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Caution still called for despite tumbling

records

Comments on the long-term performance of equities and bonds
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Market review of 2017

Swiss equities

The Swiss equity market, as
measured by the broadly diver-
sified SPI, ended the past year
with a performance of +19.9%.
This was not an absolute record
but still the third-best result
since the financial crisis in 2008.

The Swiss equity market has
thus joined the ranks of the
major stockmarkets in terms of
trends: The S&P500 and the
Nasdaq closed the year up just
under 22% and 30% respective-
ly. As measured by the Nikkei,
the Japanese equity market was
also up by a solid 21%.

The very strong performance of
the global economy and contin-
ued expansion of monetary
policy worldwide had a marked
positive impact on the Swiss
equity market. All of this hap-
pened despite a number of
uncertainties (the action of the
American government, elections
in France and Germany, the
continuing lack of clarity over
Brexit, but also political tension
between Russia and Turkey, the
USA and North Korea as well as

the still-unresolved Syrian
conflict).

Swiss investors were, however,
faced with currency fluctuations
— some of them substantial — on
their foreign investments: In-
vestments in US dollars suffered
a currency loss of approximately
4%, while investments in yen
lost almost 1%.

Swiss bonds

What we can say about the
Swiss bond market is virtually
the contrary of what we have
said about the Swiss equity
market. Last year saw the sec-
ond-worst performance in the
past 10 years. The Swiss Bond
Index, which reflects a portfolio
of first-class domestic bonds
with an A-AAA rating, posted a
slight loss of 0.04%.

Inflation

There is some positive news
here as we are seeing mild
inflation again in Switzerland.
Prices rose by 0.8% in 2017. The
average annual inflation rate
over the last year was +0.5%. We
can therefore look back on the
first year since 2011 when aver-
age annual inflation was always
positive.

Long-term results

In our long-term review since
1925, shares have reached a new
high (both in nominal and real
terms). Because of the (slightly)
negative result for bonds, the
previous all-time high was
reached last year.

In our comments on the 2011
results (equities recorded a 7%
loss and bonds a gain of 7%), we
concluded that as a long-term
investor you also have to catch a
falling knife once in a while: we
felt that while caution was
appropriate, panic-exiting the
stockmarket was not. And the
ensuing years were to prove us
right. After the three years that
followed, with in some cases
high double-digit overall returns
and a rather disappointing 2015,
we spoke of the thrill of the
roller coaster ride and came to
the conclusion in the following
year that doing nothing was not
an alternative either.

What we can advise inves-
tors today who want to in-
vest their money

The historical data speak for
themselves: over investment




periods of more than 13 years,
investments in Swiss equities
have never posted a negative
return.

We have prepared a visualisa-
tion in the form of a yield trian-
gle; this can be downloaded
from our homepage
(http://langfriststudie.pictet).

Figure 1 is an extract from the
Pictet yield triangle. The chart
shows the annualised perfor-
mance for each investment
period from the beginning of
2003 to the end of 2017.

The white diagonals separate 5-
and 10-year investment periods.

Examples:

Those who invested in the Swiss
stock market at the beginning of
2008 were able to record an
average annual performance

of -6.3% in this four-year period
at the end of 2011.

Figure 1: Extract from the Pictet yield triangle

2.9

-1.7 -25

177 42 38

IIIIIIIII'I 106 8.6

130 187 183 112 95

27 77 131 142 94 83

-14 06 46 93 109 76 69

- 87 67 82 113 124 92 84

12,6

8.3
114
11.7
103

8.8
10.0

B oo

69 142 200

356 2005

2006

01 98 (178 150 164 2007
188 73 19 29 59 & o008

99 67 05 58 60 &2 g 2009
58 -44 02 54 56 75 B 200
63 61 -12 34 38 57 S oom
19 16 13 51 53 68 E oo
21 18 40 71 71 83 2013
36 31 49 77 76 87 2014
35 31 47 72 72 82 2015
29 26 41 65 65 15 2016
45 41 54 74 74 83 2017

Kauf zu Beginn des Jahres

o
—
o
N

2017
2016
2015
2014
2013
2012
2011

2009

2008
2007
2006
2005
2004
2003

Source: Banque Pictet & Cie SA; Pictet Wealth Management; http://langfriststudie.pictet

(see @ Figure 1). Similarly, we
saw average performances of
+18.3% (-) and +10.3% (-) for the
years 2012-2014 and 2009-2015,
respectively.

Our analysis of historical returns
shows that no losses were in-
curred in these periods with
equities for investment periods
of more than 13 years.

It is also interesting here to look
at the distribution of returns
over different investment peri-
ods.

Figure 2 shows the distribution
of equity market yields over 5-,
10- and 15-year periods.

