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Key points


The Swiss market relative to the MSCI World has delivered significantly higher returns with lower volatility and lower drawdowns.



We believe this is thanks to the market’s diversification, with a
mix of high-quality defensive companies and niche, innovative
players which both can deliver growth.



The above average value creation, expressed by the very high
level of CFROI (cash flow return on investment) generated by
Swiss companies, is the main reason for the sustainable outperformance of the Swiss equity market.



The headwind of the strong CHF, a consequence of the healthy
Swiss economy and low level of indebtedness, is a discipline
companies have learnt to overcome by generating higher value
and exercising higher productivity in order to remain competitive.

Chart 1 | Historical performance: SPI Index vs. MSCI World TR Index
in CHF

Past performance is not a guide to current or future results.
SPI

MSCI World
(in CHF)

Cumulative return

43.9%

21.2%

CAGR

3.7%

1.9%

Annualised volatility

18.6%

20.9%

Sharpe ratio

0.19

0.09

Maximum drawdown

-52%

-59%

77

89

Tracking error

10.0%

n.a.

Beta

0.78

n.a.

Correlation

88%

n.a.

Upside capture ratio

80%

n.a.

Downside capture ratio

76%

n.a.

Last 10 years

Time to recover (months)

Source: UBP, Bloomberg Finance L.P. as of 31.10.2017
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In the near term, the appreciation of the EUR is likely to be helpful for
Swiss company reported sales and, to a lesser extent, earnings.



Any devaluation of the CHF against major currencies is helpful for sales
growth expressed in CHF.



Note however, that this is mostly a translation, less a transaction effect,
as Swiss companies are well organized in terms of matching costs and
sales where possible.
Chart 2 | EUR/CHF vs. USD/CHF

Source: UBP, Bloomberg Finance L.P., as of 31.10.2017.
Past performance is not a guide to current or future results.






Switzerland is 3.4% of the MSCI World, the 7th-largest country weight
and Swiss companies generate one of the highest returns on equity
(ROE), illustrating their high efficiency and high value-add products and
services.
Swiss companies’ industry leadership is a reflection of long-established
global market presence, competitive advantages and high value-added
products/services. Ultimately leadership and sustained innovation create
strong pricing power.
Swiss equities have delivered attractive risk-adjusted returns, compared
to other developed markets.
Attractive Risk-Return for Swiss equities

Source : UBP, Bloomberg Finance L.P., 31.10.2017

Correlation table: Swiss Equities compared to Developed Markets

Source : UBP, Bloomberg Finance L.P.
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The relatively high correlation to other developed countries and to the
world is partly explained by the fact that mostly export oriented Swiss
companies generate a large part of their sales internationally: more than
40% with Europe, 30% with the U.S. and 17% with Asia Pacific. Exposure across various geographies to the Emerging Markets therein is estimated at 34%. Bearing in mind the strong presence of suppliers quoted
on the Swiss Market, the full exposure to geographies ex Western Europe is higher, if the final end product, to which the supplier has contributed, is taken into consideration.



The Swiss equity market is characterized by companies which are often
global leaders in their respective segment and therefore exposed to
global economic growth.



In terms of valuations, Swiss equities are in line with their historical average. With the price earning (PE) ratio for the SPI at 17.5x earnings in
2017 and 15.9x earnings for 2018, Swiss equities are close to the US
equity market valuations and a bit higher than global equities (PE = 15.7x
2017 and 14.3x 2018). Swiss equities trade at a justifiable premium to
European and EM equities, due to their higher and more sustainable
cash flow returns on investment (CFROIs).

Chart 3 - MSCI Switzerland – Cyclically Adjusted P/E

Source: DataStream Citi Research
Chart 4 - Switzerland – Geographic Revenue Exposure

Source : DataStream, Citi Research
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What could be the impact of a
regime change on Swiss equities
& on our funds?

The U.S. 10-year Treasury rate is currently around 2.20%. The Swiss interest rates have been in negative territory since 2014 and the SNB is unlikely to raise interest rates in the near term in view of the current macroeconomic conditions in Switzerland. The SNB and the FINMA acted appropriately to avoid the property market overheating and the results from
these measures are encouraging.

Chart 5 - U.S. 10-Treasury Yield & Swiss 10-year Government Bond
Yield

Source: UBP, Bloomberg Finance LP. As of 31.10.2017



The reversal of unprecedented monetary policy measures will be controlled. We are at the beginning of rate hike cycle and it should be supportive for global equities and therefore Swiss equities.



