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|. Executive Summary

Swiss Equities Have Outperformed : Here is a fact you probably did not knowhe

Swiss equity market has arguably been the best performing developed world market over

the past 20, 10, 5 and 2 yearsTheSPI Index, which incorporates o\90 Swiss stockss
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NA GA&K t 2degrRie pastdD.yeatdd years, 5 years, and 2 yearhen

compared tosimilar broad-based total return indicesn the United States (S&P 500 Total

Rewrn), the United Kingdom (FTSEO3Tdal Return), Germany (CDAX9rance (SBF 120

Total Return) and Japan (TOPIX Total Return)

For most of these periagthe magnitude of theoutperformance is significant~urthermore,
the Swiss market has exhibited attractive risk characteristics includimgr volatility than
comparable markets.

Figure 1: SFI0 YearPerformance (redCompared to Major Developed Indicés CHE

! The 20 year comparable excludes the EUR which has not existed for that duration and the French SBF 120 TR
which was established in 1990 and has underperformed the SPI over the 19 year period.

2 TheSwiss market is the best performeranr local currency comparison (stripping out the foreign exchange
effects) over 20 years and marginally trails the FTSE 350 fdOtkear, 5 year and 2 year comparisons.

% Source of all graphs is Bloomberg unlessothse indicated.
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Over the past two decades most Swiss investors eagerly looked outside their country to
diversify away from local equities while the Swiss market continued to be one of the most
resilient markets in the worldIn fact, for mos Swiss investors staying local would have
likely generatedrery goodresults,lower volatility, less lockups anesssidepockets

Figure 2: Volatility since 2000 for Select Indices (SRéd, SME Black)

Swiss Franc Attractive : One cannot consider Swiss equities without having a
perspective on the underlying currency. The Swiss Franc has also been a solid long term
performer. The purpose of the CHF currency analysis in this paper does not support any
short or medium term tradig conclusions. Rather it indicates that there is fundamental
long term support for this currency. At a time when the US and Europe are facing dramatic
budget deficits, monetary easing, regulatory ambiguity and fiscal stress, the Swiss Franc may
not be abad place to be.

Figure 3 USDCHF Exchange Rate since 1971 with Moving Averages (5, 10, 20 years)
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Switzerland has a significant and consistent structural current account surplus. For 2009,
the current account surplus is expected to represent roughlydd%DP according to the

IMF which also forecasts that this level will gradually climb back up to 10% by 2014. Both
the IMF and the Petersen Institute models have accurately predicted the gradual
appreciation in the CHF over the past decades. There tisilgoto indicate that this
structural CA surplus is under threat.

Looking at other models like the Real Effective Exchange Rate (REER) and Purchasing Power
Parity (PPP) models, the Céften appears to be overvaluedHowever, these models have

been erroreously expecting a devaluation of the Swiss Franc for decades. The CHF has
indeed been strengthening.

Swiss Environment & Stability : Swiss companies compete internationally, but
operate out of a stable and businekgndly environment. Investors congidng investing

in the Swiss equity markets also need to satisfy themselves that this environment is stable
and sustainable Here are some key indicators to illustrate this stability:

f Unenployment is arrently a 4.19%, higher as a result of the currenéconomic
crisis,than the ten year average of 3.0%ut well belowlevels inEurope and the
us.

1 Switzerland has manageable public debtevel With a GDP of appximate CHF
542 billiorf in 2008 Switzerland has approximately CHF 225 biflipnss pubt debt
(about 42%).

1 The Sviss National Bank boastsapproximately USD 86 billion in foreign reserves
and approximately USD 33 billion in gold reserfes

1 There has been government budget surpludor almost a decade. Including the
cantons, the level was &HF 5.6 billioh or about 1% of GDP in 2008.

1 Inflation has consistently been lowat an average of 1% over the past decade.

1 On majorsociceconomic factorssuch as education, investment in R&D, crime rates
and literacy, among othersSwitzerland constantlyranks very highly in the
developed world

1 Switzerland has withessed@ng period of political stability The last armed conflict
was in 1847, when a one month civil war between Catholics and Protestants resulted
in approximately 100 casualties.

f Flexibleand highly efficient labor marke A 1 K 2y S 2F GKS g2NI RQa
action (strike) rate¥.

