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Editorial

Dear readers
With the abrupt U-turn taken by the US central bank (Fed) last November, any hopes of a normalization of interest rates in the near future were dashed. The current abnormal situation will therefore remain the status quo for the next few years. Among other things, this includes some banks
actually having paid mortgage borrowers for taking out a mortgage last year. Specifically, mortgages were granted at negative interest rates on mortgage volumes amounting to more than one
billion Swiss francs, primarily by the cantonal banks.
The negative interest phase, which was originally considered to be a temporary phenomenon,
shows no signs of receding even 4.5 years after it was initiated. Quite the opposite: The volume of
bonds and loans bearing negative interest rates is likely to expand even further. When it comes to
the resistance against ultra-expansionary monetary policy, all the key “dams” have been broken.
The choice of Christine Lagarde to succeed Mario Draghi as President of the European Central
Bank (ECB) speaks volumes. The former French Finance Minister, who was found guilty of being
negligent with state funds by a French court, has already let it be known that she considers hefty
support for the economy in the form of expansionary monetary policy justifiable for quite a while
yet. Instead of making labor markets, legal systems, social security systems, and tax regimes
competitive, this cheap money will therefore continue to undermine incentives to reform, thus
making inaction the more attractive short-term option for the political establishment.
So what does all this mean for the Swiss real estate market? In short, “more of the same”. Capital
will continue to flow into the real estate sector, putting even more upward pressure on prices. It
can be therefore expected that, in addition to comparatively attractive net cashflow yields over the
next few years, investors will also see their real estate assets appreciate in value. Against this
backdrop, construction activity will remain robust (page 11). In the rental apartment market in particular, there is no end in sight to the phenomenon of overproduction, which will see vacancy rates
rise further (page 8).
The fact that the number of empty apartments recorded a less pronounced rise in 2019 can be
attributed to the strong Swiss economy over the last year. By contrast, vacancy rates can be expected to increase again at an accelerated tempo as early as 2020. The decoupling of prices from
rents will likewise continue. In other words, the risks are quite clearly on the rise – while at the
same time being more heavily shifted into the future. As a consequence, the regulatory authorities
will continue to seek out ways and means of identifying system-jeopardizing risks and defusing
these to the greatest extent possible. Turn to page 15 to find out what the new lending regulations that come into force at the beginning of next year will mean for the real estate market.
All in all, the supercycle of the Swiss real estate market is going to be further extended. While the
growing challenges could present a very real threat to smaller real estate investors, larger investors
are likely to feel only the persistent pressure on yields thanks to the diversification effect. This is
something they will happily accept, as – unlike a number of investment alternatives – real estate
will continue to deliver clear positive returns.
On behalf of the authors, I hope you find our publication informative and inspiring.
Fredy Hasenmaile
Head Real Estate Economics

Real Estate Monitor | Q3 2019

3

Contents

Ticino real estate market

5

Ticino housing market in dire situation
A construction boom in rental apartments triggered by railroad projects has resulted in
Ticino’s apartment market being forced out of equilibrium. This market was already
challenged by structural adjustments following the financial crisis, the restructuring of the
Ticino banking center, and the shock of the strong franc. But while there are increasing
signs of recovery in the owner-occupied housing market, the rental apartment market is
likely to continue to suffer.

Housing market

8

Vacancies becoming a chronic problem
The apartment vacancy rate has risen again, and now stands at 1.66%. The latest increase
in the number of empty apartments by some 3,000 units is significantly less than in 2018.
However, there is no end in sight to the trend of an increasing number of empty Swiss
apartments.

Owner-occupied housing

10

Housing market

11

Deceptive calm in housing construction
Starting from a high level, there has recently been a marked decrease in the number of
housing units approved for construction in Switzerland. However, this decline will probably
only lead to a fall in the number of new homes on a medium-term horizon and it is likely to
be far less pronounced than might be suggested by the current volume of building permits.

Rental apartments

13

Commercial real estate

14

Direct real estate investments

15

Higher obstacles to funding for investment properties
Self-regulation measures for investment property mortgage financing will be introduced in
early 2020. However, the market is unlikely to cool down appreciably as a result of the
measures given the prevailing environment of negative interest rates.