Were interest rates hikes in the US to be sharper than currently expected, there could be a short term knock on negative effect on Emerging
Markets stock exchanges and currencies. However, we would not expect
a long term effect either on currency or economic activity. The pick-up in
GDP growth in Emerging Markets is not slowed by US interest rate hikes
and GDP growth in EM is supportive for Swiss and Global equity.



Were there unexpectedly to be a regime change in 2018, and global GDP
and company earnings growth to slow, the Swiss equity market may regain its safe haven status and be an interesting relative play against
Global and regional markets. The high and stable CFROI generated by
Swiss companies, the balanced geographic exposure, the market’s large
healthcare and staple sectors tend to attract investors in periods of uncertainty, leading to less downside risk.
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Outlook - 2018 and beyond



September Swiss PMI stands at 61.7, the highest level of the last seven
years and Switzerland’s key end markets in Europe, the US and Emerging Markets are healthy too. The depreciation of the Swiss franc against
Euro, together with a lower appreciation of the Swiss franc against the
USD, seems not to have been accounted for.



The Swiss equity market should deliver mid-teens earnings growth for
2017 and low teens earnings growth potential for 2018. This should support high teens market performance in 2017 and low teens performance
for 2018. The current dividend yield of around 3% is also achievable in
2018.



Near-Term:
Expect further solid growth, after global economic data has inflected
higher, while inflation expectations have little reason to change after H1
setback. PMIs suggest elevated activity in the next 6 months.



Intermediate-Term:
During expansions, multiples tend to rise. The current recovery has been
long, but shallow and came with a delay for Europe and Emerging Markets. Recessionary risk is low in the absence of excesses. The equity risk
premium remains elevated and is above its long term average for Switzerland, leaving room for some further multiple expansions.



Longer-Term:
Reversal of unprecedented monetary policy measures will be controlled.
Other end-of-cycle excesses (e.g. Capex overinvestment) are not apparent. Hence, expect low economic volatility and low market volatility as
well as low inflation to continue, keeping pressure on discount rates up.



In conclusion, the supportive factors of 2017, including low interest rates,
modest but sustainable growth, underleveraged balance sheets, a stable
macro-economic environment with sluggish growth in EU, a solid US
economy and recovering EM should replicate in 2018.



Potential lagging performances delivered by the three Swiss heavyweights, Nestlé, Novartis and Roche should not be a significant headwind for the market, with the cyclical components benefitting from high
PMIs and ongoing synchronized global recovery.



Typical cyclical sectors benefiting from expected growth drivers in 2018
include:
-

IT companies (ongoing strong demand, notably in the semi-conductor
supply chain.

-

Luxury goods (short term recovery momentum further to Chinese and
currency driven slowdown of 2015/2016).

-

Financials (potentially doing better on fading headwinds (Banks) plus
ongoing gradual normalization of global interest rates (Banks and Insurance) plus undemanding valuations (Insurance).

-

Industrials and non-commoditized building materials (high PMIs, stabilized oil price, automation trends, solid European and US construction environment, and EM quality improvement drives.
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Key takeaways



Swiss companies’ industry leadership is a reflection of long-established
global market presence, competitive advantages and high value-added
products and services.



The investment strategy developed by our fund managers, which seeks
to combine companies with high and sustainable CFROIs with those
with growing or restructuring CFROIs, has benefitted from the market
environment in 2017 and delivered significant absolute and relative
outperformance should a similar framework be established in 2018, it
should be supportive for our fund’s investment process.



The Swiss equity market is structurally exposed to global markets, due
to a large proportion of its companies enjoying a well-established international franchise.



Swiss equities have delivered attractive risk-adjusted returns, compared to other developed markets.



Solid fundamentals and strong earnings’ growth in Swiss equities this
year have supported higher valuations, which make them in line with
multiple expansions seen in global equities.



Swiss equities trade at a justifiable premium to European and EM equities, due to their higher and more sustainable cash flow returns on investment (CFROIs).



