Investment Solutions & Products
Swiss Economics

The wild young things reach
maturity
Real Estate Monitor Switzerland | June 2019

Mortgage market
Imputed rental value
on verge of extinction?

Swiss PropTech Study 2019
Great potential – but not yet
a surefire success

Construction industry
Conversion and renovation
provide a certain stability

Page 5

Page 8

Page 12

Imprint

Publisher: Credit Suisse AG, Investment Solutions & Products
Nannette Hechler-Fayd'herbe
Head of Global Economics & Research
+41 44 333 17 06
nannette.hechler-fayd'herbe@credit-suisse.com
Fredy Hasenmaile
Head Real Estate Economics
+41 44 333 89 17
fredy.hasenmaile@credit-suisse.com
Editorial deadline
May 22, 2019
Publication series
Swiss Issues Immobilien
Visit our website at
www.credit-suisse.com/realestatemonitor
Copyright
The publication may be quoted providing the source is indicated.
Copyright © 2019 Credit Suisse Group AG and/or its
affiliated companies. All rights reserved.

Authors
Fredy Hasenmaile, +41 44 333 89 17, fredy.hasenmaile@credit-suisse.com
Alexander Lohse, +41 44 333 73 14, alexander.lohse@credit-suisse.com
Philippe Näf, +41 44 333 38 49, philippe.naef@credit-suisse.com
Thomas Rieder, +41 332 09 72, thomas.rieder@credit-suisse.com
Dr. Fabian Waltert, +41 44 333 25 57, fabian.waltert@credit-suisse.com

Contribution
Mario Facchinetti, SwissPropTech

2

Real Estate Monitor I Q2 2019

Editorial

Dear readers
When we published our first PropTech report in the fall of 2017, the term “PropTech”
was only really familiar to real estate specialists. The PropTech landscape is now in full
bloom, however, and this term – which stands for “Property Technology” – has now become known to many. For the real estate economy, which is renowned for its inertia,
nothing better could have occurred than the emergence of a couple of hundred agile,
tech-savvy, and forward-looking small companies determined to cast aside conventional
approaches and revolutionize existing business models.
After a hesitant start, the great majority of real estate industry protagonists are now using the services of PropTechs in one form or other, which is now feeding through into
impressive growth figures for PropTech companies – albeit from low levels. But this is
just the beginning. Given the amount of capital tied up in the Swiss real estate market
and the persistently strong appeal of this asset category, the income potential for the
PropTech sector is huge. That said, there is still a long way to go. In many cases, the
turbulent founding years are drawing to a close. Growth requires ongoing capital flows,
and errors made now cannot so easily be rectified through the enthusiasm of the
founder generation and initial start-up capital. With this in mind, PropTech companies
would do well to scrutinize their own performance self-critically and promptly usher in
any corrective measures required in the area of strategy or operational implementation.
In order to support this process, we have conducted another survey in this area. Our
second PropTech report is designed not just to feel the pulse of the PropTech sector,
but also contribute to the improved mutual understanding between PropTech companies on the one hand and established real estate companies on the other. We have
summarized the key findings from our PropTech report in this issue of Real Estate Monitor (page 8).
As a second point of focus, we have explored the planned system change in the area of
imputed rental value taxation. The proposals of the Committee for Economic Affairs and
Taxation of the Council of States are currently at the consultation stage. This committee
is putting forward no less than five variants for future deduction options in connection
with mortgage interest. We have illustrated the possible repercussions of this system
change with a calculation example (page 5).
On behalf of the authors, I hope you find our publication informative and inspiring.
Fredy Hasenmaile
Head Real Estate Economics
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Mortgage market

Imputed rental value on verge of
extinction?
Switzerland’s system of imputed rental value is to be abolished, although there are still
a number of question marks over precisely how this will work. As long as interest rates
do not rise sharply, homeowners would be the beneficiaries of any system change.
System change in the
taxation of residential
property planned

The federal parliament in Bern is planning a system change in connection with the taxation of
residential property. The imputed rental value concept and its taxation are to be abolished for primary residences. At the same time, the deductibility of mortgage interest is to be restricted. In the
future, property maintenance costs will no longer be deductible. Moreover, at federal level, energy-saving deductions, deductions relating to environmental improvements, and deductions for
preservation work in connection with historical buildings will not be possible anymore. However, in
order to do justice to the constitutional mandate to promote home ownership, first-time buyers will
still be able to claim mortgage interest deductions for ten years after purchasing their property.

Reasons for the
planned system
change

The high level of mortgage debt accumulated by Swiss households has increasingly been the
target of both national and international criticism. The system change will seek to eliminate existing incentives not to repay debt. Another aspect of the current system that has come under fire is
the fact that households that repay their mortgage debts (e.g. pensioners) are financially penalized
for doing so. One of the key drivers of the renewed attempt to abolish this concept, however, is
the fact that imputed rental value taxation has on balance become a financial burden for homeowners due to declining mortgage interest rates.

Unclear what
deduction options
will remain

In the consultation process for the various legislative changes, no less than five different variants
are being discussed with respect to the deductibility of mortgage interest: (1) deductions amounting to 100 percent of taxable investment income, (2) deductions amounting to 80 percent of taxable investment income, (3) deductions equivalent to taxable income from immovable assets plus
CHF 50,000 for participations comprising at least 10 percent of the capital stock or nominal capital of a joint-stock corporation or cooperative, (4) deductions equivalent to taxable income from
immovable assets, and (5) no deductions at all.