Real estate investments

4

Real Estate Monitor | Q3 2019

18

Ticino real estate market

Ticino housing market in dire
situation
A construction boom in rental apartments triggered by railroad projects has resulted in
Ticino’s apartment market being forced out of equilibrium. This market was already
challenged by structural adjustments following the financial crisis, the restructuring of
the Ticino banking center, and the shock of the strong franc. But while there are
increasing signs of recovery in the owner-occupied housing market, the rental
apartment market is likely to continue to suffer.
Ticino – aspirations
and reality

Remigio Ratti, Professor of Economics at the University of Lugano, sees his home canton as a
mix of urban centers and alpine park landscape. In his view, Ticino is in a strong position to establish itself as Switzerland’s third metropolitan hub after Zurich and the Lake Geneva conurbation.
Indeed, new railroad links have changed the geopolitical situation of Ticino. Thanks to the
Gotthard and Ceneri base tunnels, both the North and the South are more readily accessible,
while Ticino is also acquiring an attractive local rail network in the Bellinzona–Locarno–Lugano
triangle. Whether or not the canton can take advantage of this constellation is not clear, however.

Population decline
since 2017

According to data on population development, Ticino has recently been experiencing a wave of
emigration. Back in the 1990s, things were very different, with the local population growing more
dynamically than the wider Swiss population (Fig. 1). But from the turn of the millennium onward,
Switzerland’s only Italian-speaking canton gradually lost this advantage. A structural break was
evident above all in 2015, when the previously dynamic growth rate halved. The population of
Ticino has been in decline since 2017. In particular, there has been a dramatic slump in net immigration. As an additional factor, Ticino has an unfavorable demographic structure, with the number
of people dying each year now clearly exceeding the number of people being born. The proportion
of the population aged 65 years or more stands at 22.6%, higher than in any other Swiss canton.

Strong franc kills
employment growth

Employment growth in Ticino has likewise lost momentum recently. Up until 2015, employment
managed to keep up with the development of employment in Switzerland as a whole (Fig. 2). From
this point onward, it broadly stagnated. Only this year has it finally broken this sideways trend. The
next few quarters will reveal whether or not this recovery process is a lasting one. Ticino’s manufacturing sector in particular appears to have been more hard-hit than anywhere else in Switzerland by
the strong franc, which was the result of the discontinuation of the minimum exchange rate policy
by the SNB at the start of 2015. From the perspective of Italian companies, the strong appreciation
of CHF delivered a major blow to the favorable Swiss parameters for commerce and labor. The
number of cross-border commuters, which had previously risen steadily for a decade and a half,
has stagnated ever since, as fewer Italian companies are moving to Ticino.

Fig. 1: Population growth in Canton Ticino

Fig. 2: Employment growth in Canton Ticino
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The tertiary sector of the local economy lost momentum even before the manufacturing sector.
And it is particularly striking that the local services sector could not keep up with the Swiss-wide
rise in employment growth that manifested itself from mid-2017 onward. Only in 2019 have signs
of a recovery finally become apparent.
Value creation
dynamic – but reliant
on a single prop

Viewed in overall terms, Canton Ticino grew at an above-average rate over the period 20062017, with gross domestic product (GDP) rising by 1.8% in real terms (Switzerland: 1.7%). Value
creation was particularly strong between 2012 and 2015. However, according to BAK Economics, Canton Ticino’s strong economic growth was for the most part attributable to the increase in
employment (up to 2015), rather than to any increase in productivity. With the recent slowdown in
employment growth, this dependency has now fed through into GDP growth figures. Unless this
canton manages to boost productivity growth, value creation can be expected to rise only slightly
over the next few quarters.

Railroad projects
trigger wave of
investment

Stagnating employment growth and a declining population are unfavorable parameters for the
regional real estate market. For many years, this market was broadly in a state of equilibrium.
Building activity focused primarily on the construction of owner-occupied housing. Vacancy rates
in the owner-occupied housing market were very low, and prices rose at a rate of more than 5%
annually between 2010 and the start of 2015. It was only following the further strengthening of
mortgage lending guidelines by the regulator that the market slowed in the fall of 2014, making it
more difficult for the Swiss to acquire residential property. Meanwhile, the appreciation of the
franc had the same impact on foreign demand. However, the building of the Ceneri base tunnel
fueled major hopes of a reinvigoration of the local rental apartment market. As a consequence, the
volume of investment channeled into residential investment properties recorded a sudden rise.

