiscal policy should
continue to strengthen
Switzerland's external
balance

Fiscal policy can mitigate the impact of Dutch disease. By saving (i.e. taxing) the profits
generated in the booming export industry and reinvesting these funds abroad, it can contribute to
reducing the upward pressure on the currency. This strategy is pursued by a number of
commodity exporters, including Norway and Saudi Arabia, who have used their oil revenues to
build up sovereign wealth funds. In Switzerland's case, however, the state is unlikely to be able
to tax the profits of specific sectors and use the revenues to finance a fund of this kind.
Companies are mobile – to a greater or lesser degree – and could leave the country if they
considered taxes to be excessive (the watch industry and the financial services sector are
exceptions in this regard, as their “Swissness” is an integral part of the reputation and value of
their products and services). In the case of merchanting in particular it was also probably the low
tax rates that attracted companies in the first place and so contributed to increasing the foreign
income generated by Switzerland.

Relatively high proportion of
retained earnings at
multinational companies
contributes to external
surplus

Against this backdrop it is worthwhile taking a closer look at a final characteristic feature of the
Swiss current account surplus: income from foreign direct investments (FDI). Switzerland is a
base for many large multinational companies with subsidiaries abroad. The income earned by
these subsidiaries helps to boost Switzerland's current account surplus, especially if it is held in
the form of retained earnings (a sub-category of FDI income). As these multinational companies
are largely in the hands of foreign investors, the retained earnings of their subsidiaries effectively
belong to these companies' foreign shareholders and are therefore “incorrectly” counted as part
of Swiss investment income. To illustrate this phenomenon we have carried out an international
comparison (where data are available), which shows that the retained earnings of foreign
subsidiaries in Switzerland account for a relatively high proportion of GDP. The relatively low
Swiss tax rates for foreign companies are also likely to play an important role in this, as they lead
multinational companies to book their profits in Switzerland in order to reduce their tax liability.
However, the proposed Swiss corporate tax reform should reduce this effect.

The longer the franc
remains at current levels,
the less foreign exchange
intervention appears
justified

This gives rise to two conclusions. Firstly the Swiss franc will remain a fundamentally strong
currency in the long term driven by the large profits of a small group of surplus sectors, provided
there are no adverse fundamental changes, such as a sustained rise in inflation or a decline in
productivity in these sectors. Unlike countries with extensive natural resources, Switzerland has
little scope to use its fiscal policy to mitigate the upward pressure on the currency generated by
the surplus sectors. Indeed, Switzerland's attractive tax policies could even have encouraged the
emergence of these sectors. Secondly, the franc will possibly not be far below current levels
when the SNB eventually begins to normalize its monetary policy, particularly since its
overvaluation is only likely to ease gradually due to the continued profitability of these sectors.
Some of the less productive export sectors may never recover from the latest currency shock.
However, in the long term targeted measures to support the sectors most affected by the
strength of the franc are at best likely to temporarily delay an inevitable economic adjustment
process.
The Netherlands has since recovered from its “disease” by joining a large common currency area
which its leading trading partners are also members of. A possible lesson for Switzerland?
maxime.botteron@credit-suisse.com
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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.
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.
The price, value of and income from any of the securities or financial
instruments mentioned in this report can fall as well as rise. The value of
securities and financial instruments is affected by changes in spot or
forward interest and exchange rates, economic indicators, the financial
standing of any issuer or reference issuer, etc., that may have a positive or
adverse effect on the income from or price of such securities or financial
instruments. By purchasing securities or financial instruments, you may
incur a loss or a loss in excess of the principal as a result of fluctuations in
market prices or other financial indices, etc. Investors in securities such as
ADRs, the values of which are influenced by currency volatility, effectively
assume this risk.
Commission rates for brokerage transactions will be as per the rates
agreed between CS and the investor. For transactions conducted on a
principal-to-principal basis between CS and the investor, the purchase or
sale price will be the total consideration. Transactions conducted on a
principal-to-principal basis, including over-the-counter derivative
transactions, will be quoted as a purchase/bid price or sell/offer price, in
which case a difference or spread may exist. Charges in relation to
transactions will be agreed upon prior to transactions, in line with relevant
laws and regulations. Please read the pre-contract documentation, etc.,
carefully for an explanation of risks and commissions, etc., of the relevant
securities or financial instruments prior to purchase
Structured securities are complex instruments, typically involve a high
degree of risk and are intended for sale only to sophisticated investors who
are capable of understanding and assuming the risks involved. The market
value of any structured security may be affected by changes in economic,
financial and political factors (including, but not limited to, spot and forward
interest and exchange rates), time to maturity, market conditions and
volatility, and the credit quality of any issuer or reference issuer. Any
investor interested in purchasing a structured product should conduct their
own investigation and analysis of the product and consult with their own
professional advisers as to the risks involved in making such a purchase.
Some investments discussed in this report have a high level of volatility.
High volatility investments may experience sudden and large falls in their
value causing losses when that investment is realized. Those losses may
equal your original investment. Indeed, in the case of some investments
the potential losses may exceed the amount of initial investment, in such
circumstances you may be required to pay more money to support those
losses. Income yields from investments may fluctuate and, in
consequence, initial capital paid to make the investment may be used as
part of that income yield. Some investments may not be readily realizable
and it may be difficult to sell or realize those investments, similarly it may
prove difficult for you to obtain reliable information about the value, or
risks, to which such an investment is exposed. Please contact your
Relationship Manager if you have any questions.

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.

Sensitivities
Sensitivity analysis is understood as the change in the market value (e.g.
price) of a financial instrument for a given change in a risk factor and/or
model assumption. Specifically, the market value of any financial instrument
may be affected by changes in economic, financial and political factors
(including, but not limited to, spot and forward interest and exchange rates),
time to maturity, market conditions and volatility, and the credit quality of
any issuer or reference issuer.

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.
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.
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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. All Research articles and reports
detailing the recommendations and rating 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 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.
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
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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
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