Ultimately leadership and sustained innovation create strong pricing
power, which has been one of Swiss companies’ trademarks.
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Disclaimer
Disclaimer
This is a marketing document and is intended for informational and/or marketing purposes only. This document is confidential and is intended only for
the use of the person(s) to whom it was delivered. This document may not be reproduced (in whole or in part) or delivered, given, sent or in any other way made
accessible, to any other person without the prior written approval of Union Bancaire Privée, UBP SA or any entity of the UBP Group (“UBP”). This document reflects
the opinion of UBP as of the date of issue.
This document is for distribution only to persons who are Qualified Investors in Switzerland or Professional Clients, Eligible Counterparties or equivalent category of
investors as defined by the relevant laws (all such persons together being referred to as “relevant persons”).This document is directed only at relevant persons and
must not be acted on or relied on by persons who are not relevant persons .It is not intended for distribution, publication, or use, in whole or in part, in any jurisdiction
where such distribution, publication, or use would be unlawful, nor is it directed to any person or entity to which it would be unlawful to direct such a document. In
particular, this document may not be distributed in the United States of America and/or to US Persons (including US citizens residing outside the United States of
America).
This document has not been produced by UBP’s financial analysts and is not to be considered as financial research. It is not subject to any guidelines on financial
research and independence of financial analysis.
Reasonable efforts have been made to ensure that the content of this document is based on information and data obtained from reliable sources. However, UBP has
not verified the information from third sources in this document and does not guarantee its accuracy or completeness. UBP accepts no liability whatsoever and
makes no representation, warranty or undertaking, express or implied, for any information, projections or any of the opinions contained herein or for any errors,
omissions or misstatements. The information contained herein is subject to change without prior notice. UBP gives no undertaking to update this document or to
correct any inaccuracies in it which may become apparent.
This document may refer to the past performance of investment interests. Past performance is not a guide to current or future results. The value of investment
interests can fall as well as rise. Any capital invested may be at risk and you may not get back some or all of your original capital. In addition, any performance data
included in this document does not take into account fees and expenses charged on issuance and redemption of securities nor any taxes that may be levied.
Changes in exchange rates may cause increases or decreases in your return.
All statements other than statements of historical fact in this document are “forward-looking statements”. Forward-looking statements are not guarantees of future
performance. The financial projections included in this document do not represent forecasts or budgets, but are purely illustrative examples based on a series of
current expectations and assumptions which may not eventuate. The actual performance, results, financial condition and prospects of an investment interest may
differ materially from those expressed or implied by the forward-looking statements in this document as the projected or targeted returns are inherently subject to
significant economic, market and other uncertainties that may adversely affect performance. UBP disclaims any obligation to update any forward-looking statement,
as a result of new information, future events or otherwise.
It should not be construed as advice or any form of recommendation to purchase or sell any security or funds. It does not replace a prospectus or any other legal
documents that can be obtained free of charge from the registered office of a fund or from UBP. The opinions herein do not take into account individual investors’
circumstances, objectives, or needs. Each investor must make his/her own independent decision regarding any securities or financial instruments mentioned herein
and should independently determine the merits or suitability of any investment. In addition, the tax treatment of any investment in the fund(s) mentioned herein
depends on each individual investor’s circumstances. Investors are invited to read carefully the risk warnings and the regulations set out in the prospectus or other
legal documents and are advised to seek professional advice from their financial, legal and tax advisors.
The tax treatment of any investment in the Fund depends on your individual circumstances and may be subject to change in the future.
The document neither constitutes an offer nor a solicitation to buy, subscribe for or sell any currency, funds, product or financial instrument, make any investment, or
participate in any particular trading strategy in any jurisdiction where such an offer or solicitation would not be authorised, or to any person to whom it would be
unlawful to make such an offer or invitation. Any subscriptions not based on the funds’ latest prospectuses, KIID, annual or semi-annual reports or other relevant
legal document shall not be acceptable. The Swiss representative and paying agent is Union Bancaire Privée, UBP SA, 96-98 rue du Rhône, P.O. Box 1320, 1211
Geneva 1, Switzerland (UBP). The prospectus, statutes, KIID and annual and semi-annual reports may be obtained free of charge from UBP as well as from UBAM,
287-289 route d'Arlon, 1150 Luxembourg, Grand Duchy of Luxembourg.

Telephone calls to the telephone number stated in this presentation may be recorded. When calling this number, UBP will assume that you consent to this recording.
UBP is authorised and regulated in Switzerland by the Swiss Financial Market Supervisory Authority and is authorised in the United Kingdom by the Prudential
Regulation Authority. UBP is subject to regulation by the Financial Conduct Authority and limited regulation by the Prudential Regulation Authority.

Past performance is not an indicator of future results. Any forecast or projection is indicative and is not guaranteed in any way.
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