Massive boom in
rental apartment
construction since
2015

For a long time, the Swiss-wide trend of accelerated construction activity in the rental apartment
market passed Ticino by for the most part. Whereas in the remainder of Switzerland the number of
building permits issued for rental apartments doubled between the end of 2001 and the end of
2009, before almost doubling again by the end of 2016, it was only from 2015 that the surge in
rental apartment construction kicked off in Ticino. But it was all the more explosive for that (Fig.
3). The average number of rental apartments approved for construction since the start of 2015
amounts to 3.4 times the 300 or so apartments averaged between 2002 and 2014. Construction
approvals reached an initial peak of 1,550 apartments at the beginning of 2017. Following a temporary slowdown, a second wave is now evident, with as many as 1,600 rental apartments approved for construction. By contrast, the construction of condominiums, which has traditionally
been strong in Ticino, has now weakened, and currently languishes at a 10-year low (800 homeowner apartments approved for construction over the last 12 months). Single-family homes play
only a minor role in this market, with just over 200 units approved for construction.

Fig. 3: Construction activity by segment

Fig. 4: Vacancy rates by segment
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A dramatic increase in the production of rental apartments on the one hand, combined with a
simultaneous decline in employment growth as well as a declining population on the other, has
proved an ugly mix. The marketing of new apartments accordingly became an extremely challenging task, and vacancies began to proliferate. As of June 1 this year, Canton Ticino had a total of
5,534 vacant apartments, a year-on-year rise of 15% compared to 2018. As a result, the vacan-
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cy rate in Switzerland’s Italian-speaking canton has risen to 2.29%. Of particular concern is the
rental apartment segment. Here the vacancy rate has risen sharply since 2015, climbing to a level
of 4.44% in 2019 (Fig. 4). Based on the available data in respect of construction activity, this rise
in the vacancy rate is unlikely to have run its course. The existing vacancy level essentially reflects
only the first wave of rental apartment construction projects. The second wave, which started
gathering momentum at the beginning of 2018, is still in the construction phase, and is not set to
hit the market until 2020/2021. As a result, we can expect the rental apartment vacancy rate to
surge well above the 5% mark over the coming years.
Rental prices on
downward trajectory

These developments in the rental apartment market have not been without their repercussions for
market prices. The quality-adjusted supply rents calculated by Homegate, which reflect rental
prices advertised online, show that rental prices in Canton Ticino have been on a downward trajectory ever since the third quarter of 2016 (Fig. 5). Advertised rents have since fallen by an average
of 1.6% a year. According to data compiled by Wüest Partner, market rents are actually falling at
a rate of some 2.2% annually. According to both these data providers, rental prices have also
declined across Switzerland generally over the last two years, but nothing like as dramatically as in
Ticino. Whereas the negative trend at national level has been slow thanks to the country’s strong
economic growth, there are no signs of such a turnaround taking place in Ticino.

Owner-occupied
housing market wellbalanced

In contrast to the rental apartment market, the owner-occupied housing market looks relatively
stable. However, the stagnating population and difficulties in key areas of the economy such as
the financial and fiduciary sectors are leaving their mark on the owner-occupied housing market
too. Foreigners, particularly Italians and Germans, are now net sellers rather than net buyers.
Moreover, German-speaking Swiss pensioners are also increasingly turning their back on Ticino.
For many years, Ticino’s intercantonal net immigration rate was always positive, above all due to
the influx of pensioners from elsewhere in Switzerland. However, the number of retired persons
leaving Ticino is now more or less matched by those arriving. In contrast to the rental apartment
market, however, construction activity in the homeownership market has been pared right back, to
the extent where there can be no real talk of oversupply. While the vacancy rate in the owneroccupied housing segment has also risen in recent years, it has only reached the level of 0.64%,
which is far from worrying.

Residential property
prices on the rise
once again

Together with the structural challenges confronting the economy of Ticino, the slowdown in the
residential property market following the intensification of self-regulation in 2012 and 2014 triggered a price correction of more than 5.4%. That is significantly higher than in Switzerland generally (Fig. 6). Whereas residential property prices across Switzerland generally have recovered relatively quickly, property prices in Ticino only really began to pick up again in the second quarter of
2019. It is to be hoped that the recent signs of recovery – both in employment and in property
prices – mark the beginning of an economic upturn. Only a significant increase in demand for
apartments will be able to make some inroads into the growing imbalance in this area.

