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Market Commentary

Pivot to Asia?

Key Points

Using the HOLT® Country Ranking Model,
we select 10 country ETFs to implement our
favored country selection strategy.

March Performance in line with MSCI AC World
Our country portfolio formulated using the HOLT® Country Ranking
Model slightly underperformed the MSCI All Country World Index by 20
bps from 3/7 to 4/2). Since inception in September, the country model
has outperformed by 5%.

This month our model ETF portfolio has a
long position in: South Africa (EZA), Italy
(EWI), Japan (DXJ), Taiwan (EWT), Canada
(EWC), Hong Kong (EWH), Switzerland
(EWL), the U.S. (VTI), Korea (EWY), and
Germany (EWG).



Portfolio changes for April

Exhibit 1: Performance of country portfolio
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In HOLT’s latest full country ranking report:
 Our report for April has three Asian countries meaningfully improving
their ranks; Taiwan, Hong Kong and Korea. Improving ranks for
Asian countries has been primarily driven by attractive valuation
characteristics. When combined with Japan, Asia currently
represents 40% of the weight in our model portfolio, nearly 2x the
weight of the MSCI All Country World index.
 Improving market sentiment combined with the highest CFROI
sentiment rank propelled South Africa to our top overall rank in April.
While South Africa has underperformed the AC World index by over
18% (in USD terms) in the year to Feb 2014, in March 2014
performance reversed and South Africa outperformed by almost 6%.
 Japan and Italy remain our longest standing positions, having
received full 12% weights in our model portfolio every month for the
last year. While Asia is well represented in our portfolio, China fell
out of our top 10 rankings for the first time in 9 months.

Source: Credit Suisse Trading Strategy

Exhibit 2: HOLT country ranking model

Exhibit 3: Model ETF Portfolio for HOLT Country Model
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1 Month Return

Ticker

South Africa
Italy
Japan
Taiwan
Canada
Hong Kong
Switzerland
United States
Korea
Germany
Source: Credit Suisse HOLT
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Country
South Africa
Italy
Japan
Taiwan
Canada
Hong Kong
Switzerland
U.S.
Korea
Germany

ETP
EZA
EWI
DXJ
EWT
EWC
EWH
EWL
VTI
EWY
EWG

Name
Weight
iShares MSCI South Africa ETF
12%
iShares MSCI Italy Capped ETF
12%
WisdomTree Japan Hedged Equity Fund
12%
iShares MSCI Taiwan ETF
12%
iShares MSCI Canada ETF
12%
iShares MSCI Hong Kong ETF
8%
iShares MSCI Switzerland Capped ETF
8%
Vanguard Total Stock Market ETF
8%
iShares MSCI South Korea Capped ETF
8%
iShares MSCI Germany ETF
8%

Source: Credit Suisse Trading Strategy

For complete information regarding the ETPs
mentioned in this report, please refer to the
prospectus for each fund found on the respective
ETP provider’s website.
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Exhibit 4: Country portfolio composition history

Picking our model ETF Portfolio
In April, new additions to our top 10 include South Africa, Hong Kong,
and Korea. Falling out of the top 10 are China, the U.K., and Australia.
For the purposes of limiting portfolio turnover, the remaining countries in
the portfolio will be represented by the same ETFs as previously.

Selecting country ETFs
New additions:
South Africa – The iShares MSCI South Africa ETF (EZA) is the only
choice for pure exposure to South Africa. The ETF trades about
$30mm/day and maintains a bid-ask spread roughly on par with its
underlying (see Exhibit 5).
Hong Kong – The iShares MSCI Hong Kong ETF (EWH) is the choice
for the portfolio with the most liquidity and market-cap weighted
methodology. First Trust has an AlphaDex option for those looking to
take more of an active bet using their scoring methodology (ticker FHK)
and iShares also has a small-cap product (EWHS) for those looking for a
higher beta.
Source: Credit Suisse Trading Strategy

Korea – There are several products that offer exposure to Korea. The
iShares MSCI South Korea ETF (EWY) is the largest and most liquid as
well as the choice for our portfolio. However, alternatives include:
Exhibit 5: EZA spread in line with underlying (MSCI South
Africa)
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Low cost - HKOR is a newer ETF that tracks the KOSPI 200. Its
38 bps expense ratio is substantially less than competitors.
Currency hedged - DXKW and DBKO help neutralize moves in the
Korean won.
Fundamental themed – FKO uses a fundamental based methodology
and skews towards small size and value factors. However, liquidity is
an obstacle with wide spreads.
Leveraged – KORU is an option for those with high conviction,
providing 3x daily returns of MSCI Korea.
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Source: Credit Suisse Trading Strategy

Other potential enhancements
There are also other product types that offer investors ways to potentially
enhance the portfolio. Tickers for each of these are listed in Exhibit 6:
 Small cap – Small caps usually are a higher beta alternative and
can be a suitable vehicle for high conviction trades.
 Currency hedge –In the current economic environment, currencyhedging is an increasingly important consideration.
 Fundamental – Investors who prefer a fundamental overlay or
weighting scheme should consider these alternatives.
 Leveraged – Leveraged ETPs are generally better suited for
shorter-term plays, but can deliver outperformance if investors
expect consistent upward trending with minimal volatility.