System change
benefits homeowners
in low interest rate
environment

We have analyzed in detail how such a system change could impact homeowners. For this purpose, we classify a homeowner as someone who has lived in their own home for more than 10
years and still has a loan-to-value ratio of 50%. We are further assuming a purchase price of CHF
750,000 for the home in question.1 Thanks to the very low level of mortgage interest rates at the
moment, our notional homeowner would be better off with any of the proposed alternatives than
he would under the current system (Fig. 1). Under the current system, his taxable income increases by CHF 5,300. With variants 1 and 2, deductions equivalent to taxable investment income (100% or 80%) would be possible despite the abolition of imputed rental value. By contrast,
the situation is rather different with variants 3 and 4: Many homeowners neither own an investment property nor have a sufficiently high stake in a joint-stock corporation or cooperative, so they
cannot benefit from any deductions. With variant 5, no deductions will be possible at all going
forward – including for owners of investment properties or holiday homes.

System change does
not benefit
homeowners if
interest rates are high

The situation would be different if mortgage interest rates were to rise. In a higher interest-rate
environment, homeowners have in the past been able to offset their interest costs through correspondingly higher deductions, as on balance the taxation of imputed rental value has reduced their
taxable income (Fig. 1). Following a system change, homeowners would be worse off under all
the above variants in an environment of high interest rates. The precise level of interest rates at
which this would be the case would depend heavily on the individual situation. However, the federal administration estimates that the system change would be income-neutral under variant 1 with
an interest rate of 3.5%. In other words, homeowners can on average be expected to pay more
than they do today with mortgage interest rates at 3.5% or above.
Other assumptions: investment income from movable assets: CHF 5,000; investment income from immovable assets:
CHF 0; other debit interest: CHF 0; property costs: flat-rate deduction: 20% of rental value (property older than 10 years)

1
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Too many
(questionable)
variants

The many deduction variants put forward, which make it difficult to evaluate the potential consequences of the system change, are jeopardizing the willingness to compromise as originally shown
by tenant and homeowner associations. In this sense, a proposal supported by both sides would
have represented a clear signal for a system change. With the current array of variants, however,
we perceive the intermingling of themes as problematic. For example, with variant 5 private owners of investment properties would no longer be able to deduct mortgage interest. At the same
time, however, rental income would continue to be taxed, which is hardly an appropriate outcome.

Additional deduction
options for first-time
buyers

In keeping with the federal government’s promotion of home ownership, first-time buyers are to
benefit from additional deduction options for their mortgage interest. The current proposal envisages an initial first-time buyer deduction of max. CHF 10,000 for married couples and max. CHF
5,000 for single individuals. However, this will only apply as long as the deductions are not already
possible thanks to investment income (to the extent that this is possible at all, depending on the
variant). The deductions will decline in a linear way over ten years. To start with, the variant eventually chosen will not make any difference to the majority of homeowners (Fig. 2), as many firsttime buyers have to deploy all the capital they can get their hands on to purchase their home, and
are therefore unlikely to be generating investment income from movable or immovable assets.

First-time buyer
deduction only helps
in low-interest
environment

In the current low-interest environment, first-time buyers will also be beneficiaries of a system
change, as even in situations with a high debt financing ratio of 80%, the existing deduction options are lower than the higher costs that arise with imputed rental value (Fig. 2). The calculation
example for a property costing CHF 750,000 with an 80% debt financing ratio, however, shows
that first-time buyers would be more greatly affected by interest rate rises compared to the existing system2. As first-time buyers are typically involuntarily heavily indebted, high interest rates in
the future can be expected to become a problem for them. Up until now, they have been able to
at least partially cushion a high interest burden with the higher deductions.

Absolute first-time
buyer deduction
raises questions

The proposed deduction for first-time buyers raises additional questions when it comes to the
design of the new system. The objective of the absolute deduction cap is likely to be to avoid
providing unneeded support to affluent first-time buyer households in the purchase of a luxury
home. In this context, it should not be forgotten that there are major differences in the pricing
levels of residential property across Switzerland. For example, an average newbuild owneroccupied apartment with 4.5 rooms in the town of Uster currently costs CHF 1,124,000. By
contrast, the equivalent apartment in Delémont could be acquired for CHF 513,000. As the majority of households are restricted in their choice of residence due to their social environment and
working situations, first-time buyers in more expensive regions are at a disadvantage.

Lack of incentive to
carry out renovations

With the discontinuation of the tax deductibility of maintenance costs, it is likely that homeowners
will invest less in renovation measures in the future. This would have a negative impact on the
quality of Swiss building stock, which in the medium to long term can also be expected to feed
through into losses in property value. The decline in renovation activity can also be expected to
impact negatively on the finishing industry, in the form of lower revenues and possible job losses.
In the short term, however, renovation volumes are likely to rise, as a number of already planned
renovations will be brought forward to benefit from the deduction options while these still apply.

Fig. 1: Possible repercussions for existing homeowners

Fig. 2: Possible repercussions for first-time buyers
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Other assumptions: investment income from movable assets: CHF 0; investment income from immovable assets: CHF 0; other debit
interest: CHF 0; property costs: 10% of rental value (newbuild). In the absence of investment income, no differences in variants 1 to 4.
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No system change for
second homes

The system change will not apply to second homes. This is a concession to cantons with a high
proportion of second homes, as otherwise they would be confronted by a significant fall in tax
receipts. Resistance on the part of the affected cantons would be correspondingly high, thereby
significantly increasing the likelihood of a successful referendum. At least from an economic perspective, however, there is no reason to treat primary residences and second homes differently
when it comes to imputed rental value taxation. Owners of second homes would be worse off
under variant 5, as in this case no mortgage interest rate deductions would be possible, despite
the continued existence of imputed rental value taxation. By contrast, the other variants would
yield benefits for owners of second homes from a tax planning standpoint. It is likely that the rules
on intercantonal tax reconciliation would also be adjusted. In this case, incentives would arise for
homeowners to restructure their debt burdens in favor of second homes, for example.

