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Foreword 

Preserving real wealth is neither complicated nor 
easy 

 
Most investors strive at least to preserve the real value 
of their financial assets. In order for that to succeed, in 
addition to taking inflation into account, they also need to 
consider other financial-market risks such as share-price, 
exchange-rate and interest-rate fluctuations. That often 
requires making emotionally difficult decisions. While in-
flation «only» crawlingly depreciates real asset values, 
fluctuations on the stock markets are reported every day. 
Hence, it can be psychologically more comfortable to dis-
regard inflation in order to avoid the emotional stress that 
stock-market gyrations can cause. However, this nominal 
value illusion harms investors in two different ways at the 
same time. First, inflation – in contrast to capital invest-
ment risk – always works against investors while reward-
ing debtors. Second, investors often underestimate the 
compound interest effect. At an annual inflation rate of 
«only» 2% per year, an investor loses one-third of his 
wealth in twenty years. At an inflation rate of 3% per an-
num, over the same time span his real purchasing power 
gets cut in half. 
 
Human nature itself also poses behavioral risks. Nobel 
laureate Daniel Kahneman has investigated behavioral 
risks. Below are three examples: 
 
We see what we expect to see: We unconsciously place 
greater weight on information that confirms our views 
than on information that calls those views into question. 
Our expectations are shaped by our experiences. In the 
aftermath of a crisis, many people tend to overestimate 
the objective danger, whereas in the wake of untroubled 
periods, most people tend to underestimate the risks 
they face. This behavioral pattern explains why most in-
vestors currently have an elevated preference for cash. 
 
Herd behavior: Studies confirm that in department stores, 
most people tend to favor the exit that most of the other 
shoppers have chosen. This behavior also explains why 
stock-market trends often last for disproportionately long 
periods and can be successfully exploited by means of ru-
le-based, i.e. mathematically defined, investment strate-

gies. In the wake of losses, many people become more 
willing to take on risk: Most people prefer a sure profit of 
USD 240 over a bet that offers a 25% chance of winning 
USD 1,000 and a 75% probability of walking away empty-
handed. The sure profit of USD 240 is thus worth more to 
us than the bet proposition’s expected value of USD 250. 
Now let’s formulate the bet differently. Which alternative 
would you choose: 1) a sure loss of USD 750, or 2) a bet 
offering a 75% probability of losing USD 1,000 and a 25% 
chance of losing nothing? When confronted with choices 
that both involve losses, many people suddenly become 
more willing to take on risk and opt for the bet. Nick Lee-
son isn’t the only person who would have dared to bet 
the fate of Barings Bank on a single card in order to re-
coup previous losses. 
 
One thing is certain: Managing assets isn’t necessarily 
complicated, but it definitely isn’t easy either. Investors 
shouldn’t simply follow the herd instinct and just park 
their cash in the money market at zero interest. That no-
minal value illusion could come home to roost in the long 
run. Today more than ever, investors should entrust their 
wealth to a structured, rational and professional portfolio 
management. 
 
Yours sincerely, 
 

 
 

 
 
Dr. Burkhard P. Varnholt, Chief Investment Officer 
Member of the Executive Committee 
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Asset Allocation 

Investors should secure profits 

Most investors have made a tidy profit from the spectacular stock market rally recorded over the past 12 months. 
Since there are increasing signs that the economic cycle peaked in Q1 2010, the time has come to take profits 
and significantly reduce risk positions. In our stock selection, we favour defensive regions and sectors, with an 
emphasis on equities with above-average growth rates and high dividend yields. Commodity assets should stand 
out favourably in Q2 2010 since they are expected to profit strongly from the rising level of real demand. 

 
Review Q1 2010: Rally shows signs of flagging 
The equity markets extended the rally, which began in 
March 2009, in Q1 2010. Nonetheless, several markets 
show the first signs of running out of steam. In Asia, the 
start of monetary policy tightening in China and India led 
to setbacks, whereas high budget deficits were the pri-
mary concern in Europe. Euroland equities performed 
poorly, especially on the euro zone’s periphery, and the 
euro tumbled due to Greece’s debt problems. Despite 
everything, most stock markets scaled new cyclical highs 
in Q1 2010. 
 
Performance of global equities and of the euro 
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Macro outlook: Cycle peaked in Q1 2010  
Growth in the global economy should accelerate one 
more time in Q1 2010. There are signs that the inventory 
cycle, which already made a sizeable contribution to 
growth in Q4 (3.8 percentage points in the USA), could 
also inject significant momentum into the Q1 figures. Al-
though inventory levels are no longer excessively high in 
relation to sales, a powerful counter-reaction normally oc-
curs after destocking, which should help to support 
growth further in the interim. But at the same time, there 
are increasing signs that Q1 2010 marks the peak in the 

cyclical inventory upswing. The purchasing manager indi-
ces in China and Japan, which led the recovery in the cur-
rent cycle, already reached their cyclical high in Q4 2009. 
Based on our research, the US Purchasing Managers’ In-
dex reached its peak in Q1 2010. Although initial evi-
dence was already apparent in Q1 2010, which sug-
gested several European sentiment indicators were also 
struggling to extend their gains, we think the European 
economy will peak with the usual time lag in Q2 2010. 
 
Various business climate indices 
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Equity strategy: Headwind for equities increases 
The equity markets also profited in Q1 from another im-
provement in the fundamental data 2010 and scaled new 
cyclical highs. But since global leading indicators have al-
ready peaked, the headwind for equities will increase 
substantially from Q2 2010. The expected slowdown in 
growth should lead to a rising risk premium for equity in-
vestments. The Euroland emerged as the biggest concern 
for the financial markets in Q1 2010. The outlook for Eu-
roland equities has deteriorated noticeably as a result of 
the downgraded growth and earnings estimates. Within 
Europe, we favour the defensive markets of Switzerland 
and the UK. The UK equity market should continue to 
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profit from the weakness of pound sterling and put in a 
relatively good performance. We remain cautious toward 
the emerging markets and Japan, which is likely to suffer 
the most from the impending slowdown in growth. We 
emphasize the defensive sectors in our sector allocation 
for Q2 2010. There are many stocks in these sectors 
with stable growth prospects and high dividend yields that 
could also post a positive development during a period of 
slightly slacker growth rates.  
 
Bond strategy: No key interest rate hikes in 2010 
The debate on Greece dominated the bond markets in Q1 
2010. The emerging slowdown in global economic growth 
should move centre stage as of Q2 2010. Due to the un-
certain economic outlook, we expect the central banks to 
forego key interest rate hikes until 2011. Slacker growth 
rates and a low interest rate policy are likely to lead to a 
decline in bond yields until Q1 2011. We focus on high-
quality corporate bonds, which should continue to profit 
from a decline in credit spreads. 
 
Currencies: Euro’s weakness persists in the medium 
term 
Although the euro faces its biggest challenge to date, 
fears of a euro collapse are seriously exaggerated. That 
said, the euro will probably stage a temporary recovery at 
most and continue to trend weakly in the medium term. 
The expectation of high key interest rates in the USA 
should help to inject extra momentum into the dollar’s 
performance. Fears of a recession will feed demand for 
safe-haven currencies in H2 2010. We expect the Swiss 
National Bank (SNB) will continue to threaten to intervene 
in the currency market in 2010. However, the SNB may 
tolerate a steady slide in the EUR/CHF exchange rate. 
 
Alternative assets: Favour commodity assets 
The surprisingly strong growth in the emerging market 
countries is expected to underpin commodity prices fur-
ther in Q2. Demand for raw materials will not soften that 
quickly, despite China and India’s tighter monetary policy.  

We favour industrial metals over precious metals and en-
ergy commodities. Most real estate markets have stabi-
lised over the last few quarters, but real estate shares, 
which have benefited from the decline in risk aversion, 
are likely to be severely affected by any setback on the 
equity markets.  
 
Asset allocation for Q2 2010: Underweight equities 
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Asset allocation: Clear reduction of risks 
After we reduced our equity weighting slightly in Decem-
ber 2009 and then again in March 2010, we have de-
cided at the beginning of Q2 2010 to switch our equities 
position from overweight to underweight. With the peak in 
the cycle now behind us, positive surprises should soon 
fizzle out and there is a much higher risk of a significant 
setback on the equity markets. The impending slowdown 
in economic growth in H2 2010 should stimulate bonds 
in the near future, whereby we favour high-quality corpo-
rate bonds over government bonds. Within our alternative 
assets universe, commodity investments show more po-
tential than real estate assets, which we have down-
graded to underweight. 

Philipp Bärtschi, CFA 
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Special Topic 

Does a sovereign default loom on Europe’s pe-
riphery? 

The public finances of the peripheral euro area member states are currently on an unsustainable path, and austere 
fiscal consolidation efforts lie ahead for those countries. Over the last 20 years, however, many countries – includ-
ing Greece – have demonstrated that they are capable of mastering this challenge. Nevertheless, there is a danger 
that rising financing costs could trigger a self-reinforcing debt spiral. In such an event, we expect that the EU 
and/or the IMF would intervene by extending a bridge loan. 

 
Concerns about a sovereign bankruptcy 
Recent weeks have seen mounting speculation about a 
potential sovereign bankruptcy in the European Union 
(EU). The cost of hedging (via credit default swaps, or 
CDSs) against a sovereign default by the peripheral EU 
countries has spiked to record levels. Concerns that Eu-
roland will fall apart have put intense depreciation pres-
sure on the euro. Are those fears warranted? In our three-
part special topic, we address the questions of whether 
the peripheral EU countries are caught in a debt trap (part 
1), whether the risk premiums on government bonds are 
justified (part 2), and whether the euro will crash (part 3). 
 
Menacing debt trends 
Concerns about the prospect that high financing costs 
might push Greece into a debt trap have spread to other 
EU countries as well. Government debt trends in fact do 
look menacing. Prior to the crisis, Greece already had a 
public debt ratio (government debt as a percentage of 
gross domestic product (GDP)) of almost 100%, and the 
OECD projects that to climb to above 120% by 2011. 
Spain’s debt-to-GDP ratio stood at 42% in 2006 and 
looks set to rise to 74% by 2011. Portugal’s debt-to-GDP 
ratio is projected to climb from 71% to 97%. But the big-
gest increase is faced by Ireland, whose debt-to-GDP ratio 
looks destined to shoot to 92% from just 28% in 2006. 
The reason behind this massive surge in the debt level is 
the «Great Recession» and the actions taken to combat 
it. The OECD estimates that new borrowing for the years 
2009 to 2011 will average out to 11% of GDP for Greece, 
7% for Portugal and Spain, and a whopping 12% for Ire-
land. Since the economic upturn is still not self-
sustaining, further government stimulus measures are 
needed. The public finances of the peripheral EU coun-
tries are currently on an unsustainable path. 

EU: Unsustainable trend in debt level 
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Fiscal-policy leeway exists… 
The relatively low debt-servicing burden at present is the 
only thing that makes this huge debt load still affordable 
at all. The launch of the euro and the continual decline in 
inflation caused long-term interest rates to fall sharply 
over the last two decades. Whereas Greece was paying 
11% of GDP to service its debt in 1993, that percentage 
had fallen to 4% of GDP by 2007. Over the same period, 
debt-servicing expenses in Portugal retreated from 7% to 
3% of GDP, and in Spain and Ireland they even dropped 
from 5% to 1% of GDP. That gave those countries greater 
fiscal-policy leeway in recent years. Fiscal-policy leeway is 
defined as the percentage of GDP that a country can util-
ise over time for a structural government budget deficit 
without increasing the public debt load. It is calculated by 
taking the potential nominal GDP growth rate (real growth 
plus the average rate of inflation) and subtracting the 
debt-servicing expense as a percentage of GDP. For 
2009, we calculate fiscal-policy leeway of just 1.6% of 
GDP for Greece, 2.1% for Spain, 1.2% for Ireland and a 
scant 0.6% for Portugal. 
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…but it is being overstretched 
It is hardly surprising that countries overstretched this 
leeway in crisis-wracked 2009. According to the OECD, 
Greece’s structural primary deficit (cyclically-adjusted 
budget deficit excluding interest on government debt) 
amounts to 6.1% of GDP, Ireland’s a whopping 8.4%, 
Spain’s 5.8% and Portugal’s 2.2%. Since the deficits ex-
ceed the fiscal-policy leeway in all of those countries, e-
normous efforts need to be undertaken in the coming 
years to consolidate the government budgets in order to 
put public finances back on a stable path. The differential 
between the fiscal-policy leeway and the deficit deter-
mines the necessary adjustment that needs to be made 
to the primary budget deficit. As the bar graph below 
shows, the required adjustment amounts to 4.5% of GDP 
for Greece, a towering 7.2% for Ireland, 3.7% for Spain 
and 1.5% for Portugal. 
 