This chart underlines our con-
viction that investors with a
long-term outlook and a corre-
sponding willingness to take
risks should hold a high real

value share in their portfolios:
While there were a number of 5-
year investment periods in
which losses occurred, the num-
ber of 10-year investment peri-
ods in which losses occurred
was significantly lower. And
over 15-year investment periods,
there were no longer any in-
vestment periods at all when
shares would have resulted in
losses.
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Figure 2: Distribution of returns over different investment periods
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Risks and secondary ef-
fects

As is always the case on capital
markets, “there’s no such thing as
a free lunch”. In other words, the
long-term advantage of equities
goes hand-in-hand with higher
fluctuations in equity market
yields.

We therefore need to exercise
some caution as far as the high
returns obtained on equity
markets in recent years are
concerned. The monetary policy
of recent years is being increas-
ingly pared back: The Fed is
already tightening its monetary
policy reins, and the ECB is also
thinking about ending its bond
purchasing programme. Political
uncertainties and geopolitical
tensions could have an impact
on the markets as well.

While the fundamentals remain
positive overall, we expect the
fluctuations to increase in 2018.

0-5 5-10 10-15 15-20 >20 <5 -50 0§

Short-term fluctuations but
long-term "security” in terms of
a significantly higher average
performance of shares compared
with bonds. But is it really that
simple?

Investors should not confuse the
long-term advantageous ele-
ment of holding shares with the
buying and selling of shares.

5-10 10-15 15-20 >20

But investing in ETFs — which
has recently come into vogue —
is not without its risks either.

Figure 3 shows the performance
of six different indices for the
Swiss equity market, for which
ETFs are offered.

Studies have long indicated that
selecting an ETF (or the underly-
ing index) is also an active
investment decision. Figure 3
illustrates this with stark clarity:
Over the last three years there
has been a cumulative perfor-
mance difference of almost
fifteen percentage points be-
tween the six indices considered.

Conclusion

Despite the already very strong
performance of markets in
recent years, we believe inves-
tors should continue to imple-
ment an equities quota based on
their individual risk profile.

Figure 3: Trends of various indices for the Swiss stockmarket "
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Numerous examples from the
past show that this type of
investment can result in high
losses.

The long-term results of our
study back up this view: after
all, there have been a number of
far-reaching crises over the past
nine decades. If they had a
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sufficiently long investment
horizon, however, investors
were still able to ride out short-
term losses.

From a tactical and forecast-
based perspective, we have also
come to the conclusion that risky
tangible assets continue to show
room for improvement in view
of the fundamental data.

At the same time, we also see
short- to medium-term risks
with bonds: If inflation does
gain significant momentum, we
can expect rising interest rates,
resulting in losses in the book
prices of bonds.

Author:
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Disclaimer

This document is not directed at, nor intended
for distribution to or use by any person or entity
who is a citizen or resident of, or domiciled or
located in, any locality, state, country or
jurisdiction where such distribution, publication,
availability or use the document be contrary to
law or regulations. The information and data
contained in this document are provided for
information purposes only; the Pictet Group* is
not liable for them, nor do they constitute an
offer, an invitation to buy, sell or subscribe to
securities or other financial instruments.
Furthermore, the information, opinions or
estimates contained in this document reflect a
judgement at the original date of original
publication and are subject to change without
notice. The value and income of the securities or
financial instruments mentioned in this docu-
ment are based on rates from the customary
sources of financial information and may
fluctuate. The market value can be influenced by
changes in economic, financial and political
factors, residual maturity, market conditions and
volatility as well as the creditworthiness of the
respective issuer or reference issuer. Moreover,
foreign currency rates may have a positive or
adverse effect on the value, price or income of
any security or related investment mentioned in
this document. Past performance must not be
considered an indicator or guarantee of future
performance, and the addressees of this docu-
ment are fully responsible for any investments
they make. No express or implied warranty is
given as to future performance. The content of
this document is confidential and may be read
and/or used solely by the person to whom it is
addressed. The Pictet Group accepts no liability
for the use, transmission or use of the data
contained in this document. Consequently, any
reproduction, duplication, distribution, altera-
tion and/or publication of the content is at the
sole responsibility of the recipient of this
document and does not include any liability on
the part of the Pictet Group. The recipient of the
document undertakes to comply with the
applicable laws and regulations of the jurisdic-
tions in which he/she could use the data
indicated in this document. This document is
issued by the Pictet Group. This publication and
its contents may be quoted provided that the
source is indicated. All rights remain reserved.
Copyright 2018. The Pictet Group comprises the
companies mentioned in the Annual Report
(published at: www.group.pictet/berichte).
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