Implementation
before 2022
unlikely

The legislative draft is currently at the consultation stage (Fig. 3). Organizations and interest
groups invited to submit their opinions have until July 12, 2019 to do so. We believe the chances
of the draft being debated by the Federal Assembly prior to the parliamentary elections in the fall
of 2019 to be very low. As things stand, we believe a decision by parliament before the summer
of 2020 is unrealistic. Accordingly, the system change is very unlikely to be implemented before
2022. There could also be a further delay in the event of a referendum being called.

High chance of
realization given
broad-based
legislation

On the basis of the currently known parameters, we consider the chances of the system change
taking effect to be good. The reason for this is that both the Swiss Tenants’ Association and the
Swiss Homeowners’ Association appear to be open to a system change in principle. Previous
attempts to push through a system change failed above all due to the question of the deduction
options that would remain. Accordingly, it will be crucial for both the Swiss Homeowners’ Association and the Swiss Tenants’ Association to give their support to the final form of the planned system change. Otherwise the likelihood of a successful referendum would rise significantly.

Outcome uncertain
with extreme
variants

In the event of the Swiss Tenants’ Association or the Swiss Homeowners’ Association not supporting the final legislation, the outcome of any referendum will be anything but certain. Although
homeowners only account for some 38% of households, the mobilization of voters can be expected to prove decisive. Here the fact that both the voter participation rate and the home ownership rate rise with increasing age is likely to play into the hands of homeowners. Analysis of 13
towns and municipalities in St. Gallen for all referendums since the spring of 2017 confirms this
correlation between age and voter participation rate in no uncertain terms (Fig. 4). According to
our estimates, which are based on homeowner age and voter participation rate by age, homeowners are likely to make up some 45% of all voters. In the current interest rate environment, they are
likely to vote for a system change en masse. As a result, the approval of a just small number of
tenants would be required for a system change. However, how the Swiss electorate ultimately
votes is likely to depend heavily on the final shape of the legislation, and in particular on the shortfall in tax receipts that results. The latter could prove key in mobilizing opposition to the bill.

Fig. 3: Possible timeline of a system change

Fig. 4: Older Swiss more likely to be homeowners and vote more
frequently
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Great potential – but not yet a
surefire success
PropTech companies are the providers of stimuli for digital development in the real
estate industry. They are now causing sleepless nights for managers of established real
estate companies. Many PropTechs have sprung up in Switzerland within a short space
of time.
PropTech landscape
in full bloom

PropTech stands for “Property Technology”, and describes technological innovations aimed at
making the real estate business more efficient. PropTech companies are changing the real estate
business in a lasting way, but are also in turn being shaped by this industry. The large number of
awards, pitches, and “accelerator workshops” reveals the real estate industry’s interest in these
young companies. The former are hoping for innovations and improvements to their processes,
the latter for growth opportunities and potential areas of application for their solutions, which often
necessitate a paradigm shift. Accordingly, the relationship between the real estate industry and
the young PropTech sector is very much a symbiotic one – albeit not wholly free of conflict.

Strong sectoral
growth, huge
potential remains

For the real estate industry, which is renowned for its inertia, nothing better could have occurred
than the emergence of these agile, tech-savvy, and forward-looking small companies determined
to cast aside conventional approaches and revolutionize existing business models. After a hesitant
start, the great majority of real estate industry protagonists are now using the services of PropTech in one form or other, which is now feeding through into impressive growth figures for PropTech companies, albeit from low levels. Given the amount of capital tied up in the Swiss real estate market and the persistently strong appeal of this asset category, the income potential for the
PropTech sector is huge.

PropTech sector
faces acid test

This sector has already reached its first turning point. In many cases, the turbulent early years are
drawing to a close. Growth requires ongoing capital flows, and errors made now cannot so easily
be rectified through the enthusiasm of the founder generation and initial start-up capital. With this
in mind, PropTech companies would do well to scrutinize their own performance self-critically and
promptly usher in any corrective measures required in the area of strategy or operational implementation. It was clear right from the start that not all companies would succeed in this respect.
The landscape of PropTech companies, as mapped out by Schwyter Digital, also has a special
“Cemetery” category designed to preserve from total oblivion those PropTechs that have disappeared or reappeared in another form.

Fig. 5: Founding year of surveyed PropTechs

Fig. 6: Challenges facing PropTechs

“In what year was your company founded (entry in commercial register)?”

“What are the key challenges you are currently facing?” (multiple answers possible)
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Source: Credit Suisse PropTech Survey 2019 (N = 56)

8

Real Estate Monitor I Q2 2019

2016
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Source: Credit Suisse PropTech Survey 2019 (N = 57)
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Second Swiss-wide
PropTech survey

In the fall of 2017 we carried out the first Swiss-wide survey of PropTech companies, in order to
shed light on this new sector. For that survey we deliberately restricted ourselves to companies
founded from 2010 onward, in order to take account of and investigate the start-up character of
the PropTech sector. In our second survey at the start of 2019, classification as a start-up was no
longer a necessary precondition of the analysis. The analysis focuses above all on all companies
that use technology to develop solutions for the real estate industry – irrespective of when they
were founded. Furthermore, this survey is designed not just to feel the pulse of the PropTech
industry, but also contribute to the improved mutual understanding between PropTech companies
on the one hand and established real estate companies on the other. It was therefore important to
us to not only collect information about PropTech companies, but also scrutinize the real estate
industry itself.
Key survey results

Start-up fever has
cooled dramatically

The very first PropTech companies were founded prior to 2010, before this designation even
existed. These were essentially either real estate portals seeking to shake up the marketing of
(and search for) real estate following the turn of the millennium, or companies involved in the programming of software for real estate management. The real wave of start-ups developing solutions for the real estate industry began in 2012/2013, before the PropTech sector then embarked on a dramatic upward trajectory in 2014/2015. There are now more than 200 PropTech
companies in Switzerland, and the sector is gradually becoming established. But we have recently
seen a marked decline in start-up fever (Fig. 5). Only around a quarter of PropTech companies
are still in the start-up or validation phase. Around a half are now in the scaling phase. This phase
is characterized by the fact that almost all other objectives are subordinated to the quest for
growth.