* http://www.seco.admin.ch/themen/00385/00387/index.html?lang=fr

® Bloomberg

® http://www.bfs.admin.ch/bfs/portal/frindex/themen/04/02/01/key/bip gemaess_produktionsansatz.html
" http:/iww.bfs.admin.ch/bfdportal/frindex/themen/18/03/blank/key/schulden.html

8 https://www.imf.org/external/np/stalir/che/eng/curche.htm

® http://www.bfs.admin.ch/bfs/portal/frindex/themen/18/01/key/02.html



http://www.seco.admin.ch/themen/00385/00387/index.html?lang=fr
http://www.bfs.admin.ch/bfs/portal/fr/index/themen/04/02/01/key/bip_gemaess_produktionsansatz.html
http://www.bfs.admin.ch/bfs/portal/fr/index/themen/18/03/blank/key/schulden.html
https://www.imf.org/external/np/sta/ir/che/eng/curche.htm
http://www.bfs.admin.ch/bfs/portal/fr/index/themen/18/01/key/02.html
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1 Reasonable tax regime for corporations and individuaBwitzerland has one of the
lowest corporate tax burdens in the OE&D

91 Access to inexpensive capltaFor example, rates on 1 month deposits have been
under 3% for over 15 years.

19 http://www.nationmaster.com/graph/lab_stiabor-strikes
" paying Taxes 20X0The GlobaPicture International Finance Corporation, Price Waterhouse Coopers.
http://www.pwc.com/gx/en/payingtaxes/downloadorder.jhtml
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II. Swiss Equities

The Swiss equity marke{she SPI and the SMhdice9 have performed extremely well
relative to other markets.The objective in this section is to \gate this claim ancelaborate
on other factors that address the sizeolatility, diversification anddepth of the Swiss
market.

Key Comparison Assumptions : In the world of equityindices there are many
differences that must be consett for meaningfulcomparison Briefly,we have selected
broad-based, total return indiceg¢dividends reinvestedyenerallycontaining 200¢ 500 of
the top listed equities in each market.

Currency : With regards to currencythe analysisdooked at comparisons in local cur@n
as well asour majorcurrencies(CHF, USD, EUR and GBWile the Swiss market is one of
the leading performers in local currency comparisons across time péfjdtie impact of
the currencyis part of what investors actually experience. Hedgingcilmeency component
of equity allocation can be very expensive aimdpractical. When comparisos are
expressed in a certain currendpey becomemore tangible: ibne investslO0 Swiss Franc
(or EUR, USD or GBP) in the SPI (or S&P, FTSE, etc.) what Wewlorth today in that
reference currency.

Normalization : We have normalized all the indices to a value of 100 at the beginning of
each comparison period.

The Indices: The following are brief descriptions and Bloomberg ticker symbols of the
indicesused for comparison.

1 SPi1The Swiss Performance Index i®tal rate of return index of Q0+ stocks issued
by Swiss companies whose shares are traded on the Electronic ERysteam.

1 SMIC The SMIC represents the total return (dividends reinvested) @Skl The
Swiss Market Index is a capitalizatiaeighted index of the 20 largest and most
liquid stocks of the SPI universe.

1 SPXT SPXTepresents the total return (dividends reinvested) of the S&P.500

1 FTPTT350The FTPTT356presentsthe total return of the FTSE 350.

1 CDAX The CDAX Performance Indexa total return index, whichepresents the
German equity market in its entirety, i.e. all companies listed on the Frankfurt Stock
Exchange.

1 TPXDDVD The TPXDDVD represents the total return of thelROndex. ThEOPIX,
Tokyo Stock Price Index, is a capitalization weighted index of all companies listed on
the First Section of the Tokyo Stde€kchange.

2 The Swiss market is the best performer in our latarency comparison (stripping out the foreign exchange
effects) over 20 years and marginally trails the FTSE 350 for the 10 year, 5 year and 2 year comparisons.
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SBF120NT The SBF120NT represents the total return of theBEHndex, which is

a capitalizatioaveighted index of the 120 most highbapitalized and most liquid
French stocks traded on the PaBourse.