Required fiscal consolidation and previous fiscal ad-
justments 
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Previous adjustments inspire optimism 
Is such an austere consolidation of government budgets 
even at all doable? To answer that question, we exam-
ined the period from 1991 to 2007, and for each country 
we have charted the maximum budget-deficit reduction 
achieved during that period as a dark blue bar in the 
graph above. The findings give us grounds for optimism. 
Countries like Sweden and Finland turned the deficits 
they were running in 1993 into a surplus in a span of six 
years, achieving an adjustment equal to 11 percentage 
points of GDP. In fact, from 1991 to 1994 even Greece 
managed to turn a primary deficit of 1.7% of GDP into a 
surplus of 4.7%. This adjustment of 6.4 percentage 
points of GDP is more than the 4.5 percentage points 
that Greece will need in the years ahead. Spain as well 

was able to swing the fiscal-policy rudder around by 5.1 
percentage points of GDP from 1991 to 1997. Portugal’s 
consolidation from 1991 to 1993 exceeded the adjust-
ment that the country currently needs. Ireland is the only 
country that didn’t succeed in consolidating its budget 
during the period we examined. However, the initiated 
draconian measure of cutting public-sector wages by 5% 
gives us reason to surmise that Ireland will reach its goal 
this time. Experience from past decades indicates that 
the necessary consolidation should be achievable for all 
of the euro-zone member states. 
 
The risk of self-fulfilling prophecies… 
Even though the analysis shows that all of the euro 
area’s countries are ultimately capable of returning to the 
straight and narrow path of fiscal responsibility, the risk 
premiums on government bonds testify to a lack of trust 
in the resolve of governments on the EU periphery. A 
mounting loss of confidence remains the biggest risk fac-
ing those countries. If interest rates climb higher, the fis-
cal-policy leeway would narrow considerably, making even 
more stringent consolidation efforts necessary. If gov-
ernments were to fail to comply with the markets’ de-
mands fast enough, a self-reinforcing spiral of higher in-
terest rates and mounting debt could develop. If no deci-
sive steps were taken to counter that, the risk of a con-
flagration would increase. 
 
…will be countered by the EU in borderline cases 
In the event of a further rise in interest rates on the pe-
riphery, we have no doubt that ultimately the EU will grant 
a bridge loan itself and/or the IMF will have to step in. 
Even though the EU is averring the opposite, it ultimately 
will have no other choice left if it wants to prevent the 
problem from spreading to all of the euro area countries. 
The EU on the whole is in solid shape and can bear this 
burden since the fiscal adjustment needed is small. In 
fact, our analysis also reveals that the adjustments nee-
ded in many countries outside the euro area (USA, UK 
and Japan) exceed the ones required for Greece and Por-
tugal. Hence, concerns about the euro appear overblown 
as well (see part 3 of our special topic). Our conclusion is 
that intervention by the EU is unlikely to be necessary. 

Dr. Jan Amrit Poser 
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Justified risk premiums on the EMU periphery? 

The debt crisis has sharpened investors’ attention on government bond risk. On the basis of three factors – an eco-
nomy’s fiscal situation, its current-account deficit and its growth potential – we can assess the risk of a sovereign 
bankruptcy for individual countries and can judge whether the risk premiums paid on the market are justified. Tho-
se aforementioned criteria cast an unflattering light on the peripheral Euroland countries, but investors are accord-
ingly being compensated for the risk. We rate government bonds issued by Norway, Switzerland and New Zealand 
as being very safe. 

 
Greece is scaring investors 
The debt crisis in Greece has raised investor awareness 
of the risk of government bond defaults by industrialized 
countries. This has been reflected by a sharp increase in 
the risk premium. Comparing risk premiums between dif-
ferent countries is not an easy undertaking because gov-
ernment bond yields do not depend solely on the risk 
premium, but instead are primarily influenced by the mo-
netary policy pursued in a given economy. Credit default 
swaps (CDSs) provide a way of comparing risk premiums 
between different currencies. CDSs offer a means of in-
suring against a bond default and thus reflect the risk of 
a default. A comparison of CDS risk premiums and yield 
spreads for the Euroland countries (which all share the 
same monetary policy) reveals a high correlation between 
CDS risk premiums and government bond yield differen-
tials, as the chart below shows. 
 
High correlation bw CDS premiums & yield spreads 

GR

IE

PT
ES

IT

BEAT
FR

FI NLDE
-50

0

50

100

150

200

250

300

350

0.0 0.5 1.0 1.5 2.0 2.5 3.0 3.5
Cash bond spreads in % vs Germany

C
D

S 
sp

re
ad

s 
in

 b
ps

 v
s 

G
er

m
an

y

Source: Sarasin, Datastream, OECD 

 
Are the risk premiums justified? 
The crisis in Greece has raised a number of questions. 
First and foremost, of course, is the question of whether 
the risk premiums paid for Greece (but also for the other 

peripheral Euroland members) are justified by the funda-
mentals. There are additional questions that also concern 
industrialized countries outside Euroland. How high is the 
default risk for the UK, another candidate for a debt cri-
sis? Which government bonds offer the greatest possible 
protection from the standpoint of the fundamentals? 
 
Three crucial factors 
We examine the potential default risk on a government 
bond from three different angles. The fiscal-policy situa-
tion poses the biggest risk factor. A rapid deterioration of 
public finances naturally very directly increases the risk of 
a default. The second factor is the general growth poten-
tial of an economy. A deterioration of economic power 
constrains the state’s ability to raise necessary financial 
resources. The third factor is an economy’s dependence 
on external financing. An economy that is heavily financed 
by foreign capital flows because its imports exceed its 
exports is exposed to greater risk (e.g. since fluctuating 
currency exchange rates pose a threat) than it would be if 
it were capable of financing its debt internally. 
 
Alarming fiscal situation in many economies 
The starting point for the current debate is the explosion 
of government budget deficits in the industrialized coun-
tries. To gauge the fiscal situation, we utilize the follow-
ing indicators: the current debt load (in relation to GDP), 
the expected change in the debt load over the next two 
years (using OECD forecasts), the primary surplus 
(budget surplus excluding interest on government debt) 
and the interest burden. Our overall indicator rating the 
soundness of public finances weights the individual fac-
tors equally. The fiscal situation is always measured in 
relation to the USA, for which the total fiscal score has 
been normalized to zero. The chart below shows the cor-
relation between risk premium and fiscal score. Greece 



Special Topic 

10 

stands out in this chart. Even though the country’s fiscal 
score is alarming, its risk premium nonetheless appears 
exaggerated compared to other national economies. Un-
derlying fiscal conditions are unsatisfactory also in big 
countries like the US, Japan, the UK and France, but that 
is not reflected in their risk premiums. Investors appear 
to be awarding those countries a «bonus» in view of the 
size of their national economies. This bonus may be justi-
fied for the US (whose currency dominates the world fi-
nancial markets, which facilitates borrowing) and for Ja-
pan as well (which is able to place its government bonds 
on its huge domestic market). But for France and the UK, 
the grounds for such a bonus are less evident. The Nor-
dic countries (represented here by Norway), commodity-
exporting industrialized countries (with New Zealand as 
the example here) and Switzerland are economies that 
are in solid fiscal shape. 
 
Fiscal score and risk premiums 
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External dependence and economic situation 
An examination of the correlation between external de-
pendence (measured in terms of the current account bal-
ance) and the risk premium paints a similar picture. 
Greece scores poorly here as well. But here again, its risk 
premium looks very exaggerated with regard to this crite-
rion. All of the national economies that benefited from a 
real estate boom in recent years, which stimulated con-
sumption and thus imports, exhibit pronounced external 
dependence. Examples here are the US, the UK and 
Spain. The classical exporting countries Germany, Swit-
zerland and Japan as well as commodity-exporting Norway 
fare the best in terms of this criterion, as one would ex-
pect. 
 

Countries with real estate booms score poorly 
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For the economic potential criterion, we have factored in 
per capita GDP, potential growth (using OECD figures) 
and actual GDP growth. Here again, the peripheral Euro-
land countries look weak, as does Japan, which has been 
struggling with an economic slump for years. In contrast, 
the USA scores well here, which has to do with the coun-
try’s still very flexible economic structure in spite of its 
lax fiscal policy. Greece scores relatively well in terms of 
this criterion on the strength of the high growth potential 
ascribed to the country. 
 
EMU periphery looks weak with regard to eco power 
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However, the question arises here as to whether the O-
ECD’s growth potential numbers can be believed. Al-
though it’s true that Greece is coming off of a period of 
robust growth, the pressure on the government to stabi-
lize the fiscal situation is likely to put a massive strain on 
the country’s growth potential. Against this backdrop, 
Greece’s economic potential is overestimated. 
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Norway on top, Greece brings up the rear 
Even with the very positive assessment of Greece’s 
growth potential, the country remains at the bottom of 
the overall ranking, which takes the average of the three 
criteria discussed above and doubly weights the fiscal 
score. Greece faces a tough situation, but the risk pre-
mium being paid at the moment is exaggeratedly high 
compared to that for other industrialized countries and 
makes Greek government bonds attractive for those in-
vestors with an appetite for risk. The situation here is al-
so not particularly comfortable for the other countries on 
the Mediterranean rim. However, the potential risks are 
already priced into the risk premiums being paid. Hence, 
negative surprises are hardly likely and a selloff is not in-
dicated. 
 
Overall indicator prefers Switzerland and Norway 
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The UK likewise looks in bad shape in the overall ranking. 
Its risk score differs only marginally from that of the pe-
ripheral Euroland countries, but the CDS premiums on its 
sovereign debt are much lower. The relation between the 
risk premium and the UK’s fiscal and economic situation 
is the least attractive among the countries we examined. 
If the periphery countries are taken as a benchmark, a 
risk premium of 30 to 40 basis points is definitely justi-
fied. From this perspective, UK government bonds are 
unattractive from the standpoint of risk considerations. 
But a factor that works in favor of UK gilts is the coun-
try’s ability to run an independent monetary policy. Given 
the economic slowdown looming in the second half of 
this year, the Bank of England is unlikely to accept an in-
crease in market interest rates and will probably try to 
prevent them from rising by expanding its bond-
purchasing program. We therefore see UK yields falling 
over the course of the year. We expect the accommoda-

tive monetary policy to more than offset any uptick in risk 
premiums. Government bonds issued by the big triple-A-
rated countries USA, France and Germany benefit from a 
«size bonus». Their risks premiums are too low judging by 
the risk factors examined here. Arguments warranting 
«special treatment» of the USA and Japan were cited ear-
lier in this article. Germany cannot keep up with the best 
in class, but its situation looks substantially better than 
that for the rest of the heavyweights. German government 
bonds are therefore preferable with regard to absolute 
safety as well as the tradeoff between safety and the risk 
premium. We have a more critical stance on France, 
which pays out an inadequate premium for its risk score 
even though the country lacks compelling grounds for 
special treatment, unlike the USA. 
 
Small, flexible economies offer the greatest safety 
At the top of the ranking are government bonds issued by 
the Nordic nations, commodity-exporting industrialized 
countries and Switzerland. Commodity-exporting countries 
were hit much less severely by the financial crisis be-
cause the pre-crisis commodity boom and the now al-
ready resurgent demand in the emerging markets consid-
erably cushioned the downturn. The Nordic economies 
benefit from the fact that they have been paying special 
attention to fiscal consolidation for quite some years now 
in the wake of the financial crisis they experienced at the 
start of the 1990s. Switzerland unites the arguments 
cited above. Its economy has become much more com-
petitive in recent years and survived the latest crisis rela-
tively unscathed despite its high banking industry expo-
sure as a percentage of GDP. Moreover, Switzerland pur-
sues a very prudent fiscal policy and reacted very cau-
tiously during the recent crisis. 

Dr. Alessandro Bee 
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Euro is not about to disintegrate 

Exiting the euro is neither an option for the highly indebted countries in the EMU’s periphery nor for core members 
of the EMU.  

 
Mounting fears of a euro collapse  
When the debt problem in the Euroland erupted, some 
people opined that the euro could not survive in its cur-
rent form. The euro certainly faces its biggest challenge 
to date. The public finances of countries on the euro 
zone’s periphery are not on a sustainable path. Could 
Greece use a euro exit to bring its public finances under 
control?  
 
Euro exit is not a solution for Greece 
Greece could try to use a currency devaluation to boost 
the price competitiveness of its export industry and thus 
fuel additional growth; however, a euro exit is not an op-
tion for Greece. If its debts were to continue to be de-
nominated in euros, a currency devaluation would seri-
ously inflate these debts. The latest example of Iceland 
shows that high foreign currency loans can trigger a very 
dangerous downward spiral.  
 
Devaluation in Iceland leads to higher foreign debts 
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At the same time, expectations of further devaluations 
can lead to a higher risk premium and, hence, to a rise in 
financing costs. The economic costs of a euro exit would 
be unsustainable. 
 

Internal devaluation of Greece is needed 
Since Greece cannot boost its competitiveness with a 
nominal external currency devaluation, it has just one op-
tion left: internal devaluation. Greece has lost competi-
tiveness against EU core countries due to the rapid rise 
in wage costs, higher inflation rates and lower productiv-
ity improvements. Ultimately, there is no way the country 
can avoid structural reforms and wage cuts if it wishes to 
put its public finances on a sustainable footing. 
 
Could Germany leave the euro? 
The German government appears very reticent about com-
ing up with a specific plan to rescue Greece. The political 
opposition indicates that Germany is unwilling to pay for 
other EU countries’ lack of fiscal discipline. Could Ger-
many leave the euro altogether? 
 