Sales, sales, and
more sales

The increase in sales figures is cited as the most urgent challenge by the PropTech companies
that participated in our survey (Fig. 6). Ranking ahead of raising capital and the appointment of
additional personnel, the broadening of the client base and the increase of sales revenues is the
greatest challenge in all phases of the life cycle. This is linked to the very significant network effects of many digital business models and the pronounced economies of scale that can often lead
to a “winner takes all” situation. For example, the use of an algorithm for an additional client involves only a marginal increase in costs. Any company that manages to make into the front rank
of providers in a specific field of activity has every chance of doing highly profitable business.
Speed is therefore of the essence, prompting many a start-up in the digital area to press ahead
with the broadening of their client base at a time when their business model is not yet selfsustaining. It goes without saying that PropTech companies look to recruit additional personnel
resources during this phase. Programmers and senior sales executives are particularly in demand.

Fig. 7: Factors holding back PropTechs

Fig. 8: Factors holding back the real estate business

“What are the greatest hurdles facing PropTechs when it comes to generating better
sales figures?” (multiple answers possible)
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Roughly 80% of SMEs in Switzerland do not generate any sales abroad. In other words, they
restrict their business activity to various areas of the domestic market. The outlook of PropTech
companies is very different: Just 15% of respondents express no desire to expand internationally.
Around a third already have an international setup, and just under 20% are planning to take this
step over the next 12 months. Overall, more than 80% of PropTech companies are looking to
expand internationally sooner or later. The compulsion to offer one’s own product or service to as
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many clients as possible, and as quickly as possible, makes the urge to expand internationally look
like a logical consequence of company development in the scaling phase.
Not exactly received
with open arms, ...

The PropTech sector has been received very graciously by the real estate industry, but it hardly
appears as if the industry was waiting for it to come along. Just 7% of surveyed PropTech companies describe the real estate industry as “very receptive” to the solutions of young companies.
That said, more than a half of PropTech companies expressed the view that the real estate industry is “fairly receptive”. Above all, PropTech companies face a problem familiar to all newcomers –
a low degree of recognition. With a brand that is almost completely unknown and the marketing
resources of a small company, the task of raising awareness within the real estate industry is a
daunting undertaking. And indeed, PropTech considers this problem to be the greatest challenge
in its drive to increase sales figures rapidly (Fig. 7).

… the PropTech
sector has nonetheless recorded
respectable
results, …

The PropTech sector can nonetheless point to respectable initial successes. Of the respondent
companies taking part in the survey, all had maintained or increased their sales in 2018 (Fig. 9).
90% reported a sales rise, which for more than three quarters of respondents was larger than
50%. Quite a few respondents reported that they had more than doubled sales last year. Given
this background, the bold – and possibly euphoric – growth intentions of the PropTech industry
with respect to personnel appointments becomes easier to understand. Not a single respondent
company is anticipating a reduction in headcount. 88% are expecting further growth in personnel,
which on average works out at a headcount increase of 60% – even though the sector already
recorded significant workforce growth in 2018.

… but that still does
not make it a surefire
success

Despite these remarkable growth figures, the road ahead for these companies remains a long
one, and further successful development is anything but set in stone. On the basis of the information provided by survey participants, we would estimate that only a fifth of PropTech companies
are operating profitably as things stand. Many companies are struggling with the long and complex
decision-making processes that characterize the real estate industry (Fig. 8). Two different worlds
are colliding here. Between the established companies of the real estate industry and the young
PropTech companies there are massive differences in size, flexibility, and operating culture, and
not all of these differences are conducive to collaboration. As an additional factor, while the PropTech sector may have a wealth of knowledge on the technology side, the knowledge of the real
estate business – the “prop” element, so to speak – is rather less well-founded. Less than one
fifth of all company founders have a real estate background. Founders primarily come from the IT
sector (29%) or the tertiary education environment (24%). However, this does have the benefit
that PropTech companies bring a fresh and unencumbered approach to the theme of property.

Fig. 9: Sales development over the last 12 months

Fig. 10: Target attainment
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High market
penetration ...

The PropTech sector is collaborating well with the real estate industry. 86% of respondents work
with PropTech companies or procure one or more products or services from these companies.
42% of real estate companies even state that they maintain business relationships with three or
more PropTech companies. However, the great majority of these partnerships have only developed over the last three years. More often than not, the initiative to enter into a collaborative venture appears to have come from the real estate industry itself. Clearly, real estate companies are
frequently reliant on the assistance of external advisors when it comes to identifying the most
appropriate PropTech offering.