NDUEAWXZ The NDUEAWXIAdex is the MSCI World Daily Total Return Net Ex
Switzerlandexpressed in USD:

NDDUEXSZ The NDDUEXSZ is the MSCI Daily Total Return Net Europe EXx
Switzerland expressed in USD.

NDUEEGFThe NDUEEGF Index is the MSCI Daily Total Return Net Emerging Markets
Index expressed in USD.

MVUDNC The MVUDNC Index is the MSCI Daily Total Return dteicNndex
expressed in USD:

The following graphs represent a subset of our analysis. The full database of analysis is
available to our clients and can be obtained by contactingtusugh our website
(www.asim.com). Here is a summary of the following graphs

=4 =4 4 4 48 48 4 - 2

Figure 4 20 years, CHF, developed market

Figure 510 years, CHF, developed markets

Figure 610 years, USD, developed markets

Figure 710 years, EUR, developed markets

Figure 810 years, GBP, developed meik

Figure 95 years, CHF, developed markets

Figure 102 years, CHF, developed markets

Figure 1110 years, CHF, including emerging markets
Figure 1210 years, 260 trading day annualized volatility

'3 Al graphs through December 3, 2009. Source: Bloomberg.

www.as-im.com Page7


http://www.as-im.com/

Why Switzerland? AS Investment Manageme

Figure4

Comparison Period20 year. We have arbitrarily chosen 20 years as the outer limit of what one might call the modern era. Going backwards
beyond 20 years may place us outside thevant and expectedinancial, geepolitical, sociepolitical, regulatory and economicamework
limiting the use of the comparison.

Indices SPI $witzerland- red), SPXTUS- green), FTPTT350K - orange), CDAX~(ance- blue), TPXDDVDgpang Grey). Our 20 year
comparison did not include the other indices outlined previously as their data does not ebaekdo that date

CurrencyCHF2 KAt S GKS 3INI LK 0SSt 2g micé idAHFNie inGedt also KIS NJF 2 NJD& R yizi HIRSaVENWNRK D. t
local currency. The EUR did not exist 20 years ago.

SPI Index - Last Price (R1) 486.6051
SPXT Index - Last Price (R1) 309.2723

CDAX Index -L.ast Price {(R1) 234.1406
[TPXDDVD Index - Last Price (R1) 39.8959 |
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~— T — e R ¥39.8050 |
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Copyright 2009 Bloomberg Finance LP
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Figure5
Comparison Period10 year.

Indices SPIQwitzerland- red), SMIC (Switzerland black), SPXTUS- green), FTPTT35WK - orange), CDAXGEermany- blue), SBF120NT
(France- purple), TPXDDVD4pan dark orange), MVUDN®I¢rdic- dark blue)

Currency CHFE

=180
SPI Index - Last Price (R1) 109.9545
SMIC Index - Last Price (R1) 104.1939
SPXT Index - Last Price (R 58,1733 160
CDAX Index - Last Price (R1) 83.6083
[SBF120NT Index - Last Price (R1)  82.0772
MVUDNG Index - Last Price (R1) _95.0623
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Figure 6
Comparison Period10 year.

Indices SPI (Switzerlandred), SPXT (USgreen), FTPTT350 (Ukorange), CDAX (Germanyblue), SBF120NT (Franegurple), SMIC
(Switzerland black), TPXDDVD (Japatark orange), MVUDNC (Nordidark blue).

Currency USD

SPI Index - Last Price (R1) 170.6005
SMIC Index - Last Price (R1) 161.6635
SPXT Index - Last Price (R1 89.7798

CDAX Index - Last Price (R1) 129.7411

[SBF120NT Index - Last Price (R1) 127.3518 =200

MVUDNG Index - Last Price (R1) 147.176_

/=
_/' 114 5161
fj.

7N ! 100

A

89.7792

BETTEs

=50
Mar Jun Sep Dec Mar Jun Sep Dec Mar Jun Sep Dec Mar Jun Sep Dec Mar Jun Sep Dec Mar Jun Sep Dec Mar Jun Sep Dec Mar Jun Sep Dec Mar Jun Sep Dec Mar Jun Sep Dec

2000

2001 2002 2004 2005 2006 2008 2009
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Figure7
Comparison Period10 year.