Fig. 5: Rental prices on downward trajectory

Fig. 6: Residential property prices
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Vacancies becoming a chronic
problem
The apartment vacancy rate has risen again, and now stands at 1.66%. The latest
increase in the number of empty apartments by some 3,000 units is significantly less
than in 2018. However, there is no end in sight to the trend of an increasing number of
empty Swiss apartments.
More than 75,000
vacant apartments for
the first time

The number of vacant apartments in the Swiss housing market has risen once again this year –
for the tenth time in succession. According to the Swiss Federal Statistical Office, this amounted
to 75,323 vacant apartments as per June 1, 2019, or 1.66% of all Swiss apartments and singlefamiliy homes. That said, at just 3,029 additional vacant housing units, the latest rise is much
lower than at any point over the last five years, in which increases of between 5,000 and 8,000
were the norm. (Fig. 7).

Supportive economy

The fact that this increase is weaker than between 2014 and 2018 is likely to be attributable
above all to the strength of the Swiss economy over the last year (GDP growth: +2.8%), in addition to the slight slowdown in construction activity. Economic growth has not only triggered a reversal in the immigration trend, it has also provided crucial support to domestic housing demand.

Rental apartment
vacancy rate: 2.64%

The renewed rise housing vacancies is wholly attributable to developments in the rental apartment
market. Despite increasing signs of oversupply, residential investment properties continue to be
highly popular as an investment alternative. The reason for this is not difficult to discern – the
ongoing negative interest rate environment, which results in real estate delivering attractive cashflow yields compared to bonds (page 18). A combination of the quest for yield and the paucity of
building land available has led some investors to turn their attention to agglomeration communities
outside of the main urban areas and to rural regions, including those where potential demand is
limited. Over a 12-month period, the rental apartment vacancy rate recorded a further rise from
2.55% to 2.64% (Fig. 8). In total, it has more than doubled over the last decade.

Sligth decline in
condominium
vacancy rate

The situation in the home ownership market is rather different. Here the number of empty apartments actually recorded a slight decline (–72 apartments) for the first time since 2011. This is
attributable to developments in the condominium ownership market, where the vacancy rate declined from 0.58% to 0.53%. The stable development in the home ownership sector is explained
by the fact that construction activity has consistently been scaled back in recent years (page 10).
Furthermore, the continued decline in mortgage interest rates and the healthy economic situation
are likely to have supported the demand side, which has been suffering from regulation and a high
level of prices.

Fig. 7: Lowest rise in vacancies since 2013

Fig. 8: Stable development on home ownership front
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Northwestern
Switzerland remains
epicenter of vacant
apartment
phenomenon

From a regional perspective, the rise in vacancies is no longer as broad-based as it was only last
year. 47 out of the 110 Swiss economic regions recorded an increase in their apartment vacancy
rate, 32 exhibited a decline, and the remaining 31 regions flat-lined (Fig. 9). Of the regions most
strongly affected by the oversupply, which were already recording apartment vacancy rates in
excess of 2% in 2018, only a minority (18 out of 42 regions) experienced a decline in their vacancy rate. This improvement was primarily witnessed in various regions of Cantons Valais and
Aargau. By contrast, further sharp rises in apartment vacancy rates were recorded in regions already heavily affected by oversupply, including in Cantons Solothurn, Thurgau, and Ticino. Apartment vacancy rates now stand at more than 3% in some of these cantons, a figure that rises
significantly when only rental apartments are taken into consideration. By contrast, apartment
vacancy rates have remained stable or even declined in a number of regions that have experienced no oversupply in recent years. In particular, this includes the Lake Geneva basin, Canton
Zurich, and large parts of central Switzerland.

Major urban centers
still characterized by
very low vacancy
rates

Oversupply is still not a word much used in connection with Switzerland’s major urban centers.
Quite the opposite: The slight cooling trend evident in recent years has not continued in 2019.
The apartment vacancy rate in major urban centers remains unchanged at 0.46%. As a consequence, the gap in the Swiss housing market between city and countryside continues to widen.
The lowest apartment vacancy rates of all can be found in Zurich (0.14%) and Lausanne
(0.36%). In both these cities, far fewer apartments were vacant as per June 1, 2019 than a year
earlier. By contrast, the number of vacant apartments rose in the cities of Bern (0.56%) and Basel (1.0%), while the situation in the city of Geneva remained virtually unchanged (0.63%).