… despite a patchy
track record

When it comes to the attainment of targets through these cooperations, however, there appears
to be a fair amount of room for improvement. Just 18% of real estate companies expressed

10
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themselves wholly satisfied with these shared projects (Fig. 10). That said, a clear majority believe
their objectives have been entirely or for the most part met. By contrast, for 33% of respondents
the objectives were only met in part, and in 12% of cases they were barely met. Only just over a
half of the real estate companies that already work with PropTech companies are planning further
collaboration in 2019. Two fifths of companies have not made a decision in this respect. This
would suggest certain coordination problems are being experienced. Quite a few PropTech companies reveal a genuinely self-critical attitude by suggesting that the added value of their products
remains unclear to end clients (Fig. 7). Indeed, this was cited as the second most important factor
holding PropTech companies back from generating higher sales figures.
Homework to be
done

In other words, the PropTech sector has a fair amount of homework to do if it wants to build on its
successes to date. And the sector is very much reliant on the continuation of its existing development. As mentioned earlier, only around a fifth of PropTech companies are estimated to be profitable as things stand. To this extent, the sector should be taking seriously the measures introduced
to improve interaction between the two different worlds. From the real estate industry, for example, there is a clear desire for greater understanding of the way its decision-making processes
work. Other factors cited as conducive to collaboration include more frequent contacts and more
offerings for pilot projects. In addition, the segments of the real estate industry identified by the
PropTech sector as its key areas only partly overlap with the areas in which the real estate industry itself is looking for fruitful collaboration (Fig. 11 and Fig. 12).

Mutual convergence

It will be interesting to see whether, as further progress is made in the area of mutual collaboration, the PropTech sector will be able to preserve its independence, or whether there will be convergence or indeed mergers between the two areas. 11% of real estate companies have already
acquired one or more PropTech companies, and a further 26% state that they have a financial
stake in one or more PropTech companies. Moreover, it appears likely that the real estate industry
is increasingly trying to exploit the available technology itself internally, and thereby over the
course of time taking over the tasks currently executed by PropTech companies. At some point,
therefore, it is likely to become increasingly difficult to view the two sectors as distinct entities and
research them separately. Once that proves to be the case, however, the goal of PropTech companies – namely, to revolutionize the industry – will have been achieved.

Fig. 11: Disparity in interests between real estate industry and PropTech

Fig. 12: Segments with unexploited and overstretched potential

Target segments of PropTech companies and cooperation potential discerned by real
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potential discerned by real estate industry

Real Estate Industry

PropTechs

Property/Asset management
Consulting/Valuation
Construction/Construction management
Design/Planning/Development
Portfolio management
Facility management
Sale
Short-term rental
Long-term rental
Financing/Crowdfunding
Home services (furniture shipping, etc.)
Corporate real estate
Other
0% 2% 4% 6% 8% 10% 12% 14% 16%

Source: Credit Suisse PropTech and Real Estate Survey 2019

Untapped potential of cooperation
Property/Asset management
Consulting/Valuation
Construction/Construction management
Design/Planning/Development
Portfolio management
Facility management
Sale
Short-term rental
Long-term rental
Financing/Crowdfunding
Home services (furniture shipping, etc.)
Corporate real estate
Other
-6%

-4%

-2%

Excessive focus

0%

2%

4%

6%

Source: Credit Suisse PropTech and Real Estate Survey 2019

Real Estate Monitor I Q2 2019

11

Construction industry

Conversion and renovation
provide a certain stability
The building redevelopment segment is on the up. There are a number of reasons why
this trend could persist for quite some time. But conversion, finishing, and renovation
will only partially compensate for the decline in the newbuild business in the medium
term.
An upturn lasting 15
years

Sales in the construction industry have been on the rise for 15 years now (Fig. 13). Thanks to
high immigration, rising investment in infrastructure, and declining interest rates, the sector has
come through the global financial crisis in good shape. Moreover, the temporary economic weakness and decline in immigration from 2015 onward did not bring about any trend reversal, as real
estate has emerged as an indispensable source of yield in the wake of the SNB’s negative interest rate policy (p. 17).

Residential
construction
passes its peak

But the upturn will come to an end sooner or later. At the moment, a particular source of concern
is the rise in oversupply in the rental apartment market. At the very latest when interest rates finally rise, we are likely to see a correction and a sharp decline in residential construction turnover.
Even though we are not expecting a lasting trend reversal, we do anticipate a certain weakening
of residential construction over the next few quarters, given that significantly fewer residential units
have received construction approval since the second semester of 2018 (p. 15).

Serious competitive
pressures

However, the robust development of turnover in the main construction trade paints an incomplete
picture with regard to the state of the Swiss construction industry. Low market entry barriers have
resulted in significant competitive pressures. The result is low profit margins (below 3% net on
average) and a rising number of insolvency cases for quite a few years now. In particular, builders
specializing in the construction of new apartments who are overwhelmingly active in regions that
already have inflated vacancy rates are faced with the threat of a significant slump in demand.
They would be well advised to anticipate this risk right now and contain the negative repercussions
of such a development with measures such as a revamping of their offering spectrum, a strengthening of their capital bases, as well as joint ventures and innovation projects.

Fig. 13: Robust development of turnover in main construction trade

Fig. 14: Building redevelopment gaining in importance
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The greatest opportunities in building construction can currently be found in the area of building
redevelopment, i.e. conversion, renovation, and finishing. Measured by the number of building
permits issued, 26.7% of the total planned investment volume in building construction related to
such projects in 2018. The proportion of this industry accounted for by building redevelopment is
therefore greater than at any point in the last 25 years (cf. Fig. 14). Indeed, certain regions have
actually recorded as much as a third or more of their total investment volume in this area over the
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last 10 years (Fig. 15). For example, this element is disproportionately high in urban regions with a
scarcity of building land reserves, and in regions with comparatively old building stock.
Drivers: lower interest
rate sensitivity and
sustainability trend...

Two factors in particular point to a continuation of the Swiss-wide trend of growing order volumes
in the areas of conversion, renovation, and finishing: On the one hand, demand for renovation
work is likely to suffer less from future interest rate rises than the newbuild business. Valuemaintaining work typically follows the building lifecycle rather than the interest rate cycle. On the
other hand, the trend toward energy-improving renovations is likely to continue over the coming
years, as such work typically pays off: It reduces operating costs, increases rental income, and
helps companies and consumers to see themselves as sustainably acting protagonists. Moreover,
fiscal incentives will also continue to apply: As part of its Energy Strategy 2050 initiative, the building promotion program of the Confederation and the cantons will be continued and supplied with
additional resources from the CO2 levy.