Advantages of a common currency prevail 
Germany has strong economic incentives for being part of 
a single European currency. Exports are the main engine 
of economic growth. More than 50% of all German ex-
ports are sent directly to Euroland. A common currency 
promotes trade within Euroland because strong currency 
fluctuations undermine the efficiency of an economic sys-
tem. Also, the recession in Germany might have been 
even deeper without the introduction of the euro. A re-
valuation of the «secure» German mark during the crisis 
would have hurt the price competitiveness of the German 
export industry and the decline in German exports would 
have been even greater. Given these drawbacks, it ap-
pears highly unlikely that any member of the European 
Monetary Union would seriously contemplate leaving the 
euro.  

Ursina Kubli 
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Economic Outlook 

Cyclical acceleration reaches its peak 

US economic growth is likely to have reached its peak in the first quarter of 2010. Whereas China leads the cycle 
and was already forced to apply the brakes, Europe follows the cycle with the usual time lag. Leading indicators 
predict a slowdown in global economic expansion by the end of the year. Final demand will be curtailed by negative 
wealth effects and strict lending standards. The need to consolidate public finances acts as another brake. Cor-
recting these imbalances will depend on whether the upswing is sustainable; however, this will only become appar-
ent at the beginning of 2011. 

 
Global economic recovery continues 
The worst economic crisis in 80 years has given way to a 
spectacular recovery. In the USA and in the emerging 
markets of Asia, gross domestic product (GDP) in Q4 was 
higher than a year ago; this will also be the case in 
Europe and Japan in Q1. The upswing follows the usual 
pattern. The figures published to date prove that after the 
powerful recovery in production began in Q3 2009, in-
vestment activity also finally started to pick up in Q4. An 
increase in investments calls for the creation of new jobs. 
It therefore comes as no surprise that the first signs of a 
labour market recovery were evident in Q1 2010. Em-
ployment figures in the USA, Japan, Germany and Switzer-
land increased for the first time since the crisis began. 
The jobless rate in the USA dropped from 10.1% to 9.7%. 
Even Germany has passed the peak in unemployment, 
with the number of short-time workers falling by more 
than 600,000. Also in Switzerland, workers on short time 
have decreased from 60,000 at the nadir of the crisis to 
40,000. 
 
Higher investments lead the recovery in labour markets 
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China: Credit expansion drives real estate prices 
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Is China at risk of overheating? 
The economic crisis has left hardly any traces in China. 
Authorities’ bold intervention helped to shore up domes-
tic demand, which more than offset weak exports. Con-
sumption and investments are soaring. But the loose 
monetary policy also caused negative side effects. The 
spread of lax lending standards to the real estate sector 
is causing the authorities increasing headaches. Property 
prices are rising in tandem with credit expansion and 
have scaled new highs. The tightening of monetary policy 
since Q1 2010 and the introduction of credit limits has 
barely made an impression to date. However, the Chi-
nese government is sending a very clear message that 
they have learnt their lesson from the US financial crisis 
and that it will act decisively to prevent the emergence of 
a real estate bubble. Accordingly, we expect the authori-
ties will be able to prevent economic growth from rising 
above 10%. Given the government’s (still) very direct in-
tervention in the economy, it should succeed. 
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Leading indicators have peaked 
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The peak in the cycle has been reached in Q1 2010 
Global economic growth should accelerate further in Q1 
2010. There are signs that the inventory cycle, which al-
ready made a sizeable contribution to growth in Q4 (3.8 
percentage points in the USA), could also inject signifi-
cant momentum into the Q1 figures. Although inventory 
levels are no longer excessively high in relation to sales, 
a powerful counter-reaction normally occurs after destock-
ing, which helps to support growth for a while. But at the 
same time, there are increasing signs that Q1 2010 
marks the peak in the cyclical inventory upswing. The 
purchasing manager indices in China and Japan, which 
led the recovery in the current cycle, already reached their 
cyclical high in Q4 2009. Based on our analyses, the US 
Purchasing Managers’ Index (ISM manufacturing) reached 
its peak in Q1 2010. The index has lost a significant 
amount of momentum since October and our analysis of 
all the previous strong recoveries since 1950 indicates 
that the high in the ISM Index occurs on average five 
months after the peak in momentum. Although initial evi-
dence was already apparent in Q1 2010 which suggested 
several European sentiment indicators were struggling to 
extend their gains, we think the European economy will 
peak with the usual time lag in Q2 2010. 
 
Slowing growth from Q2 2010 onwards 
What does a cyclical high in sentiment indicators mean 
for the future economic development? Our analysis of 
powerful US economic recoveries since 1950 looks at the 
average performance of the business climate index (ISM 
Manufacturing) after it peaks. The following chart shows 
that on average, the index drops back below a level of 50 
one year after its peak, which signals a decline in produc-
tion. Even in the best-case scenario (maximum), the indi-

cator still drops 15 points over the year; in the worst-case 
scenario (minimum), another recession occurs (ISM be-
low 42). In any event, we must assume that the current 
very strong growth rates will start to decrease as of Q2. 
This is often also associated with a drop in the number of 
positive growth surprises and an increase in the number 
of disappointments in economic data. By the end of the 
year, more and more economists will be asking them-
selves if a new recession is brewing. According to the fol-
lowing chart, growth rates will start to pick up again at 
the beginning of 2011 at the earliest. How the global 
economy copes with the challenges it encounters along 
the way will determine whether it slips into recession. 
 
On average, the ISM drops below 50 after 12 months 

30

35

40

45

50

55

60

65

70

07
 0

8

10
 0

8

01
 0

9

04
 0

9

07
 0

9

10
 0

9

01
 1

0

04
 1

0

07
 1

0

10
 1

0

01
 1

1

04
 1

1

US ISM manufacturing index 2008 - 10

Average of 1952, 54, 58, 
61, 75, 80, 83, 91, 04 

Maximum

Minimum

Source: Datastream, Sarasin 

 
Recovery in consumption called into question  
Consumption will ultimately determine whether or not the 
recovery will become sustainable. Will the tentative la-
bour market recovery support growth in income and lift 
consumption? There is in fact some doubt about this. 
First, the structural adjustment necessitated by the global 
crisis means that employees from the bloated sectors 
(US construction and retail trade) cannot find any jobs for 
now. Second, the fiscal stimulus measures brought some 
of the final demand from 2010 forward to 2009; a hang-
over after the consumer splurge is inevitable. Third, the 
latest indicators show that the US real estate market has 
not yet fully stabilised. With the expiry of the tax incen-
tives for first-time home buyers, real estate sales have 
plunged again, building contracts are stagnating and 
house prices are in decline again. A sharp drop in real es-
tate prices would put pressure on the net assets of 
households. The savings ratio – currently 3% in the USA 
– would start to pick up and, as a result, throttle any re-
covery trend in consumption. Also, lending to households 
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is still decreasing. Since banks are still in the process of 
reducing their balance sheet totals, this outlet for extend-
ing contemporary consumption remains closed. If final 
demand does not pick up momentum, a comfortless end 
to the year awaits us because of the end of the cyclical 
recovery.  
 
US: Downtrend in house sales and prices  
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Deflationary risks remain  
Despite the massive expansion in money supply, inflation 
pressures remain subdued. Central banks around the 
world have created the conditions for a recovery in in-
vestments. But if we look at the development of loans, 
monetary policy appears to be pushing on the proverbial 
piece of string. Consumer and corporate loans are still in 
decline. The cocktail of weaker lending, households’ 
lower net assets and increased unemployment not only 
has a dampening effect on consumption, it is also inher-
ently deflationary. And since companies still have under-
utilised capacities, they cannot avoid the downward pres-
sure on prices. The following chart shows the correlation 
between lending and changes in core inflation compared 
to the trend in inflation. A decline in lending affects prices 
after a time lag of two years because companies are ex-
tremely reluctant about reducing prices and wages. We 
expect the intense pressure on prices to persist for the 
time being. We do not expect to see an inflation rate 
much above 1% over the next two years, either in Europe 
or in the USA.  
 

US: Debt reduction triggers deflationary pressure  
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National budgets stretched to their limits  
The deflationary pressure caused by the contraction in 
lending keeps government spending expansionary. If 
growth were to slacken before the end of the year, it 
would increase the need for fiscal stimuli to safeguard 
the global economy from negative multiplier effects. It 
raises the question: Which countries would still be able 
bear this fiscal burden? In our special theme, we look at 
the situation on Europe’s periphery and conclude that 
states such as Greece, Ireland, Portugal and Spain need 
to consolidate their public finances as quickly as possi-
ble. That said, several countries outside Euroland have 
also exhausted their fiscal policy leeway. Even Japan and 
the UK have reached the limits of their load-bearing ca-
pacity. If they were to withdraw their fiscal stimuli, other 
countries like Germany, Scandinavia as well as Switzer-
land would have to authorise a more expansive policy to 
offset the dampening effect. If this did not work, growth 
would lose another support. 
 
Painful search for a balance  
The national budget is not the only factor that needs ad-
justing. Imbalances in national budgets are often associ-
ated with a disequilibrium in domestic demand and ex-
ternal trade. High budget deficits heat up domestic de-
mand and imports to an excessive extent and dampen 
savings behaviour and export activities. Often, the only 
way to finance deficits is to use capital from overseas. 
The following chart shows the relationship, whereby a 
structural budget deficit mostly coincides with a current 
account deficit, while budget surpluses go hand in hand 
with current account surpluses. Not only must deficit 
countries put their national finances in order, they must 
also strengthen the export sector. However, they will suc-
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ceed only if they increase their competitiveness by lower-
ing prices and wages, boosting productivity or devaluing 
their currency. Painful cuts lie ahead that will also limit 
the potential of the upswing. At the same time, surplus 
countries need to make a bigger contribution to global 
demand. 
 
The global economy’s twin deficits in 2009 
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Inflation is not a solution and is therefore no temptation 
The much-feared idea that governments can «inflate 
away» their national debt is not a viable solution. On the 
one hand, the decisions taken by most major central 
banks cannot be influenced by governments. Since cen-
tral banks are obliged to pursue the primary objective of 
price stability, central bank governors do not have any in-
centive to miss their target and be remembered by pos-
terity as the person who paved the way for hyperinflation. 
Economic history in the 1970s shows that inflation did 
not help over the longer term. First, the bond markets an-
ticipate the arrival of inflation and interest rates rise 
quickly. Second, inflationary dynamics can only be broken 
by recession, which in turn promotes higher government 
spending. Third, the bond markets do not forgive govern-
ments. Real yields remain high for quite some time. The 
long-term costs of inflation outweigh the short-term bene-
fits. Central banks will avoid using these means. 

Financing costs remain high after the fall from grace 
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Macroeconomic forecasts 
  2008 2009 2010 2011

World GDP (% YoY) 3.2 -0.8 4.0 3.0

USA GDP (% YoY) 0.4 -2.4 2.4 1.1
 Unemployment (%) 5.8 9.2 9.8 10.2
 Inflation (CPI, %) 3.8 -0.3 1.3 1.1
Euroland GDP (% YoY) 0.5 -4.0 1.8 1.2
 Unemployment (%) 7.6 9.4 9.8 9.7
 Inflation (CPI, %) 3.3 0.3 0.8 0.7
Japan GDP (% YoY) -0.7 -5.2 1.9 0.5
 Unemployment (%) 4.0 5.1 5.0 5.2
 Inflation (CPI, %) 1.4 -0.9 -0.5 -0.3
Switzerland GDP (% YoY) 1.8 -1.5 1.9 0.9
 Unemployment (%) 2.6 3.8 4.3 4.4
 Inflation (CPI, %) 2.4 -0.4 0.6 1.0
China GDP (% YoY) 9.1 8.0 9.6 9.5
 Inflation (CPI, %) 5.9 -0.9 4.5 0.7

Source: Sarasin 

 
Moving toward a more balanced global economy 
Our analysis shows that most countries in the 1990s 
proved they could make the necessary adjustments to 
public finances. The process of correcting the global im-
balances is going to be a painful one. A more balanced 
global economy should emerge at the end of this process 
and pave the way for more balanced growth in the future. 
By the end of the year, GDP growth rates in the OECD 
countries should be close to zero. The cycle should be-
come self-sustaining only in 2011, when the majority of 
adjustments have been made. 

Dr. Jan Amrit Poser 
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Bonds 

Weaker economic growth dampens yields 

During the first quarter of 2010 bond markets were dominated by anxious discussions about Greece. As we move 
into the second quarter, however, the focus of attention is likely to switch to the emerging signs of slackening 
growth. With the economic outlook uncertain, we expect central banks to hold off from raising interest rates until 
2011. The combined effect of weaker growth and low interest rates will exert downward pressure on bond yields up 
to 1Q 2011.  

 
Economic recovery takes back stage 
The global economy had continued to recover as we have 
moved further into 2010, and is likely to have reached a 
temporary peak in the course of the first quarter. But the 
economic upturn was only of secondary interest for bond 
markets, which were overshadowed by concerns about 
Greece’s ability to service its debt. The special topic of 
this edition of Global View takes a detailed look at con-
cerns about European debt. The second important topic 
was the switch to a more restrictive monetary policy in 
developing countries. The focus here is on China and In-
dia in particular. A third topic was the exit strategy of the 
US Fed. 
 