Vacancies becoming
a chronic problem

Although the pace at which vacancy rates are rising in the Swiss rental apartment market has
slowed significantly this year, we are not expecting a decline in oversupply anytime soon. Despite
the recent decline in the number of construction permits issued, we are not yet anticipating any
enduring slowdown on the market supply side (page 11). At the same time, the current economic
slowdown can be expected to have an increasingly negative impact on demand. Moreover, negative interest rates – the major driver of the high apartment supply rate – can be expected to be a
feature of the landscape for a considerable while yet. This much has been clear ever since the Uturn in US monetary policy, if not before. Due to the lack of investment alternatives, real estate
investors are prepared to accept a higher vacancy risk. As a consequence, rental apartment vacancy rates are likely to continue to push upward toward the 3% level. In the medium term, they
could find themselves at a level well in excess of the long-term average of the last 20 years, which
lies at around 1.6%.
Fig. 9: Highest vacancy rates evident in area between Jura and Aargau
Housing vacancy rate as per June 1, 2019, arrows: year-on-year change
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Owner-occupied housing

Mortgage interest rates at new lows

Fig 10: Mortgage interest rates for different terms
Interest rates for new mortgages in %

The level of mortgage interest rates has recorded another
clear decline since the end of 2018, hitting a new low in
August 2019. This is attributable to the rise in economic
uncertainty due to the ongoing trade conflict between the
US and China, as well as political uncertainty in the EU
(Brexit, Italy). This environment of very low mortgage interest
rates is unlikely to prove a short-lived phenomenon. The
interest rates on Libor mortgages are likely to remain at or
close to their lows for the next 12 months. By contrast, we
are expecting a slight rise in fixed mortgage rates. The development of mortgage interest rates is likely to remain volatile, however.
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Owner-occupied housing: newbuild activity too low

Fig 11: Construction of owner-occupied housing
Number of housing units, moving 12-month total; SFH: single-family homes

The decline in construction activity in owner-occupied housing has continued. Over the last year, a mere 12,000 owner-occupied apartments were approved for construction.
This represents a year-on-year decline of 14%. Although
the number of planning applications shows that this decline
is exaggerated and likely to become less accentuated over
the next few months, there is no sign of any trend reversal
on the horizon. Indeed, the number of planning applications
has declined once again, this time by 2.8%. Over the same
period, building permits were issued for just 6,120 singlefamily homes, which equates to an accelerated decline of
almost 17%. Overall, owner-occupied housing production
can be expected to fall short of market demand over the
next few quarters too.
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Uninterrupted price dynamism

Fig. 12: Price growth for owner-occupied housing, medium segment
Annual growth rates; dotted lines: average 2000 – 2018

As a result of very low interest rates and a low level of construction activity, price growth in the area of owner-occupied
residential property remains strong. In the second quarter of
2019, condominium prices rose by 2.7% compared to the
prior-year quarter. In keeping with the trend of previous
quarters, the increase in the prices of single-family homes
was significantly higher, namely 4.4%. The reasons why
prices have not risen much more strongly are likely to include the very high level of property prices, which requires
buyers to provide additional equity, and the regulatory guidelines relating to credit lending. The drag on demand exercised by the latter continues to be tangible.
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Deceptive calm
in housing construction
Starting from a high level, there has recently been a marked decrease in the number of
housing units approved for construction in Switzerland. However, this decline will
probably only lead to a fall in the number of new homes on a medium-term horizon and
it is likely to be far less pronounced than might be suggested by the current volume of
building permits.
Recent years have seen significant growth in housing supply in Switzerland. While housebuilding
was boosted by growing demand up to 2013 owing to higher immigration, construction has increasingly decoupled from demand since then. In the absence of attractive investment alternatives
in an environment characterised by negative interest rates, demand for investment properties remains strong despite the growing risk of vacancies and falling initial yields. This trend has driven
the construction of rental apartments. In contrast, construction work on owner-occupied property
has been in decline for some time now.
Fewer building
permits issued for
housing units…

In recent quarters, however, the number of housing units approved for construction has declined
significantly (Fig. 13). All in all, over the past 12 months there has been a year-on-year decrease
of 14.7% in the number of dwellings in multi-family residences approved for construction (for rent
and owner-occupied). This might suggest that housebuilding has passed its peak, which could
herald a correction phase lasting for years.

… despite stable
development of
planning applications

That said, detailed analysis of the projects for which a planning application has already been submitted but not necessarily approved yet raises doubts about this conclusion (Fig. 13). Based on
the number of planning applications, over the past 12 months the projected number of housing
units was down only slightly year-on-year (-3.2%). This means that an unusually large gap has
arisen between the number of planning applications submitted and the number approved.