Indices SPI (Switzerlandred), SPXT (USgreen), FTPTT350 (Ukorange), CDAX (Germanyblue), SBF120NT (Franegurple), SMIC
(Switzerland black), TPXDDVD (Japatark orange), MVUDNC (Nordidark blue).

Currency EUR

SPI Index - Last Price (R1) 116.7052
SMIC Index - Last Price (R1) 110.588 =160
SPXT Index - Last Price (R1 61.5594

CDAX Index - Last Price (R1) 88.7517
[SBF120NT Index - Last Price (R1)  87.1182

MVUDNG Index - Last Price (R1) 1006154 L 140

~f
615504 |
T

Mar Jun Sep Dec Mar Jun Sep Dec Mar Jun Sep Dec Mar Jun Sep Dec Mar Jun Sep Dec Mar Jun Sep Dec Mar Jun Sep Dec Mar Jun Sep Dec Mar Jun Sep Dec Mar Jun Sep Dec
2000 2001 2002 3 2004 2005 2008 2008 2009
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Figure 8
Comparison Period10 year.

Indices SPI (Switzerlandred), SPXT (USgreen), FTPTT350 (Ukorange), CDAX (Germanyblue), SBF120NT (Francepurple), SMIC
(Switzerland black), TPXDDVD (Japatark orange), MVUDNC (Nordidark blue).

Currency GBP

SPI Index - Last Price (R1) 169.546
SMIC Index - Last Price (R1) 160.6342
SPXT Index - Last Price (R1 89.3573

CDAX Index - Last Price (R1) 128.9671
[SBF120NT Index - Last Price (R1) 126.5847

MVUDNG Index - Last Price (R1) 146 4226

=100

Mar Jun Sep Dec Mar Jun Sep Dec Mar Jun Sep Dec Mar Jun Sep Dec Mar Jun Sep Dec Mar Jun Sep Dec Mar Jun Sep Dec Mar Jun Sep Dec Mar Jun Sep Dec Mar Jun Sep Dec
2000 2001 2002 2003 2004 2005 2008 2007 2008 2009
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Figure9
Comparison Period5 year.

Indices SPI (Switzerlandred), SPXT (USgreen), FTPTT350 (Ukorange), CDAX @@mnany - blue), SBF120NT (Franegurple), SMIC
(Switzerland black), TPXDDVD (Japatark orange), MVUDNC (Nordidark blue).

Currency CHF.The CDAX tied with the SPI over the past five years. However, the SPI andg@kbrmedin EUR, USD ar@BP.

=220
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TPXDDVD Index - Last Price (R1)  86.469
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FigurelO
Comparison Period2 year.

Indices SPI (Switzerlandred), SPXT (USgreen), FTPTT350 (Ukorange), CDAX (Germanyblue), SBF120NT (Franegurple), SMIC
(Switzerland black), TPXDDVD (Japatark orange), MVUDNC (Nordidarkblue).

Currency/ | C® 2 KAfS GKS INILK o0St2g AffdzaAONIGSa GKS {tLQa |yRD{alLQa
and GBP.

=100
a0
=
\ e
\‘\ 7
_ S
55"

SPI Index - Last Price (R1) 79.6351 z =60
SPXT Index - Last Price (R1) 71.2439 =
CDAX Index -L:aat Price (R1) 63.0159
SBF120NT Index - Last Price (R1) 66.8801 -
SMIC Index - Last Price (R1) 80.5081 ) =
[TPXDDVD Index - Last Price (R1) 71.5304 S / Lo
MYUDMC Index - Last Price (R1)  63.7697 S

40
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10-Dec-2009 17:36:19
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Figurell
Comparison Period10 year.

Indices SPI (Switzerlandred), SPXT (USgreen),NDDUEXSZ (MSCI Europe Ex Switzerlarahge), NDUEEGF (MSCI Emerging Markets
blue), SMIC (Switzerlandblack).

Currency CHF. While the Swiss market has clearly outperformed in the developed world, the emerging markets have had a deoade of str
(and volatile) performance.