Central banks becoming more optimistic, but only gra-
dually 
During the first quarter, the US Fed announced that it was 
withdrawing some of the unorthodox tools it employed du-
ring the financial crisis. These are mainly instruments in-
troduced in autumn 2008 in a move to stabilise money 
markets. But at the same time the Fed made it clear in 
its communication that it has no intention of raising in-
terest rates in the near future.  
 
Risk premiums rise for peripheral EMU economies  
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The key phrase here – that the economic environment ar-
gues for keeping interest rates low for a prolonged period 
– was retained in all the press statements issued by the 
Fed. After their latest meetings, none of the other major 
central banks of industrialised countries have given any 
indication that they intend to raise interest rates, despite 
a gradual improvement in their economic outlook. 
 
Long-term interest rates fall slightly 
Concerns about the debt crisis have had a bigger impact 
on long-term interest rates than the positive effect of an 
economic upturn. In Germany and Switzerland long-term 
yields on government bonds dipped in the first quarter 
due to investors’ risk aversion. In the peripheral EMU 
countries, on the other hand, yields rose sharply in re-
sponse to debt worries. Long-term yields moved within a 
narrow bandwidth in the USA. Debt problems in Europe 
only have a limited impact on the USA and the Fed has 
given no indication at all of wanting to raise interest ra-
tes. 
 
Slight downward trend in bond yields 
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Expectations of rising interest rates will be dashed 
We expect the gradual improvement in the economic out-
look of central banks to continue as long as data from 
the real economy (GDP, employment, etc.) are upbeat.  
Initially this is likely to be reflected in the expectation of 
rising interest rates. Over the next few months, however, 
central banks will receive increasing signals from leading 
indicators that the economy is entering a slower phase in 
the second half of the year. We think that central banks 
will find themselves in a position in the middle of the year 
where a look back at economic recovery over the past 
quarters would in theory warrant an increase in interest 
rates, but a look into the future reveals the possibility of 
a sharp dip in economic growth that makes raising inter-
est rates seem a bad idea. During the course of the sec-
ond quarter, the prospect of interest rate hikes is likely to 
fade into the background and not return to front of stage 
until 2011. 
 
Interest rate forecasts (%) 
  31 Mar 1Q10 2Q10 3Q10 4Q10

USD  Fed Funds 0.25 0.25 0.25 0.25 0.25
 3m LIBOR 0.29 0.30 0.25 0.25 0.30
 10y Bond 3.80 3.50 3.25 3.00 2.75
EUR  Repo 1.00 1.00 1.00 1.00 1.00
 3m LIBOR 0.58 0.70 0.80 1.00 1.10
 10y Bond 3.09 3.50 3.25 3.00 2.75
CHF  3m Target 0.25 0.25 0.25 0.25 0.25
 3m LIBOR 0.25 0.25 0.25 0.25 0.30
 10y Bond 1.94 2.25 2.00 2.00 1.75
GBP  3m Target 0.50 0.50 0.50 0.50 0.50
 3m LIBOR 0.65 0.60 0.55 0.55 0.55
 10y Bond 3.94 3.75 3.50 3.25 3.25
JPY  3m Target 0.10 0.10 0.10 0.10 0.10
 3m LIBOR 0.24 0.20 0.20 0.20 0.20
 10y Bond 1.36 1.25 1.00 0.75 0.75

Source: Sarasin 

 
Long-term interest rates trending downwards 
The likely continuation of a low interest rate policy is 
good news for long-term interest rates. Another factor 
supporting bonds will be the predicted fall in inflation. We 
expect core inflation to fall below the 1% mark in leading 
industrialised nations and stay there until well into 2011. 
Bonds are also likely to get «positive» news from the eco-
nomic front. Real interest rates are very sensitive to 
changes in economic expectations, which are reflected in 
the US ISM Manufacturing Index. The decline we antici-

pate in this index is likely to trigger a fall in real interest 
rates, as shown in the next chart.  
 
Trend reversal in ISM manuf. implies lower real interest 
rates 
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USA has potential, unlike Switzerland 
While we expect interest rates to decline across all re-
gions during the course of the year, the extent of the fall 
is likely to vary significantly. We are the most optimistic 
about the USA, where we expect to see yields on US 
Treasuries fall below the 3% mark by the first quarter of 
2011. We also see potential in Japan, where the threat 
of deflation should continue to exert pressure on long-
term interest rates. On the other hand, the potential in 
Germany and especially in Switzerland is only very lim-
ited. During the upturn of recent months interest rates 
have not risen and currently stand below our target prices 
for 2Q10. Against this backdrop, the potential for lower 
interest rates over the next 12 months is only very lim-
ited. In Switzerland we expect interest rates to ease to 
1.75% by the end of March 2011. But interest rates are 
already below 2.00%, which makes Swiss bonds not par-
ticularly appealing. 
 
UK bonds at the mercy of diverse factors 
UK bonds are being influenced by two factors. On the one 
hand the taut fiscal situation should justify an increase in 
the risk premium (possibly in the region of 30 - 40 basis 
points, as explained in the second part of the special to-
pic). On the other hand, the imminent slowing of the eco-
nomy and the expansive policy of the Bank of England is 
likely to put pressure on long-term interest rates.  
We expect the loose monetary policy to overcompensate 
the rise in the risk premium and the yield on UK gilts to 
fall. 
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Emerging economies start to tighten their monetary pol-
icy 
While low capacity utilisation and high unemployment are 
keeping price inflation in check in industrialised nations, 
the situation is quite different in emerging markets. On 
the one hand the downturn in many developing countries 
was nowhere near as dramatic as in the industrialised 
nations, which means the underutilisation of economic 
capacity is also less pronounced now than in western e-
conomies, while the inflationary threat is much greater. 
On the other hand, commodities – especially food – are 
major constituents of the consumer price indexes in de-
veloping countries. The higher food prices observed in re-
cent months have therefore had a direct impact on con-
sumer prices. 
 
China: Money supply growth likely to fall sharply 
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China squeezes liquidity 
All eyes are on China, which has staged a speedy recov-
ery from the downturn experienced at the start of 2009. 
At the start of 2010 the People’s Bank of China (PBoC) 
announced initial measures to tighten its very expansive 
monetary policy. In contrast to industrialised nations, 
China does not follow an official monetary policy con-
ducted through interest rates, but a policy that is based 
on liquidity. PBoC tries to directly control the money sup-
ply and the issue of credit. The methods that the PBoC 
employs for this are to raise the minimum reserve rate for 
banks (cash reserves which commercial banks have to 
hold to cover the loans they make) or to issue sovereign 
debt paper. Ultimately the central bank can also directly 
influence lending practices in China. At the start of the 
year the PBoC did actually make use of all these meas-
ures, in a bid to rein in the money supply.  

The massive expansion of the money supply (see chart) 
was justified by the temporary economic slump. But the 
strong recovery of the Chinese economy now suggests 
that the PBoC will once again try to stabilise money sup-
ply growth around 15% - 18% in 2010. Even so, we only 
expect a limited number of interest rate moves up to the 
end of the year. China's economy is unlikely to be com-
pletely immune to the slowdown predicted for the global 
economy in 2H10. Export demand is likely to show the 
obvious effects of a slowdown. This would allow the PBoC 
to refrain from tightening its monetary policy any further 
while still keeping a close eye on the money supply. 
 
India raises interest rates as well 
Like China, India’s economy was also only briefly affected 
by the crisis and quickly recovered from the downturn. 
Combined with higher food prices, this has resulted in a 
sharp boost to inflation (measured by wholesale prices). 
To combat this, the Indian central bank raised interest ra-
tes for the first time in March. Further increases will fol-
low. But as in China, the slowdown in the global economy 
will also prevent India from tightening monetary policy too 
much.  
 
India: Mounting inflation justifies interest rate hike 
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Corporate bonds offer potential in 2Q10 

0

1

2

3

4

5

6

7

90 92 94 96 98 00 02 04 06 08 10
Fair value credit spread Realised credit spread

Forecast

Source:  Sarasin 

 
Corporate bonds: still hold potential 
The performance of corporate bonds was subdued during 
the first quarter, as markets fretted about the situation in 
Greece. We are more optimistic about the second quar-
ter. The default rate in the US has reached its peak and 
both the corporate earnings situation and banks’ lending 
practices (two good indicators for the future default rate) 
point to a further drop in the level of corporate bond de-
faults in the second quarter. As the default rate contin-
ues to fall, credit spreads on corporate bonds should 
also narrow as well. The second half of the year will be 
more difficult. As growth becomes more sluggish, the de-
fault rate is unlikely to drop any further towards the end 
of the year, and so the potential for a further narrowing of 
credit spreads will be exhausted. 

Dr. Alessandro Bee 
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Euro still fragile in the mid-term 

Although the euro is currently facing its biggest challenge yet, fears of it collapsing are overdone. However, any 
subsequent recovery is only likely to be short-lived. The expectation of higher US interest rates will provide an addi-
tional boost to the US dollar. In 2H 2010, fears of recession will increase demand for safe havens. There is still a 
threat of the SNB intervening in 2010, although it is likely to tacitly accept a steady decline in the EUR-CHF ex-
change rate.  

 
Euro will survive the trial by fire 
Concerns about a debt crisis in the European Monetary 
Union triggered by the precarious state of Greece’s public 
finances weighed heavily on the euro during the first 
quarter. Europe’s single currency has fallen by more than 
5% against the US dollar. Despite repeated interventions 
by the Swiss National Bank (SNB), the Swiss franc has 
still gained more than 3% against the euro. As statistics 
from the Chicago Mercantile Exchange show, market sen-
timent towards the euro has never been so negative ever 
since the currency was first introduced back in 1999. At 
the end of February, investors expanded their net posi-
tions versus the euro to a record level of almost EUR 7.5 
billion (see next chart). It wasn't until the Greek govern-
ment put forward an additional savings programme in re-
sponse to EU demands that investors started to slightly 
unwind their speculative positions against a lower euro. 
However, 4.6 billion in short positions against the euro 
continue to highlight the crisis of confidence in the single 
European currency.  
 
High net positioning against the euro 
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Some commentators are still claiming that the euro will 
not survive in its present form. But the current problems 

will not result in a collapse of the euro (see Special Topic 
III). We believe that fears of the euro collapsing are exag-
gerated. If investors close their short positions on posi-
tive news from Euroland, the currency could stage a 
strong recovery.  
 
Upward pressure on Swiss franc continues in 2010 
Because of the debt problem in peripheral EMU coun-
tries, the franc is under permanent pressure to appreci-
ate. Any easing of that pressure is only likely to be tem-
porary. According to our macroeconomic scenario, the 
current global growth spurt will peter out during the sec-
ond half of 2010. This will allow recessionary fears to re-
surface and risk aversion will become the main driver of 
foreign currency movements. As a safe haven currency, 
the Swiss franc will benefit from this.  
 
Still the threat of intervention in 2010 
The SNB has warned that the risk of slipping into defla-
tion has not yet completely passed. If the Swiss franc 
were to appreciate too much, this would force an unwel-
come tightening of monetary policy. It's still too early to 
leave the franc totally exposed to free market forces, 
which is why the SNB is standing by its threat to inter-
vene in currency markets if necessary. In its March mone-
tary policy review, the SNB confirmed that it would take 
decisive action to counteract an «excessive» appreciation 
of the Swiss franc versus the euro. But the SNB’s Gov-
erning Board failed to elucidate what it considers to be 
«excessive».  
 
SNB will allow a gradual appreciation of the Swiss franc 
Since the March meeting, the EUR-CHF exchange rate 
has fallen below the historical low point of 1.43 without 
triggering any intervention from the SNB. The SNB no 
longer seems to be prepared to accumulate unlimited 
amounts of foreign currency. Since it started intervening 
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on forex markets, Switzerland's foreign currency reserves 
have swollen by around 47 billion Swiss francs, virtually 
doubling within the space of a year. Foreign currency re-
serves now account for almost 50% of the total SNB bal-
ance sheet. These reserves present a considerable cur-
rency risk: if the franc continues to appreciate, national 
wealth will ultimately be destroyed. This is why the SNB is 
weighing up the need for currency intervention on the one 
side and the associated costs and risks on the other. As 
Switzerland's economic position has drastically improved 
since the SNB started to intervene, currency interventions 
have become less of a priority. The Swiss economy 
should be able to cope with a slight appreciation of the 
franc without slipping into deflation.  
 
FX reserves have risen to 50% of the SNB balance sheet  
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To make sure the Swiss export industry remains competi-
tive, the SNB will concentrate on the trade-weighted ex-
ternal value of the franc. The real exchange rate of the 
Swiss currency is now actually lower than during the re-
cession of 2003. As a result, the SNB will accept a 
steady decline in the EUR-CHF exchange rate.  
 