Exhibit 6: ETPs tracking top 10 countries as ranked in HOLT Country Rotation Model (U.S. products not listed due to number of offerings)
Rank
1
2

Country
Weight
South Africa
12%
Italy
12%

Large cap or broad-based
EZA
EWI

3
Japan
12%
EWJ, ITF, JPP, NKY
4
Taiwan
12%
EWT
5
Canada
12%
EWC
6
Hong Kong
8%
EWH
7
Switzerland
8%
EWL
8
U.S.
8%
Excluded for brevity
9
Korea
8%
EWY, HKOR
10
Germany
8%
EWG
Source: Credit Suisse: Trading Strategy

Small/Mid Cap

Hedged currency

Fundamental

Leveraged long

DXJS, DFJ, JSC, SCJ

DXJ, DXJS, DBJP, HEWJ

FJP, DXJ, DXJS
FTW
FCAN
FHK
FSZ

EZJ, JPNL

DXKW, DBKO
DBGR, DXGE, HEWG

FKO
FGM

KORU

CNDA, EWCS
EWHS

EWGS, GERJ
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Methodology
Exhibit A: HOLT country ranking model factors
Factor

Explanation

CFROI Momentum
measures the impact
Analyst Sentiment that changes in
(CFROI Momentum) consensus EPS
estimates have on HOLT
cash flow forecasts

Metrics

CFROI Momentum Breadth: Ratio of
positive to negative revisions to
forecasted CFROI levels within a country
Change in Momentum Breadth: Is CFROI
momentum slowing or accelerating

Market Sentiment
(Price Momentum

How broad has positive
Breadth of Short-term price momentum
price performance been
in the country over the
Breadth of Medium-Term price momentum
short and medium-term

Valuation

Measures the
attractiveness of the
country from a
valuation perspective
relative to the rest of
the market and relative
to the country's history

HOLT Country Ranking Model
The Credit Suisse HOLT Country Ranking Model provides investors with
a monthly index ranking of the MSCI AC World countries using a rulesbased systematic process. HOLT has developed a multi-factor model
based on Valuation, Market sentiment and CFROI® sentiment to rank
countries monthly. We found that this model helps to explain a country’s
performance over time.
The Valuation ranking, which accounts for 1/3 of the country’s overall
rank, measures of the attractiveness of the country based on its
aggregate intrinsic and relative valuation:


Intrinsic value is based on an index weighted-average of HOLT
default DCF valuations for the stocks in the country.



Relative value measures the country’s potential upside/downside
assuming the cash yield of the country reverts to its 10-year median
level.

Absolute Valuation: relative to the rest of
the global equity market is the country
over or under valued
Relative Valuation: Relative to the
country's history, is it cheap of expensive

Source: Credit Suisse Trading Strategy

The Market and CFROI Sentiment rankings each represent 1/3 of the
country’s overall rank and are based on the breadth measures of
changes in price and forecasted CFROI:


Market sentiment measures the long-term as well as the short-term
price sentiment of the stocks in the country.



CFROI sentiment measures the monthly trend as well as the
cumulative changes in future cash-flow returns across the countries
based on I/B/E/S consensus earnings estimates.

The Overall ranking of the countries is a combination of the ranked
valuation, market sentiment, and CFROI sentiment.

Weighting and rebalancing
Ranking updates and portfolio rebalancing will occur on a monthly basis
within the first 10 business days of the month.
Top 10: At each monthly rebalance, the top 5 ranked countries according
to the country ranking model will each be weighted at 12%. The next 5
highest ranked countries will be weighted at 8%.

More than one right choice
When there are multiple choices for a country in the
portfolio, we consider a number of variables,
including liquidity, tradability and suitability of
exposures (note that HOLT country rankings are
determined using MSCI indices).
However, all of these factors can be of different
importance to different investors – not to mention
there are multiple ways to measure these factors.
We fully acknowledge certain products may be
better suited for specific investors depending on
benchmark, exposure, fee preferences, and other
factors.