Numerous large-scale
projects in major
conurbations

This disparity is especially pronounced in several largely urban economic regions such as Geneva,
Lucerne and the city of Zurich. These three regions alone account for more than half of the current gap of 11,100 between the total number of homes for which applications were submitted and
those already approved for construction. Furthermore, the very large number of large-scale projects at present is striking (Fig. 14). More than 6,400 of the 46,700 housing units planned for
multi-family residences over the past 12 months are set to be built as part of large developments
comprising in excess of 200 housing units. As a result, large-scale projects account for a share of
13.7%, more than at any time in the past 25 years.

Fig. 13: Significantly fewer apartments approved for construction

Fig. 14: Growing number of large-scale developments
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units
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Long realization times

It seems likely that these large-scale projects are having a major impact on the current disparity
between the numbers of planning applications submitted and those actually approved. On account
of their complexity, the approval process generally takes considerably longer for these big developments than for small and medium-sized projects.1 This is especially true if they are to be realised in conurbations with high building density, where planning specifications frequently run up
against the diverging interests of public authorities, building owners, conservationists and local
residents. However, large property developments also offer the building owners opportunities.
Making significant improvements to a site – such as offering complementary use of ground floor
space and creating exclusive open space or recreational areas – can lead to sustainable growth in
the value of the property.

One in every two
large-scale projects
in greater Zurich area

Six of the ten largest residential building projects over the last two years are due to be completed
in the greater Zurich area (Fig. 15). The remainder relate to the metropolitan areas of Geneva and
Lucerne. The total number of dwellings set to be built as part of these ten projects is 5,100. As
far as we know at present, the majority are intended for use as rental properties. The building
owners are predominantly institutional investors and property developers. Seven of the ten projects
have not yet received planning permission. Nonetheless, they are largely expected to be realised,
although it may take years before they are ready to be occupied. In the Glasi Bülach project, for
example, it took 15 months for building permission to be granted after the application was submitted. The planning application for the Stockenhof project was even rejected by the municipality, but
is being pursued by the builder. However, large projects can also be subject to long time lags
between obtaining planning permission and starting construction. One such example is the
Leutschenbach residential development in Zurich, which is being built by the city of Zurich after
requiring the approval of local voters. The Tivoli Garten development in Spreitenbach is another
project that proves investors require a great deal of patience for large projects in urban areas. This
project, which includes two residential multi-storey blocks and a DIY store, was preceded by a
dispute lasting around five years about mobility planning.

Summary: too early
to proclaim an end to
residential
construction boom

To sum up, the recent decline in building permits for multi-family buildings should not be interpreted as a turnaround in residential construction. While risks have increased in the market for rental
properties that are not in the most attractive locations, investors will probably remain willing to
accept certain risks in an environment of negative interest rates, which is unlikely to end in the
near future. Moreover, many large projects are currently in the pipeline and awaiting building permits in large conurbations such as Zurich and Geneva, where demand for housing remains strong.
All of these complex projects have their own histories and the entire process from planning to
reaching turnkey condition can take many years. If the majority of these applications are approved,
which is to be expected, the construction of rental properties is likely to slow down only slightly
and should continue to bring high volumes of rental properties to market for some time yet.

Fig. 15: Numerous major projects in the conurbations
10 largest housing projects based on planning applications in the past 2 years
Municipality

Project name

Number of housing units

Application submitted

Approved

Geneva

1,090 flats (all to rent)

Oct. 2018

--

Carouge (GE)

Quai Vernets (Etappen A, B, D)
Rue des Horlogers / rue des
Moraines

750 flats

Jul 2019

--

Bülach (ZH)

Glasi

550 flats (75 for sale)

Aug 2017

Nov 2018

Zurich

Brunaupark

497 flats (all to rent)

May 2019

--

Spreitenbach (AG)

Tivoli Garten

438 flats (all to rent)

May 2019

--

Zurich

Wohnsiedlung Leutschenbach

Sep 2017

Mar 2018

Remarks
To be occupied from
2022
-To be occupied from
2021
To be occupied from
2023
To be occupied from
2023
To be occupied from
2023
Planning application
rejected

Regensdorf (ZH)

Stockenhof

400 flats (all to rent))
380 flats (rental flats, retirement flats,
care home)