Interest rate expectations will shore up the US dollar   
Any recovery against the dollar is also likely to be only 
short-lived. This does not depend purely on Greece, but 
rather on the health of the global economy. Given the 
strong pace of US economic growth, financial markets will 
discount initial interest rate hikes by the Fed, which 
should provide fresh impetus to the Greenback. Different 
regional expectations regarding the future direction of in-
terest rates are particularly relevant for carry trades. In 
this investment approach, investors attempt to exploit in-
terest-rate differentials between the regions by borrowing 
money in currencies with low interest rates and investing 

it in higher-yielding currencies. The dollar, on the other 
hand, will become less suitable for financing carry trades 
as the US Fed is expected to raise interest rates. This 
will allay fears that the Greenback could turn into a popu-
lar currency for financing carry trades.  
 
China will not revalue the renminbi 
As the US dollar continues to recover, the Chinese ren-
minbi will appreciate versus other currencies because of 
its dollar pegging. Even so, many market players expect 
that the People’s Bank of China will have to give way to 
mounting inflationary pressure and initiate the process of 
revaluing the Chinese currency against the dollar. The 
fear of a sharp hike in inflation in a fixed exchange-rate 
system is mainly justified by the fact that China would 
need to take over the US Fed's expansive monetary pol-
icy. However, since the Chinese renminbi is not fully con-
vertible and capital flows are subject to strict controls, 
China is able to pursue an independent monetary policy 
despite the fixed exchange rate. Nevertheless, we believe 
that the defenders of the Chinese currency will not keep 
the fixed exchange rate for ever. After all, the sterilisation 
of foreign currency inflows can be a costly business. But 
this policy will only be changed once national economic 
conditions allow it. In our scenario the pace of global 
economic growth will ease off in the second half of the 
year, which means demand for Chinese export products 
rests on shaky foundations. Any appreciation of the Chi-
nese currency would also impose an additional burden on 
exports. Because of this, the People’s Bank of China will 
initially concentrate on its interest-rate instruments to 
keep price inflation under control. The dollar peg is likely 
to be retained in 2010. 
 
Exchange rate forecasts 
 31/03 2Q10 3Q10 4Q10 1Q11

EUR-USD 1.35 1.43 1.40 1.35 1.30
USD-JPY 93.5 97.5 95.0 92.5 90.0
EUR-JPY 126.3 139.4 133.0 124.9 117.0
EUR-GBP 0.89 0.92 0.90 0.88 0.86
EUR-CHF 1.42 1.48 1.45 1.42 1.40
USD-CHF 1.05 1.04 1.04 1.06 1.08

Quelle: Sarasin 

Ursina Kubli 
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Equity strategy: Headwind for equities builds 

The equity markets in Q1 once again profited from an improvement in the fundamental data, scaling new cyclical 
highs. But given the peak in global leading indicators, the headwind for equities should pick up noticeably from Q2 
onward. The expected slowdown in growth is likely to lead to a higher risk premium for equity investments. We ad-
vise investors to use strong market phases throughout the reporting season to take profits and reduce equity risks. 

 
Equities scale cyclical highs in Q1 2010 
The global equity markets have recovered quickly from 
the shock of Greece’s debt crisis, which shook the finan-
cial markets in February, thanks to the increase in opti-
mism about the economy and rising earnings expecta-
tions. Even the monetary policy tightening in China and 
India only managed to unsettle investors for a short 
while, with the result that many equity indices scaled new 
cyclical highs in March. At the same time, there are in-
creasing signs that global leading indicators already 
reached their peak in Q1 2010. The setback in the US 
ISM Manufacturing Index in February, which we closely 
monitor due to its predictive power for the financial mar-
kets, together with the decline in most purchasing man-
ager indices (=PMI) in the major emerging markets, sug-
gests the need for caution. 
 
Global leading indicators are approaching a peak, sug-
gesting the big equity rally is coming to an end 
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Significance of the ISM Index for equities 
Our analysis of the relationship between the stock market 
development and different macro data shows that the 
ISM Manufacturing Index is by far the most important 
leading indicator. Two aspects of the ISM Index’s devel-
opment are instrumental in identifying a favourable exit 

point for equities. The first is the peak in momentum, 
which we define as the difference between the 3-month 
average and the 12-month average. The second factor is 
the effective peak in the ISM Index. We distinguish be-
tween two types of cycles. The first cycle is characterised 
by a particularly strong recovery (definition: momentum 
rises above 7), whereby the ISM peaks on average 4-5 
months after the pinnacle in momentum. In the second 
type of cycle, momentum is low and the peaks in the ISM 
Index and ISM momentum coincide. 
 
USA: ISM Manufacturing Index has peaked with respect 
to momentum as well as the index 
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Historically, equities generally tend to advance in the pe-
riod between the peak in ISM momentum and the peak in 
the ISM Index. So it comes as no surprise that the equity 
markets gained ground after the peak in ISM momentum 
in October 2009 until Q1 2010. Historically, the equity 
markets start to underperform only after the ISM has 
peaked. This is especially true if we include only the re-
covery phases, in which ISM momentum usually climbs to 
a value of at least 7. In 90% of cases (since 1950), the 
Dow Jones Industrials Index dropped in the 12 months 
following the ISM peak. 
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USA: Performance of equities relative to bonds after the 
peak in ISM momentum and the ISM Index  
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Equities’ moderate performance after the ISM peak is all 
the more evident when viewed in relation to bonds’ per-
formance (see above chart). In the period between the 
peak in ISM momentum and the peak in the ISM Index, 
equities outperform bonds on average, whereas after the 
ISM peak, yields on bonds clearly surpass those on equi-
ties (post-1975 data available). This is very clear in cases 
where the peak in ISM momentum exceeded 7. Histori-
cally, interest rates in the 12 months after the ISM peak 
drop noticeably, resulting in a positive performance for 
bonds. Above all long-dated bonds put in a convincing 
performance during these phases, recording returns of 
more than 8%. A return of 8% equates to an interest rate 
decline of roughly 100 basis points, which is also achiev-
able in this cycle. Our interest rate forecasts include a 
decline in long-term interest rates of about 50-100 basis 
points until Q1 2011 (depending on the currency). Hence, 
investors should earn more money with long-dated bonds 
over the next 12 months than with equities. 
 
Equity risk premiums climb after ISM peak 
Sooner or later, a decline in leading indicators will spark 
fears among investors of a slowdown in growth, or even a 
recession. This fans uncertainty about future earnings 
and dividends, which means that investors demand a 
higher risk premium for equity investments or, to put it 
another way, equity valuations decrease. This correlation 
between a falling ISM Index and declining valuations is 
shown in the following chart. 
 

USA: Performance of ISM Manufacturing Index and eq-
uity market valuation correlate closely  
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Lower valuations (measured in terms of the 
price/earnings ratio) can be divided into two phases. In 
the first phase (Q2 2010), earnings continue to climb but 
the equity markets do not; in the second phase (H2 
2010), earnings peak while the markets retreat. The 
lower valuation or higher risk premium is the main reason 
why equities perform poorly once the ISM has reached its 
peak. 
 
«Sell-into-strength» strategy is recommended 
Evidence suggesting the ISM has peaked and, as a con-
sequence, equities face some difficult times ahead 
comes in a phase characterised by neutral investor sen-
timent. In February, equities were sold across the board, 
causing a number of market indicators to send a contrary 
buy signal. The recovery rally from the Greek shock then 
sparked optimism in March. However, investor opinion di-
verges widely on the future performance of equities. The 
expectation of good corporate results in Q1 2010 is likely 
to stimulate the markets further at the beginning of Q2 
2010. Nonetheless, we face a difficult summer ahead, 
during which the danger of a major equity market setback 
will increase substantially. Strong market phases contain-
ing good news should therefore be used to secure profits 
from this extraordinary rally since March 2009. 

Philipp Bärtschi, CFA 
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Regional strategy: Euroland is a concern 

The Euroland emerged as the biggest concern for the financial markets in Q1. The outlook for Euroland equities has 
deteriorated noticeably as a result of the downgraded growth and earnings estimates. Within Europe, we favour the 
defensive markets of Switzerland and the UK. The UK equity market should continue to profit from the weakness of 
pound sterling and put in a relatively good performance. We remain cautious toward the emerging markets and Ja-
pan, which are likely to suffer the most from the impending slowdown in growth. 

 
Lion’s share of upward revisions now over 
The rally in global equities was driven in the last quarters 
by rising earnings expectations. Forward-looking earnings 
estimates have been revised steadily upwards in most 
regions since mid-2009. But with the peak in global lead-
ing indicators in Q1 2010, it appears that the lion’s 
share of upward earnings revisions is over. The situation 
in Euroland is particularly concerning. Unlike the US eq-
uity market and the emerging markets, where earnings 
revisions are still in positive territory, eurozone equities 
have already witnessed more downward earnings revi-
sions in Q1 2010 than upward earnings adjustments (see 
following chart). 
 
Net earnings revisions in different regions 
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Slack earnings momentum in Euroland is ascribed to the 
disappointing macro data for the last two quarters. The 
recovery from the worst recession since World War II al-
ready ground to a halt in Euroland in Q4 2009. Concerns 
about the high level of sovereign debt in Euroland’s pe-
riphery in Q1 2010 has depressed sentiment still further 
and dampened the outlook. Hence, we too had to reduce 
our growth and earnings estimates for the Euroland. In 
light of the now decreased potential, we advise investors 

to use the recovery rally in the wake of the Greek shock 
to reduce equity positions in Euroland. 
 
Swiss and UK equity market profit within Europe 
In Europe, the more defensive markets have profited from 
the Euroland’s weakness. First, investors tried to avoid 
the riskiest countries and, second, they are increasingly 
seeking sectors with stable growth rates and defensive 
characteristics. The defensive sector weighting already 
helped to stimulate the UK and the Swiss equity markets 
in Q1 2010. 
 
A weak pound supports the UK equity market 
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In historical terms, the pronounced weakness of the UK 
currency (inverted in the above chart) has led to a clear 
outperformance of UK equities versus the rest of the 
world. Since pound sterling continues to trend lower, the 
earnings of UK companies are also likely to profit in 2010 
from the above-average growth in earnings generated 
abroad. Since roughly two-thirds of total earnings are 
generated abroad, earnings could continue to spring posi-
tive surprises and support an outperformance of the UK 
equity market also in Q2 2010. 
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Switzerland: Favour blue chips over SMEs 
The Swiss equity market profited in Q1 2010 from a 
firmer US dollar, which helped to buoy earnings generated 
abroad. Although the euro, which weakened noticeably in 
Q1 2010, plays a more important role for the Swiss 
economy than the US dollar, the US dollar nonetheless 
determines the equity market’s development because of 
blue chips. A stronger or at least a stable US dollar 
should exert a positive influence on the earnings esti-
mates of companies listed on the Swiss stock exchange. 
The weak euro is negative for small and medium-sized 
enterprises (SMEs), which have to maintain their position 
against European competitors. We also see this as a ma-
jor risk. 
 
Significant risk of a setback for emerging markets  
We confirm our cautious assessment of the emerging 
equity markets. The monetary policy tightening in China 
and India caused the first setback at the end of January. 
Since growth remains strong and inflationary dangers are 
on the increase, we expect the Chinese authorities will 
tighten monetary policy further in Q2. This is likely to un-
settle investors further and push up the equity risk pre-
mium. However, regional circumstances in Asia are not 
the only factors that sound a note of caution. The decline 
in global leading indicators expected by us is likely to put 
an additional dampener on emerging market perform-
ance. The past shows that the emerging equity markets 
tend to underperform once leading indicators have 
peaked. 
 
G7 global leading indicators and emerging market 
equities relative to MSCI World 
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The equity market correction in February showed once 
again that an emerging market correction can be very 

swift and very strong due to the high foreign investor par-
ticipation. Since exchange-traded funds (ETFs) account 
for a large share of inflows into these markets, exit barri-
ers are also very low. In the emerging market countries, 
we continue to favour markets with a high energy sector 
weighting (e.g. Brazil and Russia). These markets should 
profit from a continuing rise in commodity prices, which 
should more than offset any interest rate hikes. 

Price targets and valuation 
Market Index 31-Mar Sep-10 Dec-10

US S&P 500 1 169 1 100 1 050
Trailing p/e ratio  18.0 15.2 14.0

JP Nikkei 225 11 090 10 000 9 000
Trailing p/e ratio  21.1 17.4 15.0

Emerging  MSCI EM$ 1 010 950 900
Trailing p/e ratio  15.3 13.2 12.2

Euroland DJ E Stoxx 277 280 270
Trailing p/e ratio  13.8 12.2 11.3

DE DAX 6 154 6 200 6 000
Trailing p/e ratio  16.2 14.1 12.8

UK FTSE 100 5 680 5 800 5 500
Trailing p/e ratio  15.8 14.5 12.8

CH SMI 6 873 6 800 6 600
Trailing p/e ratio  16.4 14.5 13.5

Source: Sarasin 

 
Defensive regional positioning in Q2 2010 
We take a cautious view of the emerging market coun-
tries and Japan, owing to the projected slowdown in 
global growth in Q2 2010. The defensive markets of 
Switzerland and the UK should post a relatively good per-
formance amid difficult market conditions. Our assess-
ment of the US equity market and the Euroland is neutral. 
We believe that for both markets, picking the right sec-
tors and stocks will play a crucial role in achieving an 
outperformance against the global equity market. 