250
SP! Index - Last Price (R1) 110.2376 200
SPXT Index - Last Pnce (R1) 56.2603
NDUEEGF Index -Last Price (R1)  159.0248
SMIC Index - Last Price (R1) 104.43
159.0248
=150
=100
50
Mar Jun Sep Dec Mar Jun Sep Dec Mar Jun Sep Dec Mar Jun Sep Cec Mar Jun Sep Dec Mar Jun Sep Cec Mar Jun Sep Dec Mar Jun Sep Dec Mar Jun Sep Dec Mar Jun Sep Dec
2000 2001 2002 2003 2004 2005 2006 2007 2008 2009 20

11-Dec-2009 11:18:13
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Figure 12

Volatility : The volatility of the Swiss market has generally been Idinam other markets (and significantly lower than emerging markets).
For example,iace this last financial crisis, the volatility of Svascks has been at leastthird lower than the S&P 500

Indices SPI (Switzerlandred), SPXT (USreen), NDDUEXSZ (MSCI Europe Ex Switzentaadge), NDUEEGF (MSCI Emerging Markets
blue), SMIC (Switzerlandlack).

Measurement Volatility far past 260 trading day (1 year) annualized since 2000.

SR Index - Volatility 260 Day (R1) 21.8534 [
SPET Index - Volatility 260 Day (R1) 33.6507 )

MOUEEGF Index - Volatility 260 Day (R1)  28.2741
SMIC Index - Volatility 260 Day (R1) 23.1197

Mar Jun Sep Dec Mar Jun Sep Dec Mar Jdun Sep Dec Mar Jdun Sep Dec Mar Jun Sep Dec Mar Jun Sep Dec Mar Jun Sep Dec Mar Jun Sep Dec Mar Jun Sep Dec Mar Jun Sep Dec
2000 2001 2002 2003 2004 2005 2006 2007 2008 2008 20

16-Dec-2009 12:15:03
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Size, Liquidity & Valuation : The Swiss market isughly a USD/CHFtrillion dollar
market. In terms of size, it is larger than a number of European indices and smaller than the
UK and certainly the US. Volume is not heavythe medium and smaller stocks
Furthermore, the SMI, which contains the 20 largest and most liquid statkhe SPI
universe, account for about 85% of the market capitalization of the Swiss equity market.
This may represent a risk farvestorsin this market and underlines, from admittedly our
seltserving perspective, the need for speciastissfocusel asset manager.

Figure 13Volumeof Traded Shares and Market Capitalization ®¢lectMarkets

Market Volume (100 day average) Current Market CapCurrency
SWISS MARKET INDEX 62,126,960 816,247,437,500 CHF
SP| SWISS PERFORMANCE IX 73,980,600  1,020,180,187,500 CHF
AEX-Index 108,525,600 330,173,375,000 EUR
OMX STOCKHOLM 30 INDEX 125,632,300  3,343,243,500,000 SEK
BRAZIL BOVESPA STOCK IDX 167,954,600  1,459,539,750,000 BRL
SBF 250 INDEX 200,826,200  1,251,534,750,000 EUR
IBEX 35 INDEX 281,099,800 514,693,593,750 EUR
NASDAQ COMPOSITE INDEX 643,075,000  3,608,595,750,000 USD
FTSE Italia All-Share 917,602,000 440,237,062,500 EUR
S&P 1500 Composite Index 1,285,357,000 11,409,790,000,000 USD
FTSE ALL-SHARE INDEX 1,589,609,000 1,595,684,625,000 GBP
HANG SENG INDEX 1,803,880,000 10,792,780,000,000 HKD
TOPIX INDEX (TOKYO) 2,016,282,000 297,978,900,000,000JPY

Source: Bloomberg - 11/12/2009. Expressend in currency of respective index.

Figure 14 Valuation of Swiss eqtties has generally beein line with developed market
levelsat times trending higher to reflect the high quality of compéags.

Market P/E - Estimatt
SWISS MARKET INDEX 15.79
SPI SWISS PERFORMANCE IX 16.37
AEX-Index 16.22
OMX STOCKHOLM 30 INDEX 17.63
BRAZIL BOVESPA STOCK IDX 17.11
SBF 250 INDEX 16.13
IBEX 35 INDEX 12.02
NASDAQ COMPOSITE INDEX 25.62
FTSE ltalia All-Share 15.35
S&P 500 INDEX 17.57
FTSE ALL-SHARE INDEX 14.62
HANG SENG INDEX 17.18
TOPIX INDEX (TOKYO) 36.78,

Source: Bloomberg - 11/12/2009. Based on Bloomberg consensus
estimate for next four quarters.

www.as-im.com Pagel7
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Diversification : The Swiss market provides far good level of wersification across
sectors as well as exposure to grbwn the international markets with a bias to defensive
sectors. Many of these companies have leading positions in their respective sectors.