… as well as vacancy
rates, scarcity of
building land, and the
law on second homes

Various additional drivers apply at regional level. The first of these concerns regions with increased
vacancy rates. Competition for tenants has intensified in these areas. Owners of older properties
that no longer meet modern needs are frequently disadvantaged here. Renovations and conversions give them a way of repositioning their properties in the market. Secondly, building land is
becoming increasingly scarce, particularly in major conurbations, and implementation of the revised Spatial Planning Act will require greater density even outside of these areas. In addition to
replacement newbuilds, conversion and finishing work in connection with additional floors are
measures to achieve precisely this. The third driver is the law on second homes. This restricts
newbuild activity in the affected tourist regions and increases the value of existing properties built
under previous legislation, which are not subject to any usage restrictions. For example, primary
residences covered by previous legislation can be converted and sold or rented as second homes.

Areas where the
construction market
is still growing

Whereas newbuild order volumes are only likely to rise in 31 out of the 110 economic regions over
the next 6 to 18 months, order volumes in connection with building redevelopment are expected to
rise in 56 of these regions, or just over half (Fig. 16). In particular, declining order volumes in the
newbuild business can be partially offset for the time being by renovation, conversion, and finishing work along the Winterthur – Basel axis, as well as in Cantons Vaud, Valais, and Ticino.

Summary: Decline in
the newbuild business can only be
partially compensated
for

However, there is no reason to expect activity in this segment to completely offset the wider decline. The total volume of building construction to have received building approval over the last 12
months is 7.2% lower than the previous year. A hypothetical decline in the newbuild business of
20% – a conceivable scenario given rises in interest rates or a prolonged recession – would require an increase of some 55% in existing building redevelopment work to fully compensate for
this development. That is hardly realistic. However, in such a scenario the finishing industry is
likely to take much less of a hit than the main construction trade, as the latter’s revenues are more
dependent on the newbuild business.

Fig. 15: High proportion of redevelopment business in major conurbations

Fig. 16: Where is the construction market still growing?
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Owner-occupied housing

Growth in mortgage volumes picks up again

Fig. 17: Growth in mortgage volumes – private households
Nominal growth in volumes of mortgages for private households

The growth in mortgage volumes of private households has
regained some momentum recently. In February 2019,
mortgage volumes grew by 2.8% year-on-year. The reasons
for this development are likely to include, on the one hand,
strong economic growth in 2018 coupled with a declining
unemployment rate, which impacted positively on demand
for property. On the other, the sharp fall in mortgage interest
rates since the end of 2018 is also likely to have been a key
driver. However, the potential for a further growth spurt is
likely to be limited given the high equity and theoretical affordability requirements that now apply, in addition to the
current slowdown in economic momentum.
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Production of owner-occupied housing remains in decline

Fig. 18: Construction of owner-occupied housing
Number of housing units, moving 12-month total

Construction of owner-occupied housing continues to decline. Indeed, production of owner-occupied housing can be
expected to reach a new low this year. This situation is unlikely to change for quite some time. Over the last 12
months, the number of building permits issued for condominiums amounted to just under 12,500 – a year-on-year
decline of 13%. That said, the development of planning
applications (–6%) would suggest that the current decline is
exaggerated. The number of approved single-family homes
is likewise in decline. In the last 12 months, building permits
for just 6,300 properties were issued, which equates to a
year-on-year decline of 14%. Over the same period, planning applications declined by 10%.
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Price growth has accelerated since the start of the year

Fig. 19: Price growth for residential property of medium segment
Annual growth rates; dotted lines: average 2000 – 2018

Mortgage interest rates, which have fallen back to very low
levels since the end of 2018, and a low rate of housing
production are clearly feeding through into the prices of
residential property. Price growth has accelerated since the
start of the year. In the first quarter of 2019, the prices of
condominiums were 2.6% higher than in the first quarter of
2018. However, this growth rate remains below the longterm average of 3.8%. By contrast, the prices of singlefamily homes rose by 4.3%, which is higher than the average of 3.2%. For the remainder of this year we are anticipating a weakening of price momentum due to waning economic dynamism. Price growth in the single-family home
segment can be expected to remain higher than for condominiums.
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Rental apartments

Net immigration rises again slightly

Fig. 20: Net migration by nationality
Permanent residential population, 12-month total, including register corrections

Immigration, which had been declining ever since 2015, has
now emerged from its slump thanks to the resurgence in
employment growth over the last two years. Overall, net
immigration over the last 12 months was 5.7% higher than
in the previous year. The largest growth contributions here
come from migrants from the EU-17 states (particularly
Germany and Italy), but also from certain countries in Asia.
Despite the weakening of economic growth, employment in
Switzerland is likely to grow further both this and next year
(forecast: 1.2% in both cases). Accordingly, the slight upward trend is likely to continue for the time being. However,
the high net immigration rates recorded in the years prior to
2016 will not be repeated.
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Fewer new rental apartments planned

Fig. 21: Rental apartments approved for construction
Number of residential units per quarter

In the first quarter of 2019, the number of rental apartments
approved for construction declined sharply, just as it had
done in the two previous quarters. At 5,700 units, this figure
was 1,500 down on the previous year. When measured
against its long-term average and the existing supply overhang, construction activity remains high, even if a certain
slowdown can be expected over the next few quarters.
However, from today’s standpoint it appears unlikely that
this benign environment will persist in the medium term.
Newly submitted planning applications have declined only
slightly over the last 12 months (–2.7%), and we are anticipating investment activity in the real estate area to remain
persistently high (cf. p. 17).
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High level of supply weighs on rents