Philipp Bärtschi, CFA 
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Sector strategy: Defensive sector allocation 

During the first quarter of 2010 cyclical sectors suffered not only from the effects of the crisis in Greece, but from 
China and India tightening their monetary policy. Price volatility in these sectors has risen sharply in the first three 
months of the year. For the second quarter, our sector allocation is biased mainly towards defensive sectors. At 
the same time these sectors offer a high dividend yield. The Technology sector will continue to benefit from the in-
vestment cycle.  

 
Review of sector performance 1Q 2010 
In the first quarter of 2010 markets were unable to sus-
tain the strong performance achieved in 2009. Whereas 
the more high-risk sectors were the most conspicuous 
winners in 2009, it's impossible to draw any firm conclu-
sions about the first three months of 2010. While the 
performance rankings were led by Consumer Discretion-
ary stocks, which are not particularly sensitive to the 
economic cycle, the Materials sector finished in the bot-
tom third of the table. Another conspicuous trend was the 
increased price volatility in most sectors. The perform-
ance of the Materials sector, for example, has fluctuated 
between +6% and -11% since 1 January.   
 
Sector performance 1Q10 and 2009 
Price trend (in %) 1Q 2010 2009

Energy 2.7 22.9
Materials -1.6 58.4
Industrials 1.9 24.0
Consumer Discretionary 8.5 37.3
Consumer Staples 6.6 18.6
Healthcare 3.4 16.4
Financials 0.8 27.7
Information Technology 3.9 50.9
Telecom 3.5 8.6
Utilities -4.3 2.0
MSCI World 2.7 27.0
Source: Datastream, Sarasin; all data as of 31.03.10 

 
Attractive Healthcare sector 
Trends in the Healthcare sector look positive. With a rela-
tive moderate US healthcare reform now having passed a 
crucial vote in the House, the market has reacted fa-
vourably to the lifting of the longstanding uncertainty over 
more punishing regulations. There are two further as-
pects which we think could provide further stimulus to the 
industry. Firstly, accelerating demand for pharmaceutical 

products from developing countries. Healthcare spending 
as a percentage of gross domestic product is far lower in 
developing countries than in industrialised nations. Sales 
in these regions could be boosted by pent-up demand, a 
greater awareness among governments and private indi-
viduals of health provision aspects, and the emergence 
of a new middle class that can afford to pay for Western-
style medical care.  
 
Takeovers in the Pharmaceutical sector 
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Secondly, fears of a sales slump as more and more 
product patents expire in the coming years have now 
abated. The big drug companies have since adjusted their 
strategies at group level so that the sudden surge in pat-
ent expirations poses less of a threat. Historically attrac-
tive valuations also play a role. Thanks to their solid fi-
nancial situation, pharmaceutical companies in particular 
have taken advantage of cheap valuations to buy up bio-
technology, generic drug and vaccine companies. At the 
same time, synergies from large M&A deals and restruc-
turing programmes are providing an additional boost to 
earnings. This is helping to create solid growth potential 
both on the revenue and the profit side. We therefore 
overweight the Healthcare sector in a global portfolio. 
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Technology – High expectations surpassed 
The overweighting in the Technology sector has paid off. 
Performance in both 2009 and during the first quarter of 
2010 comfortably beat the MSCI World. We are retaining 
the overweight position for the coming quarter. Despite 
the challenging economic environment, we think that IT 
investments could start to pick up independently as it 
becomes necessary to make up ground lost through in-
vestments being put on hold. A further consideration is 
the huge number of product innovations currently inject-
ing fresh momentum into the market. The successful roll-
out of Microsoft's new Windows 7 operating system, the 
rapid spread of Google’s Android operating system for 
mobile devices and the rapid growth of smart phones are 
all important trends driving technology forward. Semicon-
ductor producers have full order books and are function-
ing at the limits of their capacity. But semiconductor 
equipment manufacturers are also reporting solid order 
books, except for companies specialising in equipment 
for the production of thin-film solar cells. 
 
Semiconductor industry sales growth 
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Telecoms – Uncertainty caused by forthcoming auctions 
for new frequencies 
In the telecoms industry, it seems that the launch of the 
4G mobile telephony standard (long-term evolution, LTE) 
is going to take a while yet. Service providers are using 
the 3.5G standard or HSPAx to make further selective 
improvements in transmission speeds. But capacity re-
mains exactly the same, and this has resulted in bottle-
necks in certain cases (AT&T). Telecom equipment pro-
viders (NSN, Ericsson, Alcatel Lucent and Huawei) will 
therefore have to do wait patiently for a new spate of in-
vestment. The service providers (incumbents) are still 
battling against each other with price cuts and fixed-price 

deals in a bid to maintain or increase their market share. 
Mobile data is the industry’s growth motor. The data vol-
ume of a short YouTube clip, for example is equivalent to 
500,000 SMS messages, while video streaming can 
amount to a whole year’s worth of email for an average 
user. It’s therefore obvious that particularly in this seg-
ment, the fixed-price strategy doesn’t just bring advan-
tages to telecom companies. The planned auctioning of 
additional frequencies in Germany in April will set the fu-
ture direction for the industry. Although we do not expect 
prices to hit the same dizzy heights as in the summer of 
2000, the only benefit initially to successful bidders will 
be an additional item on their balance sheet under intan-
gible assets. Using the new frequency spectra will require 
enormous investment, however, which will leave telecom 
companies very little room in the mid-term for running 
down their debt. These uncertainties are reflected in the 
sector’s low valuation, despite transparent business 
models with good returns for investors.  
 
Industrials – Infrastructure projects slow to get off the 
ground 
Despite many governments making a clear commitment 
to promoting sustainable projects and investing substan-
tial sums in building roads, bridges, railway networks, 
etc. we currently underweight the Industrials sector in a 
global portfolio. We believe that soaring budget deficits 
coupled with growing economic challenges facing coun-
tries such as Greece, Spain, Italy and Ireland will force 
projects to be put on hold, or possibly scaled down. Our 
view is confirmed by recent reports from Siemens of in-
creasing delays in orders being placed for turbines used 
in power generation. Although such projects could be par-
ticularly beneficial to the environment, economic neces-
sity appears to be forcing a delay. The situation is very 
similar in the wind turbine industry. No significant recov-
ery is expected until the end of the year (originally the 
middle of the year). Given the fact that visibility has actu-
ally got worse, even these assumptions seem to be 
based more on hope than on facts. China's announce-
ment that it was reviewing its plans to expand its high-
speed rail network (18,000 kilometres by 2020) does not 
seem very auspicious either. The low level of utilisation of 
existing track, along with the need to find savings, mean 
that the projects need to be reconsidered. On balance we 
think these risks are not adequately reflected in market 
estimates, bringing a greater risk of profit warnings. 
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Natural catastrophes have a negligible impact on the 
Financials sector 
News from the Financials sector has been very mixed in 
recent weeks. Many financial institutions have reported 
record profits in 4Q 2009, significantly exceeding market 
expectations. At the same time the level of credit de-
faults has continued to drop. The bad news from Greece 
and similar countries such as Spain and Italy has been 
very worrying. Investor sentiment has been weighed down 
by concerns about higher refinancing costs for those 
banks with significant business exposure to those par-
ticular countries, as well as discussions about a global 
windfall tax on large banks. Winter storms in Europe 
(«Xynthia») and the USA, as well as earthquakes in Chile, 
Taiwan and Haiti will have a negative impact on the re-
sults of insurance companies, but one they are capable 
of absorbing.  
 
Current claims forecasts for insurance companies 
Company Estimates for 1Q10 
Allianz EUR 100 - 300 million 
Allstate Three-figure USD million sum 
Axa No details so far 
Hannover Re EUR 225 million 
Munich Re EUR 500 million 
Partner Re USD 325 million 
Scor EUR 157 million 
Swiss Re USD 600 million 
Zurich FS No details so far 

Source: Company figures 

 
While the earthquake in Haiti does not have a significant 
impact on the profits of insurance companies, the current 
estimates for the one that hit Chile are in the region of 
USD 6 – 10bn, and USD 2 – 4bn for «Xynthia». This will 
mean that reinsurers also have to pay out slightly higher 
claims, although these are an integral part of their busi-
ness risk. Overall we think the sector’s risk/reward pro-
file is fairly well balanced. As a result, insurers warrant a 
neutral weighting in a global portfolio. 
 
Sector allocation 2Q 2010 
In addition to the arguments outlined above, the Health-
care, Telecom and Consumer Staples sectors in particu-
lar offer a high dividend yield. On an individual stock level 
this yield is between 4 and 8%, offering an attractive al-
ternative to bonds. We maintain a cautious stance to-
wards the cyclical Consumer Discretionary sector. This 

sector is likely to underperform in the face of persistently 
high unemployment coupled with concerns about a dete-
riorating economic outlook over the next few quarters.  
 
Sector allocation 2Q 2010 

Consumer Staples
Health Care
Information Technology
Telecom. Services

Energy
Financials
Materials
Utilities

Consumer Discretionary
Industrials

Overweight

Neutral

Underweight

Source: Sarasin 

Rainer Männle, CFA 
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Investment ideas: Taking profits 

After the strong recovery and the boost it gave to cyclical stocks in particular, the focus will now shift increasingly 
to quality. This shift will have a different impact on the individual sectors, branches and companies. Experience 
shows that companies with a low degree of operating leverage, high dividend yield, low gearing and low beta (risk 
ratio) hold up best in a correction phase. We have channelled these considerations into a quantitative model and 
sorted the companies in our Research universe according to the criteria described. This breakdown does not take 
account of the positioning (SWOT analysis) or valuation factors, but these criteria should definitely be taken into 
consideration when making the final investment decision. 

 
A difficult second quarter ahead 
The recovery of the global economy has been stronger 
than expected in the past quarters. In recent weeks, 
however, the outlook has been overshadowed by con-
cerns about soaring budget deficits in a number of Euro-
pean countries (Greece, UK, Spain, Portugal, Ireland and 
Italy), as well as the tightening of monetary policy in 
China and India. These growing concerns in financial 
markets suggest it may be time to adopt a more defen-
sive stance. We have examined this in more detail with 
reference to four important influential factors a) degree of 
operating leverage, b) gearing, c) beta ratio and d) divi-
dend yield. 
 
Operating leverage 
We believe that the biggest impact, and therefore an ef-
fective indicator of potential price trends in future, comes 
from the analysis of the degree of operating leverage 
(DOL). The DOL is the ratio of the percentage change in 
operating profit to the percentage change in sales (see 
also our Thematic Focus June 2009: («Operating Lever-
age») during identical time periods. While sales trends 
are used for industrial companies, in the case of financial 
stocks we examine the revenue less the interest rate 
costs on the assets side. With financial stocks, we have 
therefore taken the Tier 1 ratio as a measure for operat-
ing leverage. 
 
Gearing 
The level of debt or gearing (ratio of total debt to share-
holders’ equity) is a key determinant of a company’s fi-
nancial flexibility when it encounters liquidity bottlenecks. 
For example, a company may run into difficulties in the 
case of payment defaults or the need for restructuring if 
it no longer has access to credit facilities. It may be diffi-

cult for companies with a high level of gearing to meet 
their payment obligations. 
 
Beta ratio 
The beta ratio is a measure of a share’s volatility com-
pared to a benchmark index. During an economic down-
turn, preference is generally given to companies with a 
lower risk profile (beta <1) rather than businesses which 
are very sensitive to swings in the economic cycle (beta 
>1).  
 
Dividend 
The return on an equity investment derives from the 
change in the share price performance over the holding 
period (or one year) and the cash dividends paid or reduc-
tion in par value. Because we are sceptical about mar-
kets’ current upside potential, the dividend yield is more 
important for the overall return on investment. When 
stock markets are weak, preference is therefore given to 
defensive sectors such as Telecoms (~6-8% dividend 
yield) or Pharmaceuticals (~3-5% yield), whose returns 
are currently significantly higher than the yields available 
on government bonds.  
 
Quantitative model confirms historical evidence 
The result of the quantitative valuation model based on 
the factors mentioned – operating leverage, gearing, divi-
dend and beta – confirms the correlation between the 
state of the economy and the performance potential of 
the sectors in question. Viewed over a period of 15 
years, for example, sectors with a high operating leverage 
(Energy, Commodities & Basic Materials, Industrials and 
Consumer Discretionary) show aggregate share price 
gains of 15.2% during phases when the ISM is positive 
(signalling an economic upturn). This compares with a 
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performance of just 10.5% by the MSCI World. By con-
trast, sectors with a low operating leverage (Consumer 
Staples, Healthcare, Financials) show an outperformance 
of 5.5% during economic downturns.  
 
«Young» industries particularly affected 
As far as specific industries are concerned, the sustain-
ability sectors of solar and wind energy are likely to be 
especially susceptible to setbacks. All four criteria point 
to an increased risk should the economy falter. This as-
pect is reflected in our company ratings. We currently 
have Reduce ratings on four companies from the sectors 
mentioned (Solar Millennium, Q-Cells, SolarWorld, Vestas 
Wind Systems). With these firms, the most prominent 
consideration apart from their higher leverage is a ques-
tion mark over their strategic direction. 
 