Mar 2018

--

Horw (LU)

Horw Mitte (Teiletappe)

378 rental, retirement and student flats

Nov 2018

--

Kriens (LU)

Nidfeld (Teiletappe)

325 flats

Jan 2019

--

-To be occupied from
2024

316 serviced apartments

Apr 2018

Sep 2018

--

Glattbrugg (ZH)
Boarding House
Source: Baublatt, Credit Suisse; last data point 07/2019

See also: Credit Suisse: Swiss Real Estate Market 2019, section entitled: “Building permit process. Complex and time-consuming”,
p. 43

1

12

Real Estate Monitor | Q3 2019

Rental apartments

Gap between supply and demand remains substantial

Fig 16: Construction activity and net immigration from abroad
Building permits and planning applications for rental apartments, moving 12-month total

From 2015 onward, Switzerland saw a sharp decline in net
immigration, primarily due to the recovery of labor markets in
numerous EU member states. At the same time, the volume
of construction activity in the rental apartment segment
continued to rise. The result? An increase in the number of
vacant apartments (page 8). As a consequence, the gap
between supply and demand remains substantial. However,
over the last 12 months the net immigration rate has recovered somewhat, and is 3.4% higher than for the prior-year
period. At the same time, 15.3% fewer rental apartments
were approved for construction. That said, a combination of
recently submitted building applications, the full project pipeline, and the persistent negative interest-rate environment
make it unlikely that the gap between supply and demand
will be closed any time soon (page 11).
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Source: State Secretariat for Migration, Baublatt, Credit Suisse; last data point:
08/2019

Wide gulf in development of property prices and rents

Fig 17: Development of prices and rents for buy-to-let properties
Residential and mixed-use investment properties, index: Q1 2002 = 100

According to Swiss real estate consultancy company IAZI,
the transaction prices of investment properties for residential
and mixed use have risen by 80% since 2002. However,
rents have not kept pace with this development: The rental
price component of the Swiss consumer price index (CPI)
has risen by just 22% over the same period. Indeed, the
rents of advertised apartments have actually declined slightly
over the last three years. Accordingly, real estate investors
have been facing a decline in cashflow yields. These yields
remain very attractive in today’s negative interest-rate environment, however. In addition, investors have benefited from
sharp rises in asset values in recent years.
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Source: IAZI, Homegate, Swiss Federal Statistical Office, Credit Suisse; last data
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Significant supply of apartments outside of urban centers

Fig. 18: Rental apartment supply rate
Advertised apartments as percentage of total stock, last 4 quarters, as at Q2 2019

Parallel to the apartment vacancy rate (page 8), the number
of advertised rental apartments has risen sharply since
2014, and the supply rate currently stands at a high 5.4%.
Overall, this means that tenants have a wide selection of
properties to choose from. That said, significant regional
differences are evident. Not only do urban regions such as
Zurich (1.8%) and Geneva (2.2%) have low supply rates, so
too do a number of peripheral areas with declining demand
and weak construction activity (e.g. Goms, the Lower Engadine, and Kandertal). Supply rates are highest in areas outside of the main conurbations of the Mittelland and Lower
Valais regions. In many of these regions, demand has recently been unable to keep up with brisk construction activity.
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Source: Meta-Sys AG, Swiss Federal Statistical Office, Credit Suisse, Geostat
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Commercial real estate

Growth in office employment ebbs away

Fig. 19: Development of office employment
Annual change in the number of office employees (full-time equivalents), in %

There has recently been a significant weakening in the
growth of office employment in Switzerland. Whereas office
employment surged by 1.8% year-on-year in the fourth
quarter of 2018, the equivalent figure for the second quarter
of 2019 amounted to just 1.2%. This is some way below
the long-term average figure recorded since 2005, namely
1.5%. The clear increase in demand for office space since
the start of 2018 has now receded, but remains in positive
territory. The decline is first and foremost attributable to
lower office employment growth in the industry grouping of
business services. Here annual growth of 3.4% in the first
quarter of 2019 declined to 1.5% in the second quarter.
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Source: Swiss Federal Statistical Office, Credit Suisse; last data point: Q2 2019

Construction activity in office space market reined in

Fig. 20: Planned expansion of office space
Building permits and planning applications, moving 12-month total, in CHF mn

There has been a tangible decline in construction activity in
the office space market. Total newbuild permits over the last
12 months encompassed a volume of CHF 1,675 mn,
which is 14% below the corresponding long-term average
(CHF 1,953 mn). Not since 2009 has newbuild permit issuance languished at such a low level. This development reflects the more cautious stance of investors, who are responding above all to high vacancy rates in the outer and
peripheral office space markets. The expected lower expansion of office space is likely to preempt any imbalances
arising as a result of a slowdown on the demand side, or at
least mitigate the extent of such a decline.
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Buyers shun retail property stocks

Fig. 21: Retail property shares and retail sales
Annual performance of retail property shares (left scale), EU retail sales growth rate in
% p.a.