ETP selection
Country ETPs will be primarily selected based on the following
considerations:


U.S. listed



Benchmark and composition of ETP



Liquidity (both on-screen and underlying liquidity will be taken into
consideration)



Trading bid and offer spreads



Fees/costs incurred holding the ETP (expense ratio, turnover, etc)



For the purposes of minimizing turnover, we generally will keep
existing product choices barring significant developments that
warrant a change.
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To discuss these and other ideas, please contact:

Trading:

Victor Lin +1 415 836 7643 victor.lin@credit-suisse.com
Ana Avramovic +1 212 325 2438 ana.avramovic@credit-suisse.com

Hedge Funds:

Jon Kinderlerer + 1 212 325 1394 jon.kinderlerer@credit-suisse.com

HOLT/Quant:

Michael Valentinas +1 312 345 6178 michael.valentinas@credit-suisse.com
David Rones +1 212 325 2427 david.rones@credit-suisse.com
Gautam Samarth +1 212 325 0688 gautam.samarth@credit-suisse.com

Derivatives

Edward K. Tom +1 212 325 3584 ed.tom@credit-suisse.com
Mandy Xu +1 212 325 9628 mandy.xu@credit-suisse.com
Terry Wilson +1 212 325 4511 terry.wilson@credit-suisse.com

Disclaimer:
Please follow the attached hyperlink to an important disclosure: http://www.credit-suisse.com/legal_terms/market_commentary_disclaimer.shtml . Structured securities,
derivatives and options are complex instruments that are not suitable for every investor, may involve a high degree of risk, and may be appropriate investments only for sophisticated
investors who are capable of understanding and assuming the risks involved. Supporting documentation for
any claims, comparisons, recommendations, statistics or other technical data will be supplied upon request. Any trade information is preliminary
and not intended as an official transaction confirmation. Use the following links to read the Options Clearing Corporation’s disclosure document:
http://www.cboe.com/LearnCenter/pdf/characteristicsandrisks.pdf
Because of the importance of tax considerations to many option transactions, the investor considering options should consult with his/her tax advisor as to how taxes affect the
outcome of contemplated options transactions.
This material has been prepared by individual traders or sales personnel of Credit Suisse Securities Limited and not by the Credit Suisse research department. It is provided for
informational purposes, is intended for your use only and does not constitute an invitation or offer to subscribe for or purchase any of the products or services mentioned. The
information provided is not intended to provide a sufficient basis on which to make an investment decision. It is intended only to provide observations and views of individual traders or
sales personnel, which may be different from, or inconsistent with, the observations and views of Credit Suisse research department analysts, other Credit Suisse traders or sales
personnel, or the proprietary positions of Credit Suisse. Observations and views expressed herein may be changed by the trader or sales personnel at any time without notice. Past
performance should not be taken as an indication or guarantee of future performance, and no representation or warranty, expressed or implied is made regarding future performance.
The information set forth above has been obtained from or based upon sources believed by the trader or sales personnel to be reliable, but each of the trader or sales personnel and
Credit Suisse does not represent or warrant its accuracy or completeness and is not responsible for losses or damages arising out of errors, omissions or changes in market factors.
This material does not purport to contain all of the information that an interested party may desire and, in fact, provides only a limited view of a particular market. Credit Suisse may,
from time to time, participate or invest in transactions with issuers of securities that participate in the markets referred to herein, perform services for or solicit business from such
issuers, and/or have a position or effect transactions in the securities or derivatives thereof. The most recent Credit Suisse research on any company mentioned is at
http://creditsuisse.com/researchandanalytics/

HOLT Disclaimer
The HOLT methodology does not assign ratings or a target price to a security. It is an analytical tool that involves use of a set of proprietary quantitative algorithms and warranted
value calculations, collectively called the HOLT valuation model, that are consistently applied to all the companies included in its database. Third-party data (including consensus
earnings estimates) are systematically translated into a number of default variables and incorporated into the algorithms available in the HOLT valuation model. The source financial
statement, pricing, and earnings data provided by outside data vendors are subject to quality control and may also be adjusted to more closely measure the underlying economics of
firm performance. These adjustments provide consistency when analyzing a single company across time, or analyzing multiple companies across industries or national borders. The
default scenario that is produced by the HOLT valuation model establishes a warranted price for a security, and as the third-party data are updated, the warranted price may also
change. The default variables may also be adjusted to produce alternative warranted prices, any of which could occur. Additional information about the HOLT methodology is
available on request
CFROI, CFROE, HOLT, HOLT Lens, HOLTfolio, HOLTSelect, HS60, HS40, ValueSearch, AggreGator, Signal Flag, Forecaster, “Clarity is Confidence” and “Powered by HOLT”
are trademarks or registered trademarks of Credit Suisse Group AG or its affiliates in the United States and other countries.
HOLT is a corporate performance and valuation advisory service of Credit Suisse.
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