Impact of factors on selected industries 
Indu-
stry 

DOL Beta/ 
Risk 

Leve- 
rage 

Divi-
dend 

Comment /  
risks 

Solar High High Medium-

high 

none Reduced subsidies, 

excess capacities 

Wind High High Medium-

high 

none Large-scale projects 

under threat 

Mines High Medium-

high 

Medium-

high 

none- low Demand factors 

drive sentiment 

Banks Medium Medium-

high 

Medium-

high 

none- low Regulatory risks 

Source: Sarasin; for banks: Tier 1 ratio instead of DOL  

 
Mining stocks under pressure 
Mining companies have a high operating leverage and a 
high beta. Historically the level of gearing has been rela-
tively high due to a number of company takeovers and a 
commodity price crash at virtually the same time. With 
many companies, however, gearing is no longer at such a 
critical level as it was a year ago. This is particularly true 
for Rio Tinto (Neutral). A more critical stance is certainly 
warranted for Anglo American (Neutral). If the economic 
slowdown deepens, concerns about gearing levels are 
likely to resurface. 
 
Companies with increased potential for setbacks 
The following table lists those companies which, on the 
basis of the four factors described, display a ranking that 
is well below the overall average.  
 

Companies with low rankings 
Company Rating Comment 
Alcatel-Lucent 
(Telecom) 

Neutral Capital increase threatens if 
operating cash flow is poor 

Anglo American 
(Mines) 

Neutral Economic downturn requires 
further cost-cutting 

Commerzbank  
(Bank) 

Reduce Weak revenue outlook; rising 
number of delinquent loans 
and defaults 

Dell 
(Technology) 

Neutral Faster loss of market share; 
cost structure under pressure 

First Solar 
(Solar) 

Neutral Surplus market capacities; cost 
pressure intensifies 

Gamesa  
(Wind) 

Neutral Wind projects on trial; uncer-
tain offshore strategy 

Infineon  
(Technology) 

Neutral Successful restructuring; his-
torical ratios distorted 

Metlife  
(Insurance) 

Neutral Expensive takeovers limit earn-
ings potential 

Metro  
(Consumer 
goods) 

Neutral High proportion of cyclical con-
sumer products (Non-Food) 

Nordex 
(Wind) 

Neutral Wind projects on trial; offshore 
ventures pay off 

Prudential 
(Insurance) 

Neutral Solid operating business; take-
over price of AIA expensive but 
makes strategic sense 

Q-Cells 
(Solar) 

Reduce Margins under pressure; high 
gearing; unresolved manage-
ment issues 

Rio Tinto 
(Mines) 

Neutral Gearing reduced; benefits from 
consolidation process 

Societe Generale 
(Insurance) 

Neutral Inter. Retail Banking as growth 
driver; higher than average 
long-tail risks. 

Solar Millennium
(Solar) 

Reduce Management problems; 
uncertain outlook 

SolarWorld 
(Solar) 

Reduce Margins under pressure; more 
cuts to subsidies ahead 

Vestas Wind  
Systems (Wind) 

Reduce Outlook too optimistic; projects 
on trial 

Source: Sarasin; companies listed alphabetically 

 
Buy recommendations for companies with low ratings 
We have taken a closer look at the criteria for the com-
panies in this list with Buy ratings: Dufry, TUI and 
Saipem. Taking into consideration other key figures such 
as market positioning (SWOT), share valuation or special 
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influential factors, there are in fact good reasons for in-
vesting in companies which at first glance appear to have 
below-average ratings. 
 
Dufry 
Dufry is heavily dependent on the travel business, which 
is growing but is also extremely cyclical. The major impact 
of a downturn on Dufry’s operating business, coupled 
with its high level of debt, has a negative effect with the 
quantitative approach. Our positive stance on this share 
is based on its strong geographic positioning and the ris-
ing demand for luxury goods, especially in emerging mar-
kets. 
 
TUI 
In the past TUI has been dragged down by a number of 
non-recurring effects, which has resulted in a poor rating 
in the quantitative model. We believe its strategic con-
centration on the tourism business following the sale of 
its majority stake in Hapag-Lloyd will have a positive im-
pact on the company’s gearing and therefore result in a 
lower risk profile. 
 
Saipem 
Saipem has a high level of gearing due to numerous in-
vestments in the past. We do not think this is particularly 
critical, as these investments will gradually pay off. 
Saipem has a leading position in the oil service industry. 
With production from existing oil sources tailing off, 
Saipem will benefit in the long term from a higher than 
average need for investment. 

 
Buy recommendations for companies with low rankings 
Company Rating Comment 
Dufry  
(Retail) 

Buy Heavy dependence on growing, 
but cyclical international travel 
business 

Saipem 
(Energy) 

Buy Previous investments starting 
to pay off; service industry de-
coupling 

TUI  
(Travel) 

Buy Restructuring of Hapag-Lloyd as 
a share price driver 

Source: Sarasin; companies listed alphabetically 

 

Limitations of the model 
Many of the companies, sectors and industries we cover 
(e.g. automotive, banks, insurers) are undergoing a re-
structuring phase. The meaningfulness of current and 
historical ratios is thus limited. Additional valuation crite-
ria such as management quality, market positioning, in-
novation and pricing power therefore need to be included 
in the company analysis as well. Ultimately this approach 
also ignores the current and future valuation. We believe 
there is a possibility that during weak economic phases 
the companies in our list could underperform those com-
panies with a low operating leverage, high dividend yield, 
low gearing and low beta, and this is confirmed by a his-
torical view. 

Equity Research 
 



Alternative Investments 

33 

Alternative Investments 

Commodities favoured over real estate 

The surprisingly strong growth in emerging economies should continue to underpin commodity prices in the second 
quarter. Despite China and India tightening their monetary policy, it will be a while before demand for raw materials 
slackens off. We prefer industrial metals to precious metals and energy commodities. Most real estate markets 
have stabilised in recent quarters. Shares in real estate companies which have benefited from easing risk aversion 
will however be particularly badly affected if there is a setback on equity markets.  

 
Copper: Chile’s earthquake causes serious disruption 
The massive earthquake that hit Chile at the end of Feb-
ruary temporarily forced the price of copper through the 
roof. Since Chile is the world's largest copper producer, 
with a global market share of around 33%, and no infor-
mation was immediately available on the exact extent of 
damage to mining operations, concerns about copper 
shortages quickly spread. Information currently available 
suggests that the damage to the mines and the associ-
ated plant & equipment is relatively minor, which means 
no significant production losses are likely. In our view, 
general price trends for commodities will be dictated far 
more by economic impulses expected to come from 
China and India. The price of copper tumbled 19% when 
China, the country with the highest demand, and India 
(second highest demand) announced at the end of Feb-
ruary that they were tightening their monetary policy.  
 
Copper demand in the major economies
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We expect demand for commodities to increase slightly in 
industrialised nations during the course of 2010. De-
mand from China and India will be significantly higher 
than the 2009 level, despite their more restrictive mone-
tary policy. The increase in demand will be met by reopen-

ing disused mines or opening new ones. Since it will take 
a while for the situation to ease on the supply side, we 
anticipate a further hike in commodity prices in the com-
ing months, especially for copper.  
 
Iron ore: prices expected to double 
At the start of 2010 markets were bracing themselves for 
a 20-30% rise in the price of iron ore. Over the course of 
the first two months of the year these assumptions 
turned out to be wide of the mark, especially in the first 
weeks of March. While initial price agreements with indi-
vidual Chinese steel producers at the start of February 
were already in the region of 40% (which at the time was 
considered to be at the upper end of the scale), Euro-
pean steel producers such as ArcelorMittal are now pre-
dicting a rise of 80%. Since negotiations are generally 
brought to a close at the end of the first quarter or start 
of the second quarter, a doubling of iron ore prices can 
no longer be ruled out in 2010. This would even exceed 
the record year of 2008. There are many different rea-
sons for the increase. The need to build up inventories is 
obviously a major one. Once companies realised that 
their stocks were too low as the business climate picked 
up again, they had to move quickly to build up inventory 
levels. At the same time, poor weather conditions in Aus-
tralia have created bottlenecks on the supply side. 
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Iron ore price trends  
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We think the doubling of iron ore prices is excessive. We 
believe that China’s decision to reconsider its ambitious 
plans to expand its high-speed rail network (18,000 km 
of track are currently scheduled to be built by 2020), 
coupled with soaring budget deficits in industrialised na-
tions, make it likely that infrastructure projects will be 
scaled back or put on ice, which will inevitably mean that 
bullish price forecasts are trimmed. In addition, fears of 
an imminent supply shortage were certainly fuelled by the 
earthquake in Chile, but this has no real bearing on iron 
ore mining.  
 
Precious metals – more volatility 
The economic uncertainties surrounding Greece, as well 
as questions about the level of debt in Mediterranean 
countries such as Spain, Italy and Portugal («PIGS» coun-
tries) have driven precious metal prices much higher. 
While silver is still 17% off its peak price in March 2008, 
gold prices are just about 100 dollars per ounce down 
from their high point.  
Precious metal prices driven by economic news 
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We think the current concerns about the impact of the fi-
nancial crisis on PIGS countries are overdone. We there-
fore expect both gold and silver prices to fall by around 
10% in the second quarter of 2010. On balance we prefer 
industrial metals to precious metals.  

Rainer Männle, CFA 

Steady recovery in energy commodities 
The two most important traditional energy commodities, 
crude oil and natural gas, have reappeared on investors' 
radar screens. During 1Q10 the average price for the 
most important oil types, Brent and West Texas Interme-
diate (WTI, the US benchmark) settled around USD 77 
per barrel (1 barrel = 159 litres). This equates to a 
steady recovery of 3% on the final quarter of 2009 and a 
year-on-year hike of 79%. The price of natural gas has de-
coupled from oil, and has only normalised briefly at the 
turn of the year due to the cold winter in the northern 
hemisphere (see chart below). Since then, however, the 
gap has opened up again. In 1Q10 the price of Henry Hub 
natural gas averaged around USD 5.3 per MBtu (million 
British thermal units). 
 
Gas prices only tracked oil prices briefly, around the 
turn of the year 
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Stricter compliance by OPEC members would inevitably 
drive prices higher 
There is unlikely to be any material change on the supply 
side for the rest of the year. Unsurprisingly, the Organisa-
tion of Petroleum Exporting Countries (OPEC) made a de-
cision at its last meeting in March 2010 to leave the pro-
duction volume of 24.85m barrels per day (in force since 
December 2008) unchanged for the fifth time in a row. 
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However, the effective production volume is approxi-
mately two million barrels above the target quota. The 
compliance rate of individual OPEC members fell to 52% 
at the start of the year, having been as high as 95% at 
the end of 2008. Oil prices have substantially recovered 
since then, which is why certain countries such as Nigeria 
and Angola have not stuck to their allocated production 
quotas. If the historically low rate of compliance starts to 
improve, this would inevitably drive up oil prices again. 
 
US driving season will only have a limited impact on 
demand 
On the demand side, the current high levels of oil inven-
tories are being compensated by rising imports in devel-
oping countries. Demand in Western industrialised na-
tions remains comparatively weak. The International En-
ergy Agency (IEA) expects demand to recover by 1.6% in 
2010. While demand in OECD countries is expected to 
dip slightly, the other regions of the world are responsible 
for overall growth. In the short term, demand for heating 
fuel in particular will drop by around 2m barrels per day in 
the Northern hemisphere as the weather turns milder. On 
the other hand, demand should be boosted slightly by the 
US driving season which kicks off at the end of May. 
Given the weaker demand for petrol in the US because of 
the economic situation and the higher level of invento-
ries, there is unlikely to be any significant supply bottle-
necks in the months ahead. At the most there may be 
some temporary price volatility when the hurricane sea-
son starts at the beginning of June in the Gulf of Mexico 
if the number of storms is higher than average (i.e. six or 
more hurricanes). In the long term, demand for oil will be 
fundamentally driven by the emerging economies. In par-
ticular, China seems to display an undiminished appetite 
for this crucial global resource. In 2009 the volume of re-
fined crude oil increased by 27% to 8.5m barrels per day. 
If growth continues at this level, China would overtake the 
USA as early as 2015 as the world's biggest consumer of 
energy. 
 
No change to the annual forecast for oil and gas 
We do not expect crude oil prices to recover much from 
their current level during the second quarter – in fact a 
temporary setback to USD 70 per barrel is more likely. 
The rather unusually wide gap between the development 
of the US dollar (weak) and the price of crude oil (strong) 
should narrow again (see next chart). In the shorter term 
a high (inverse) correlation can be observed – so that a 

stronger US dollar would imply a weaker oil price. Overall 
we stand by our annual forecast for the oil price to move 
within a bandwidth of USD 75-85 per barrel for Brent and 
WTI. Further advances from the current level will be rather 
difficult unless demand receives a significant boost from 
the leading industrialised nations – especially the world's 
biggest oil consumer, the USA. Prices for natural gas 
should continue to firm. December's climate conference 
in Copenhagen turned out to be a damp squib. A clearer 
commitment on the part of industrialised nations (with 
the USA once again in the spotlight) to rely more in future 
on this primary energy source which generates far fewer 
CO2 emissions compared with oil and coal, should drive 
the price of natural gas higher, despite the excess ca-
pacities at present. For North America in particular, it 
would also make more political sense to push ahead with 
the exploitation of its ample resources of shale gas in or-
der to reduce its dependency on OPEC. Whether a com-
mitment will be reached on this in the follow-up confer-
ences in June in Bonn and in Mexico City in November is 
still uncertain, however. We are sceptical about this, and 
reduce our 2010 forecast for the price of Henry Hub natu-
ral gas from USD 6 to USD 5 per MBtu. 
 