Figurel5: ICB Sector Weights for Select Indices

SBF 250 CDAX UKX SPX SPI
Oil & Gas 12.28% 0.77% 20.42% 11.31% 0.17%
Basic Materials 6.17% 18.85% 12.53% 2.91% 4.25%
Industrials 14.75% 16.43% 4.13% 11.47% 12.64%
Consumer Goods 12.61% 13.96% 12.46% 10.94% 24.65%
Health Care 8.51% 3.69% 8.94% 12.55% 32.31%
Consumer Services 10.72% 2.95% 8.55% 11.49% 0.69%
Telecommunications 3.93% 5.04% 6.80% 3.10% 0.99%
Utilities 7.29% 13.61% 3.65% 3.91% 0.22%
Financials 20.97% 18.27% 21.85% 14.54% 23.30%
Technology 2.78% 6.42% 0.65% 17.78% 0.77%,

Swiss companies operate globally and have benefitted significantly from growth in the
emerging markets and elsewhere in theneb For Swiss investors, this has arguably been a
safer conduit tointernational and emerging markets exposuaed diversification with
limited currency risk, than some of the strategies proposed by local advisors.

Figure 16: Revenue Breakdoviay Geogaphy for Select SMI Companies

Revenues Europe Americas Asia Other
ABB LTD-REG 34,912 15,815 6,428 8,967 3,702
ACTELION LTD-REG 1,474 678 615 180
ADECCO SA-REG 19,965 11,714 2,697 5,554
HOLCIM LTD-REG 25,157 9,788 8,620 5,413 1,336
LONZA GROUP -REG 2,937 1,418 1,092 427
NESTLE SA-REG 109,908 28,153 33,134 17,130 31,491
NOVARTIS AG-REG 41,459 18,034 16,286 7,139
ROCHE HLDG-GENUS 45,617 18,755 20,179 6,310 3
SGS SA-REG 4,818 2,643 1,026 1,149
SWATCH GROUP-BR 5,677 2,692 545 2,321 119
SYNGENTA AG-REG 11,624 4,290 5,878 1,456
SYNTHES INC 3,193 825 2,059 309
Percentage of Revenues 37% 32% 14% 16%

Conclusion: The Swiss equity markets have been one of the best performing developed
markets over the past 20, 10, 5 and 2 yeaith lower volatility than other equity markets

an impressive record. This market contains many-iggdity names, provides ample sector
diversificationand geographic diversification as many Swiss companies compete globally.
The Swiss market is not a very deep markatticularlyoutsidethe SMI.

www.as-im.com Pagel8
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Many factors have contributed to theut-performanceof the Swiss markeincluding,a
strong and stable currency and a stable busiAessdly environment. We will discuss
these elements next.

www.as-im.com Pagel9
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[Il. Swiss Currency

An investor in the Swiss equity markeds one considering investing in this market must
have a view on the Swiss Franc. The hedging of long ¢éguity assetss expensive,
impractical and arguably undesirablélhe aim of this section is to investigate if thaese
structural support for the arrency or if it is under threat of long term devaluation, which
may detract from equity performance. The aim is not to idensifiort or medium term
currency trading opportunities.

Historical Strengthening : Over the past 40 years, tteHF hastrengthered versus
world currencies and especially thiSD

Figure 17: USITHF Exchange Ramcel971 with Moving Averages (5, 10, 20 years)

We will look at three approaches for evaluating the relative strength or weakness of the CHF
and argue that the modeBRNRA @Sy o6& | O2dzy G NE Q& &G NUHzOG dzNJ f
has been the best at predicting the movement of the CHF. This model bodes for continued
long term support for the Swiss Franc.