Fig. 22: Supply rate and development of rents offered
Advertised rental apartments as % of rental apartment supply

Tenants are currently being sought for more than 5% of all
rental apartments. The supply rate, which measures the
proportion of advertised apartments in relation to the existing
supply, may have stabilized in recent quarters, but it is still
near its highest level for 13 years. Outside of the best locations in the major conurbations, market power has therefore
been transferred from landlords to tenants. In order to prevent prolonged vacancies, the former are increasingly having
to adjust rental prices downward. According to Wüest Partner, the rents of advertised apartments were 1.9% lower in
the first quarter of 2019 than in the prior-year quarter.
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Commercial real estate

Weakening of employment growth

Fig. 23: Development of office employment
Annual change in the number of office employees (full-time equivalents), in %

The strong Swiss economy supported employment growth in
2018, resulting in increased demand for office space. Overall employment growth peaked at 2% in the second quarter
of 2018, before then weakening slightly to 1.6% by the
year-end. The primary cause of this weakness was the weak
development of employment in the hotel & catering and
construction sectors. However, as these sectors account for
only a small proportion of office employees, the decline in
office employment growth was not so pronounced overall. A
further weakening of demand for office space should be
anticipated during the remainder of 2019.
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Decline in expansion of office space

Construction approvals in the area of office space are close
to their long-term average of just under CHF 2 billion. However, a noticeable decline in construction values reflected in
planning applications over the last two years – from CHF 2.9
billion in March 2017 to a current level of CHF 1.7 billion –
suggests that there could soon be a decline in the number
of approvals too. A reduced expansion of office space would
support the recovery in the office market. By contrast, retail
space construction approvals have been languishing well
below their long-term average ever since the end of 2013.
Investors are adopting a very circumspect approach to this
market segment, as the boom in online trading has noticeably impacted on retail space.

Fig. 24: Planned production of office and retail space
Construction value in CHF mn, newbuilds/extensions, moving 12-month total
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Source: Baublatt, Credit Suisse; last data point: 03/2019

Mixed developments in regional office leases

Fig. 25: Office leases
Hedonic leasing price index in various regions: Q1 2005 = 100

Rising demand coupled with only moderate expansion in
supply has led to a recovery of office space markets. In
particular, advertised office space in the office markets of
major urban centers has declined noticeably. That said, the
recovery has not yet spread to the suburban and peripheral
office markets. The recovery of office leases is above all
apparent in the City of Zurich, where leases rose by 5% in
2018. In the Basel and Bern regions, office leases have
remained broadly stable in recent years. By contrast, leases
in Geneva and Lausanne continue to decline, although this
situation should change in the event of a continued recovery.
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Real estate investments

Attractive yield premiums of real estate investments

Fig. 26: Yield spread real estate investments and government bonds
in bps (left scale); right scale: Confederation bond benchmark yield in %

Real estate remains an attractive investment option in the
current market environment. The difference between the
distribution yields of real estate investments and the Swiss
benchmark government bond (10 years) amounted to a high
300 to 400 basis points at the end of April 2019 (left scale).
As an end to the era of negative interest rates looks a long
way off in Switzerland, particularly following the Fed’s decision to suspend its rate-hiking cycle in the US, real estate
equities, real estate funds, and direct investments in real
estate are likely to be heavily sought after over the next few
quarters too. However, investors should keep a close eye on
the rising risks in the residential investment property segment.
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Emphatic recovery of Swiss real estate funds and equities

Fig. 27: Performance of indirect real estate investments
Overall performance; indices: January 1, 2014 = 100

Thanks to lower interest rate expectations and an improvement in sentiment in the financial markets, indirect real investments have been enjoying an upturn. Over the course of
the year to date, Swiss real estate funds (+8.6%) and Swiss
real estate equities (+10.4%) have recovered significantly.
Even more impressive is the performance of the broad Swiss
Performance Index (+17.5%) and the real estate equities of
the Eurozone (+13.8%). One factor that could weigh on the
performance of real estate funds as the year progresses is
their comparatively high premiums (24.6%) and the various
capital increases planned, while a number of equity investors
are likely to cash in on profits.
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Pension funds relying on real estate like never before

Fig. 28: Real estate weighting of pension funds
Proportion of total assets and composition as at Q1 2019

In the challenging stock market year of 2018, direct real
estate investments made a positive return contribution to the
portfolios of Swiss pension funds, unlike equities and bonds.
As a result, the real estate weighting had risen to a recordhigh 23.7% by the end of 2018. Another development of
note was a slight rise in the proportion of foreign investments. However, the real estate portfolios of pension funds
continue to exhibit a significant “home bias”, with the domestic proportion still accounting for a high 92% (bonds:
80%, equities: 42%). In view of the persistent downward
pressure on yields and rising vacancy risks in the domestic
market, an increase in foreign exposure is likely to remain a
topic of debate for many pension funds.
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Important Information
This report represents the views of the Investment Strategy Department of
CS and has not been prepared in accordance with the legal requirements
designed to promote the independence of investment research. It is not a
product of the Credit Suisse Research Department even if it references
published research recommendations. CS has policies in place to manage
conflicts of interest including policies relating to dealing ahead of the dissemination of investment research. These policies do not apply to the views of
Investment Strategists contained in this report.