Strong USD does not put pressure on oil prices for once 
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Michael Romer 

Real Estate: Initial signs of recovery in certain market 
segments 
Since the global financial crisis broke in the second half 
of 2007, it seems as if real estate markets – or at least 
the residential property market - have bottomed out and 
some segments are now even staging a recovery. The UK 
is already seeing prices rise - quite significantly in some 
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cases - in housing in prime locations. And Hong Kong is 
even reporting new record prices in residential property 
sales. There are signs of more obvious overheating in 
China's booming cities, where property values have 
climbed by up to 50% compared with last year, despite 
measures taken by the Chinese government to curb 
prices, such as raising the speculation period from two to 
five years. Given this trend, the International Monetary 
Fund (IMF) recently warned of the possibility of a new 
bubble forming in the Asian property market, a view sup-
ported by the credit rating agency Moody’s. 
 
Recovery being held back by economic uncertainties 
Given the still precarious state of the global economy and 
the persistent risks it faces, we do not expect the current 
economic upswing to last for very long, as demand from 
private consumers and corporate investment activity can 
only grow modestly in an environment overshadowed by 
high consumer debt, unemployment and low capacity 
utilisation. This is more likely to have a negative impact 
on the real estate market. To make matters worse, low 
interest rates could turn out to be an Achilles heel later 
on, if central banks decide to switch to a tighter monetary 
policy. 
 
Outlook for the Swiss real estate market 
In such an uncertain environment, the question is what 
do the prospects look like for the Swiss property market? 
None of the specialist studies published recently predicts 
an actual property crash. Banks have learned their lesson 
from the previous property crisis that gripped Switzerland 
in the nineties and have adhered to a stricter lending pol-
icy. This, along with reasonable valuations, has meant 
that the Swiss property market has proved to be excep-
tionally resilient throughout the subprime, interbank and 
financial market crisis, and during the global recession. 
Nevertheless, a number of indicators show that the 
phase of rising prices may have come to an end – at 
least for the time being. In the residential property seg-
ment the number of new houses being constructed is still 
expected to be fairly high, at over 40,000 properties in 
2010. While the lower rate of immigration will have a 
negative impact on the rented property segment, demand 
for owner-occupied properties is likely to be adversely af-
fected by factors such as shrinking disposable income, 
the comparatively high unemployment rate by Swiss 
standards and potentially the end of lower interest rates, 
resulting in a dampening effect on offering prices. Price 

falls should therefore be factored in particularly for new 
developments and in the detached property segment. In 
the commercial property segment, a stable employment 
phase is expected to give way to a phase of redundan-
cies, which will have a negative impact on demand. Major 
centres such as Zurich and Geneva should be better 
equipped to deal with these challenges than peripheral 
locations due to their central position and the high stan-
dards of commercial property development. The retail 
property segment will have to get to grips with both eco-
nomic and structural challenges. Consumers’  reluctance 
to spend, which is hardly surprising given the difficult 
employment situation and lower disposable incomes, 
combined with further expansion of retail areas, will ulti-
mately accelerate the consolidation process that has 
been necessary. 
 
Swiss real estate market: Opportunities and risks 
Despite these negative trends, which should not be seen 
as a crisis but as a return to normality, it is worth bearing 
in mind that interesting opportunities still arise from all 
this: well-positioned and reasonably priced projects will 
continue to attract buyers even in a more challenging 
market environment. We therefore remain optimistic to-
wards the Swiss real estate market. Demand for prime 
locations will remain high in all segments due to the lim-
ited supply of properties. Given this backdrop, our overall 
rating for real estate is neutral because we believe the 
opportunities and risks more or less balance out. We fa-
vour the residential property segment. 

Rainer Skierka 
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Abbreviations 

A actual value 
abs.ch absolute change 
ASW asset swap spread 
avg. average 
bn billion 
bp basis points 
corp. corporate 
CPI Consumer Price Index 
Div. yield or DY dividend yield 
E estimate 
EBIT earnings before interest and taxes 
EPS earnings per share 
EV/EBITDA enterprise value to earnings before interest, taxes,  

depreciation and amortisation 
excl. excluding 
FY financial year 
GAAP Generally Accepted Accounting Principles 
GDP gross domestic product 
GNP gross national product 
gov. government 
m million 
M&A Mergers & Acquisitions 
mavg moving average 
MV/revenues market value to revenues 
N.A. not available 
p.a. per annum 
P/B price-to-book ratio 
P/E price-to-earnings ratio 
R&D Research & Development  
R.H. Scale right hand scale 
ROE return on equity 
SAA Strategic Asset Allocation, long term strategy based on investment profiles 
TAA Tactical Asset Allocation; short term strategy based on return/risk expectations 
vs. versus 
yoy year over year 
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Benoît Robaux Tel. +41 44 213 97 91 
Corporate Bond Analyst benoit.robaux@sarasin.ch 
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Equity Research 
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rainer.maennle@sarasin.ch 

Swiss Equities  
Patrick Hasenböhler Tel. +41 44 213 94 81 
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patrick.hasenboehler@sarasin.ch 

Oskar Schenker Tel. +41 44 213 94 88 
Chemicals, Construction, Technology, Industrials oskar.schenker@sarasin.ch 

Dr. David Kägi Tel. +41 44 213 94 82 
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Important information 
This publication, issued by Bank Sarasin & Co. Ltd («BSC») is based on publicly available information, information 
sources and data («the information») whose reliability is beyond question. Nonetheless, BSC accepts no responsibility, 
either express or implied, for errors or incompleteness of the information provided. Possible errors in this information 
do not constitute grounds for liability, either directly or indirectly. In particular, neither BSC nor its shareholders or em-
ployees are responsible for the accuracy or continuing accuracy of the opinions, appraisals, conclusions, plans or de-
tails of investment funds, their investment strategies, the economic environment, the market, competitive or regula-
tory environment, etc.  Even if this publication has been issued in the context of an existing contractual relationship, 
BSC’s liability is restricted to gross negligence or wilful misconduct. Furthermore, BSC accepts no liability for minor er-
rors of fact. In any case, the liability of BSC is limited to typical expectable damages, and liability for any indirect dam-
ages is expressly excluded.  
 
Insofar as factual information and the opinions of third parties (interpretations and estimates) are presented, the rele-
vant sources are indicated. Our own value judgements (projections and forecasts) which reflect the outcome of work 
undertaken by BSC's Research department, are not expressly marked or indicated. The substantive principles and 
benchmarks underlying our own value judgements are set down in our research methodology principles.  
 
In producing the research, the following valuation principles and methods were applied: The analysts’ investment de-
cisions are based on an analysis of the business model of the company concerned, the market in which the company 
is active, and general market characteristics (Porter analysis: barriers to market entry, bargaining power of suppliers, 
bargaining power of customers, threat of substitute products, level of competition). The analysts compare their results 
with current market expectations and the corresponding data for the company’s peer group. Different valuation models 
are used depending on the industry. Among the most important of these are the price/earnings (P/E) ratio, price-to-
book (P/B) ratio, enterprise value-to-sales (EV/sales), enterprise value to earnings before interest, tax, depreciation 
and amortisation (EV/EBITDA), enterprise value to earnings before interest and tax (EV/EBIT) and dividend yield (ratio 
of dividend to current share price). We do not set any share price targets for companies covered by our Equity Re-
search. The present financial analysis hast been prepared in compliance with the «Directives on the independence of 
financial research» published by the Swiss Bankers Association in January 2008. The present financial analy-
ses/research results have not been made available to the issuer before their disclosure or publication. 
This publication is a marketing communication from BSC, which is purely for information purposes and which does not 
claim to represent a comprehensive portrayal of product characteristics. This publication does not constitute a quota-
tion, an offer or a solicitation of an offer for the purchase or sale of an investment or other specific product, and is not 
a substitute for obtaining advice and a risk appraisal from your personal advisor – which we expressly recommend be-
fore making any investment decision. BSC may at any time perform services to buy, sell, subscribe to or redeem funds 
which are mentioned in this publication, or act as a client or authorised representative. It is possible that BSC may re-
ceive sales commissions for portfolio management fees in respect of certain funds referred to in this publication. 
Such fees are for the use of the BSC sales channel and do not generally accrue to the investors. Where future price 
trends are presented in the context of this publication, these trends and/or the recommendations derived from them 
are based, amongst other things, on forecasts of future trends on the financial markets and corresponding simula-
tions. These forecasts and simulations are in turn based primarily on past experience and concrete historical perform-
ance data. We would like to explicitly remind you that historical performance data, forecast calculations and other 
simulations are not a reliable indicator of future trends. We can therefore give no guarantee that the forecast values 
from the calculation models will actually be reflected in fact. Fees and costs are not taken into account in the per-
formance calculation. 
 



 

 

Although BSC has taken steps to avoid or disclose conflicts of interest, BSC can give no guarantees in this regard. 
Therefore BSC accepts no liability for damages arising from such conflicts of interest. If the organisational or adminis-
trative measures taken by the Bank should, on the basis of reasonable judgement, be deemed to be insufficient to 
guarantee the avoidance of a risk of damage to client interests, then the Bank will unambiguously clarify the type 
and/or cause of the conflicts of interest to the client.  It impossible to rule out the possibility that a business connec-
tion may exist between a company which is the subject of research and a company within the Sarasin Group, from 
which a potential conflict of interest could result. As a client, you will be informed of any relevant potential conflicts of 
interest in financial research distributed by the Bank. 
 
Discrepancies may emerge in respect of our own financial researches from the twelve months preceding publication, 
relating to the same financial instruments or issuers. 
 
BSC is regulated by the Swiss Financial Market Supervisory Authority (FINMA).  
 
Investment  
Before you make an investment, we recommend that you obtain detailed information about the product in question. 
Investments should only be made on the basis of the current prospectus. This document must not be transferred to 
persons in a country other than the country where you received said document. If persons resident in other countries 
receive this report, then they must observe the applicable sales restrictions for the products in question.  
This publication first appeared on 1st April 2010. Updates are not envisaged. Opinions expressed in the publication 
and prices quoted can be changed at any time without prior notice. 
The entire content of this publication is protected by copyright law (all rights reserved). The use, modification or dupli-
cation in whole or part of this document is only permitted for private, non-commercial purposes by the interested party. 
When doing so, copyright notices and branding must neither be altered nor removed. Any usage over and above this 
requires the prior written approval of BSC. The same applies to the circulation of this publication. 
 
 
Bank Sarasin & Co. Ltd 
Sarasin Research 
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CH-8022 Zürich 
Switzerland 
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Disclaimer
 
Bank Sarasin-Alpen undertakes all reasonable measures to ensure the reliability of the information included in this publication. 
The information and opinions contained herein constitute neither an invitation nor an offer or recommendation to use a service, to 
buy/sell investment instruments, nor to perform any other transaction, but serve purely for marketing and information purposes. In 
addition, the information is not intended for distribution to or for use by individuals or legal entities that are citizens of a country, or 
have their domicile or registered offices in a country where the distribution, publication, provision or use of this information would 
violate applicable laws or regulations, or in a country in which Bank Sarasin-Alpen would have to comply with registration or 
approval requirements. It should also be noted that all investments carry a certain amount of risk and should not therefore be 
entered into without first obtaining professional advice.
 
Distribution in UAE:
This information has been distributed by Bank Sarasin-Alpen (ME) Limited, Dubai, UAE. Related financial products or services 
are only available to clients as defined by the DFSA and to wholesale customers. Bank Sarasin-Alpen (ME) Limited is duly 
authorized and regulated by Dubai Financial Services Authority (DFSA).
 
Distribution in Qatar:
This information has been distributed by Bank Sarasin-Alpen (Qatar) LLC. Related financial products or services are only 
available to wholesale customers with liquid assets of over USD 1 million, and have sufficient financial experience and 
understanding to participate in financial markets, in a whole-sale jurisdiction. Bank Sarasin-Alpen (Qatar) LLC is duly authorised 
and regulated by Qatar Financial Centre Regulatory Authority (QFCRA).
 
Distribution in Oman:
This information has been distributed by Sarasin-Alpen LLC. Related financial products or services are only available to qualified 
investors with liquid assets of over USD 1 million, and have sufficient financial experience and understanding to participate in 
financial markets and are aware of the risks and rewards of any potential investments related to such products. Sarasin-Alpen LLC 
is duly authorised and regulated by the Capital Market Authority (CMA).
 



Sustainable Swiss Private Banking since 1841.

Investors sometimes prefer to play a waiting game and only  
jump on the bandwagon after everyone else already has.  

Sustainable technologies are one area you can invest in today.  
And no one is more competent to help you than Bank Sarasin, where 
we have been promoting sustainable investment for over 20 years.

Tel. 0800SARASIN, www.sarasin.ch/sustainability

future.
Walk
towards it.

Don’t chase the