Fundamental Equilibrium Exchange Rate (FEER) : If we apply @her the IMF

CGER (Consultative Group on Exchange Rate Issues) Macroeconomic Balance Model or the
Petersen Institute Fundamental Equilibrium Exchange Rate (FEER) Model to the Swiss Franc,
both models indicate an undervaluation of the CHF. Many econorbiisve that the
OdzNNByYy G | 002dzy G I LILINRPIF OK G2 YSFadaNARy3 | OdzNT
This structural current account surplus has resulted in a gradual and significant appreciation

in the Swiss Franc over the past forty years.

Simpy described, the model is applied in the following fashion:
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1 Measure the current accourfCA)balance as a percentage of GDP for the currency
in question. Switzerlad has consistently shown a Gérplus.

1 Estimate a target CA/GDP%.

91 Derive the level of chage in CA/IGDP% from current levels to target lemelsded to
reach equilibrium

1 Apply adjustment factors to the change based on the elasticity of imports and
exports to movements in foreign exchange rates.

Figure 20: Switzerland IMF Estimates Current Agtaas a Percentage of GDP

This seemingly complicated approach is simply saying that a country with a high CA surplus
(deficit) would expect to withess an appreciation (depreciation) in its currency as it moves to
an equilibrium target CA/IGDP%. The Pste Institute for International Economi¢s
applies this mode on major world currencies and estimates that CHF is undervalued
compared to the UShy 29% (as of March 2009) with a target rate of CHF 1.00 = USD 0.90
(currently USD 1.08 November 31, 209).

Real Effective Exchange Rate (REER) The Real Effective Exchange Rate, or REER,
methodology for evaluating the strengths or weakness of a currency looks at the current
exchange rate of a currency versus a basket of other currencies (weighted based on the
level of bilateral trade) and compes that rate to a long term average¢he 10 year moving
average. The idea is that, short and medium term, the currency would tend to revert to the
10 year moving averageBased onthe REERnethodology, the Swiss Franc is slightly
overvalued and is currently at 4% (BIS calculati@n3% (JP Morgan calculation) above its

10 year moving averageHowever, as can be visually seen from Figure 18, REER has been

142009 Estimates of Fundamentdjuilibrium Exchange Rateilliam R. Cline & John, Williamson, Peterson
Institute for International Economics, Policy Brief Number PBDQlune 2009.
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erroneously predicting a CHF dewation most of the time for the past four decadess it
continued to strengthen.

Figure 18: JPMorgan Real Narrow Effective Exchange Rate for CHR2QQ3With Moving
Averages (5, 10, 20 years)

Purchasing Power Parity (PPP): The PPP concept is easdgptured by the
902y2YAaiQa . A3 aldO LYRSEO® {AYLX @& Ldziz AT
that is comparable across regions) in Switzerland is higher than in the US, then that implies
that the Swiss Franc is overvalued compared to the US@:application of this concept can

be further refined and made more accurate and complicated.

Figure 19: PPP Implied USIMF Exchange Rate (IMBlue, Bloomberg Green) versus
Actual USBECHF Exchange Rate (récm 19832009
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PPP analysis shows thahe CHF is significantly overvalued in a range of 25% to 65%
versus the USD.More sophisticated PPP derivative models such as the Goldman Sachs
GSDEER Currency Model currently show the Swiss Franc as being 18% overvalued compared
o the USD: For all osuiving in Switzerland, the PPP conclusions feel correct. Life seems
expensive here compared to many places abroad. However, similar to the situation with the
REER model, a key point to observe (and illustrated in Figure 19) is that CHF has appreciated
in contradiction to PPP expectation.

The Euro: ¢ KS {gArA&aa DbldA2ylLt .lFyl1Qa RSOflFINBR 2062
level of under 2%.In the past decade, inflatiohashovered at around 1%. However, the

SNB has also aimed at a stable EURC SEOKI y3S NI GS Ia GKS 9dzN
largest trading partner and a meaningful percentage of the Swiss work force lives in
Germany and France along the Swiss border. Thisigolarly observable as the EGRIF

exchange rate has fluctuated tveeen 1.5 and 1.6 for most of the decade existence of the

Euro.

Figure 21: EUR CHF Exchange Rate sirz0

As we will see in the next section, there is pressure on the Swiss Franc to appreciate against
the Euro. Euro investors considering the Swissket may consider this factor as support
for an unhedged Swiss investment.

www.as-im.com Page23















