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Dear readers,

We hope, you had a good start into the new Year 2017!
This year as well we will assist you with regard to

the management of your assets and to keep you on
track. How do bond-portfolios react on a sudden rise in
inflation expectations? Do inflation-linked bonds

offer protection? If yes, under which circumstances?
More details as well as some important comments you

.

Jirg Meier Markus Hani
Partner, CEO Member of the
Management Board

will find in this issue.
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@ MARKET DATA

MARKETS AND STRATEGIES

The 4th quarter 2016 has led to a number of shifts
within the asset classes. Primarily share prices
increased further and the US markets and Emerging
markets closed the year with an increase of more
than 10%. On the other hand, interest rates went up
towards the end of the year after having reached

Value %QTD %YTD

0 EUR/CHF 10721 -178 -148
I3l EUR/USD 10517 -6.39 -318
Sl Usp/CHF 1019 +490  +169
bl USD/JPY n696  +1540  -271
Switzerland 13623 =284 +132
Europe 24701 -242 +332

' USA 1976.37 -298 +2.65
-g EMMA 366.98 -327 +900
il Inflation linked 31627 -535  +391
High Yield 186.09 -019 +1427
World 45135 -707 +2.09
Switzerland 229547 +080 -342

" Europe 196.34 +612 +2358
:g North America 5786.23 +338 +10.89
u%_'- Pazific 521896  -103  +418
EMMA 37984 -416 +1119
World 198.58 +119 +787

Pl Real Estate 3623.05 -539  +499
.% Raw materials 8751 +254  +11.39
3l Gold ns227  -l242 +856
Il Private Equity 209508 +234 +876
< Hedge Fonds 1203.46 +115  +250

The investment year 2016 closed on a positive note.
Investment strategies with high weightings in US-
and Emerging markets equities were the most com-
pelling ones. The investment environment was

a low in July. This resulted in price falls on bonds
and other income-producing investments (such as
real estate). Along with the increased investor
confidence, the demand for gold has waned and
the price dropped in the 4th quarter.

Currency Index
CHF SBI Total AAA-BBB
EUR Barclays Cap. Euro-Aggr.
usD Barclays Cap US. Aggr.
usb Barclays EM Hard Currency Agg TR Unhedged USD
usD Barclays Global Inflation-Linked TR Unhedged USD
usb Barclays Global High Yield TR Unhedged USD
usb Barclays Cap GA
CHF MSCI Switzerland Net
EUR MSCI Europe Net
usD MSCI USA Net
usD MSCI Pacific Net
usD MSCI EM Net
usD MSCI AC World Net
usD FTSE EPRA/NAREIT Glb TR USD
usD Bloomberg Commodity Index
UsbD Gold (1 ounce)
usD LPX 50 Index
usD HFRX Global HF Index USD

Investment strategies in EUR =QTD mVYTD
= égg;ﬁ EUR Growth
-_ é‘g?;j{; EUR Balanced
- 022%  EUR Vield

-_ 7383]31)3; EUR Fixed Income
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generally positive as well on the interest-rate side,
especially in the case of riskier high yield-and emer-
ging markets bonds.

Investment strategies in CHF =QTD mYTD

227%
361%

1.19 %
318 %
-026%
2.53%

CHF Growth

CHF Balanced

CHF Yield

-1.80%
162%

CHF Fixed Income

Values in local currencies; Source Bloomberg; reference date 31.12.2016

Calculation LMM; Period 01.01-31.12.2016 (before costs)



TOPIC

BONDS WITH PROTECTION AGAINST INFLATION

During the months November and December 2016
interest rates have started to point upward and com-
modity prices had a strong upward trend as well.
Many investors were surprised by the fast movement
and they ask themselves whether this is a change

in trend in interest rate markets and whether inflation,
expected by the central banks, returns.

The past has shown, that with a high probability.
stocks, real estate and commodities can provide a
hedge against inflation in the long-term. Bonds,
however, would become under pressure in an environ-

The following example illustrates the payout profile:

ment of rising inflation and interest rates. Bonds
protected against inflation ('Inflation-Linked-Bonds”
or “ILB’s") contain a price index clause, with which

one tries to hedge the inflation risk. The face value of
these bonds will be adjusted periodically according

to the development of a price index (mostly consumer
prices). This means that the repayment amount is
aligned to the change of inflation rates, i.e. rising in-
flation leads as well to a higher repayment amount.

In return, ILB's pay a lower coupon.

1. Year 2.Year 3.Year 4. Year

Price index +/-in % 2% 4 % -1% 2%

Price index clause 102 x 1000 = 102 x 104 x 1000 = 102 x 104 x 099 = 102 x 104 x 099 x 102 =
1020.0 1060.8 10502 10712

Coupon payment 204 212 210 214

TOTAL Return flows 204 + 212 + 210 + 214 + 10712 = 11552

Example: Face Value 1000, Coupons 2% p.a. Duration 4 years, Adjustment to price index ann.

It is obvious, that the price index clause protects the investor from (real) losses in times with strongly

increasing prices. In the reverse case, i.e. during a period of negative inflation, bonds with a nominal value

should be preferred.
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@ LMM INSIDE

LMM WINS AWARD IN DUBAI

On 1 November 2016, LMM has won the Award

in the category "Wealth Management - Innovative
client solution”. The Award was presented on the
occasion of the Wealth Briefing GCC Region Awards,

which was held by ClearView Financial Medit., London.
We are delighted to receive this award and we are
convinced that this will strengthen further our brand in
the middle east region.

INSTITUTIONAL PENSION PROVISION DIALOGUE FALL 2016

Barbara Bertolini staged the Institutional Pension
Provision Fall Dialogue with the friendly support of
LMM Investment Controlling under the motto
“Pension Provision at the Turning Point”. Around

60 experts from Austria, Germany, Switzerland

and Norway, managing assets of more than EUR 320
Billion, followed the invitation to come to Vienna in
order to discuss with economists and high-ranking
representatives of the EU, as well as with the super-
visory authority. Industry experts such as Dr. Wolfgang
Huber, Board member of BONUS Pensionskasse and

Publications

In the current issue 6/2016 of the magazine “Auf-

sichtsrat aktuell” (Linde Verlag), our branch managers
Switzerland and Austria, Markus Hani and Stefan
Kargl, are highlighting the requirements for the inter-

nal control system of a foundation. Their conclusion

Content:
LMM Investment Controlling Ltd. (Head office)
Zollstrasse 32 - P.O. Box 174 - LI-9490 Vaduz

LMM Investment Controlling Ltd. is an independent provider of Investment Controlling services and represents the interests of private

Vorsorgekasse, agreed that there will be an increased
focus again on the costs for the asset management.

Cost transparency at all levels of the management,
is in our experience, one of the prerequisites for
an efficient implementation of the investment strategy.

Not only the cost structure of pension funds can be
optimised with an independent cost audit, but it
can also be demonstrated externally with the "LMM
cost transparency seal of approval.”

is, that the functions of the Investment Controlling
cover the most important areas of the internal control
system of a foundation.

The entire article is available for download on our

homepage.

www.lmm-ic.com

and institutional clients towards banks and asset managers. Apart from the head office in Vaduz, LMM has branches in Zurich, Dubai

and Vienna.

Disclaimer: LMM takes the utmost care in compiling the information. We don't grant any warranty. including liability towards third parties, with respect to the
accuracy, relevance and completeness of the information and opinions published in this newsletter.
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