Risk warning
Every investment involves risk, especially with regard to fluctuations in value
and return. If an investment is denominated in a currency other than your
base currency, changes in the rate of exchange may have an adverse effect
on value, price or income.
For a discussion of the risks of investing in the securities mentioned in this
document, please refer to the following Internet link:
https:// investment.credit-suisse.com/gr/riskdisclosure/
This document may include information on investments that involve special
risks. You should seek the advice of your independent financial advisor prior
to taking any investment decisions based on this document or for any necessary explanation of its contents. Further information is also available in the
information brochure “Special Risks in Securities Trading” available from the
Swiss Bankers Association.
Past performance is not an indicator of future performance. Performance can be affected by commissions, fees or other charges as
well as exchange rate fluctuations.

Financial market risks

Investors in real estate are exposed to liquidity, foreign currency and other
risks, including cyclical risk, rental and local market risk as well as environmental risk, and changes to the legal situation.

Interest rate and credit risks

The retention of value of a bond is dependent on the creditworthiness of the
Issuer and/or Guarantor (as applicable), which may change over the term of
the bond. In the event of default by the Issuer and/or Guarantor of the bond,
the bond or any income derived from it is not guaranteed and you may get
back none of, or less than, what was originally invested.

Investment Strategy Department
Investment Strategists are responsible for multi-asset class strategy formation
and subsequent implementation in CS’s discretionary and advisory businesses. If shown, Model Portfolios are provided for illustrative purposes only. Your
asset allocation, portfolio weightings and performance may look significantly
different based on your particular circumstances and risk tolerance. Opinions
and views of Investment Strategists may be different from those expressed
by other Departments at CS. Investment Strategist views may change at any
time without notice and with no obligation to update. CS is under no obligation to ensure that such updates are brought to your attention.
From time to time, Investment Strategists may reference previously published
Research articles, including recommendations and rating changes collated in
the form of lists. The recommendations contained herein are extracts and/or
references to previously published recommendations by Credit Suisse Research. For equities, this relates to the respective Company Note or Company Summary of the issuer. Recommendations for bonds can be found within
the respective Research Alert (bonds) publication or Institutional Research
Flash/Alert – Credit Update Switzerland. These items are available on request
or from https://investment.credit-suisse.com Disclosures are available from
www.credit-suisse.com/disclosure

Historical returns and financial market scenarios are no guarantee of future
performance. The price and value of investments mentioned and any income
that might accrue could fall or rise or fluctuate. Past performance is not a
guide to future performance. If an investment is denominated in a currency
other than your base currency, changes in the rate of exchange may have an
adverse effect on value, price or income. You should consult with such
advisor(s) as you consider necessary to assist you in making these determinations.

Global disclaimer/important information

Investments may have no public market or only a restricted secondary market. Where a secondary market exists, it is not possible to predict the price at
which investments will trade in the market or whether such market will be
liquid or illiquid.

References in this document to CS include Credit Suisse AG, the Swiss
bank, its subsidiaries and affiliates. For more information on our structure,
please use the following link:
http://www.credit-suisse.com

Emerging markets

NO DISTRIBUTION, SOLICITATION, OR ADVICE: This document is provided for information and illustrative purposes and is intended for your use only.
It is not a solicitation, offer or recommendation to buy or sell any security or
other financial instrument. Any information including facts, opinions or quotations, may be condensed or summarized and is expressed as of the date of
writing. The information contained in this document has been provided as a
general market commentary only and does not constitute any form of regulated financial advice, legal, tax or other regulated service. It does not take into
account the financial objectives, situation or needs of any persons, which are
necessary considerations before making any investment decision. You should
seek the advice of your independent financial advisor prior to taking any
investment decisions based on this document or for any necessary explanation of its contents. This document is intended only to provide observations
and views of CS at the date of writing, regardless of the date on which you
receive or access the information. Observations and views contained in this
document may be different from those expressed by other Departments at
CS and may change at any time without notice and with no obligation to
update. CS is under no obligation to ensure that such updates are brought to
your attention. FORECASTS & ESTIMATES: Past performance should not be
taken as an indication or guarantee of future performance, and no representation or warranty, express or implied, is made regarding future performance.
To the extent that this document contains statements about future performance, such statements are forward looking and subject to a number of risks
and uncertainties. Unless indicated to the contrary, all figures are unaudited.
All valuations mentioned herein are subject to CS valuation policies and
procedures. CONFLICTS: CS reserves the right to remedy any errors that
may be present in this document. CS, its affiliates and/or their employees
may have a position or holding, or other material interest or effect transactions in any securities mentioned or options thereon, or other investments
related thereto and from time to time may add to or dispose of such investments. CS may be providing, or have provided within the previous 12 months,

Where this document relates to emerging markets, you should be aware that
there are uncertainties and risks associated with investments and transactions
in various types of investments of, or related or linked to, issuers and obligors
incorporated, based or principally engaged in business in emerging markets
countries. Investments related to emerging markets countries may be considered speculative, and their prices will be much more volatile than those in the
more developed countries of the world. Investments in emerging markets
investments should be made only by sophisticated investors or experienced
professionals who have independent knowledge of the relevant markets, are
able to consider and weigh the various risks presented by such investments,
and have the financial resources necessary to bear the substantial risk of loss
of investment in such investments. It is your responsibility to manage the risks
which arise as a result of investing in emerging markets investments and the
allocation of assets in your portfolio. You should seek advice from your own
advisers with regard to the various risks and factors to be considered when
investing in an emerging markets investment.

Alternative investments

Hedge funds are not subject to the numerous investor protection regulations
that apply to regulated authorized collective investments and hedge fund
managers are largely unregulated. Hedge funds are not limited to any particular investment discipline or trading strategy, and seek to profit in all kinds of
markets by using leverage, derivatives, and complex speculative investment
strategies that may increase the risk of investment loss.
Commodity transactions carry a high degree of risk and may not be suitable
for many private investors. The extent of loss due to market movements can
be substantial or even result in a total loss.
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