This skepticism being shown by investors toward the shares
of real estate companies that focus on shopping malls and
other retail space in the European Union (EU) has risen
sharply. While retail sales in the EU have been recording
solid growth, the annual performance of retail real estate
shares has fallen further into negative territory. The reason
for this can be found in the difficult situation confronting
bricks-and-mortar retailers, whose sales and margins continue to shrink in the face of growing online competition.
This phenomenon is inevitably translating into lower demand
for retail space, and retail landlords are feeling the pinch
accordingly. There is no end in sight to this structural
change.
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Direct real estate investments

Higher obstacles to funding for
investment properties
Self-regulation measures for investment property mortgage financing will be introduced
in early 2020. However, the market is unlikely to cool down appreciably as a result of
the measures given the prevailing environment of negative interest rates.
Residential properties
remain attractive to
investors

The demand for multi-family homes as investment properties has been consistently high for more
than a decade now. The primary reason for this is the sharp fall in interest rates following the
outbreak of the financial crisis in 2008 and, in particular, the prevailing negative interest rate environment that has been in place for several years. Yields on multi-family homes are therefore attractive compared with investment alternatives such as Swiss sovereign bonds. As a result, prices
of multi-family homes have soared by more than 50% since autumn 2008. Despite rising vacancy
rates in rental apartments and pressure on rental income, this segment has not seen a trend reversal, and the initial yields on top-class properties are at record lows.

State regulation set
to be tightened

The Swiss National Bank (SNB) and the Swiss Financial Market Supervisory Authority (FINMA)
are becoming increasingly concerned about this trend. Having warned about the mounting risks in
the residential investment property segment for several years, the Swiss federal authorities were
recently planning to raise the risk weights for domestic residential investment properties with high
loan-to-value ratios (LTVs) as part of a revision to the Capital Adequacy Ordinance (CAO). In the
event of values collapsing, for example on the back of a sharp rise in interest rates, this measure
is intended to stabilise the banking system. However, the draft consultation document setting out
proposed changes to the ordinance explicitly states that the regulatory framework should not be
tightened up if Swiss banks take effective self-regulatory measures to mitigate the risks pertaining
to the investment property market.

Self-regulation rather
than state regulation

The Swiss Bankers Association (SBA) took the hint and presented a proposal in early July as to
how Swiss banks could make a targeted and effective contribution to cooling down the Swiss real
estate investment market. FINMA recognised the proposals as a minimum standard for selfregulation on 26 August. As a result, the revision of the Capital Adequacy Ordinance is likely to be
off the agenda. Specifically, the following measures to tighten up the framework for the funding of
investment properties will come into effect in early 2020: 1) the minimum proportion of equity will
be raised to 25% from the current figure of 10%; 2) an repayment on two thirds of the loan-tovalue must take place in a maximum of 10 years instead of the previous 15 years. The measures
apply to new transactions and loan top-ups.

Not all investors are
affected equally

The measures will have varying degrees of impact on the individual types of investors. Many institutional investors, and pension funds in particular, only use a small proportion of borrowed funds –
or none at all – for their investment properties. As a result, the measures will not have any direct
consequences for these investors. Indeed, investors such as these are likely to face less competition when buying investment properties due to what would be tighter regulation of their competitors. The situation is very different for many individuals and businesses in the investment property
segment. Depending on their level of borrowing, the measures may have a significant impact.

Lower maximum LTV
of 75%

To illustrate the implications, let us take for example an investor with CHF 1 million in equity (Fig.
22). Under the current system, in which the maximum debt financing ratio is 90%, this investor
could put up to CHF 10 million into an investment property. Given the new maximum debt financing ratio of 75%, an investor with CHF 1 million of their own funds would only be able to afford a
property costing a maximum of CHF 4 million. In view of this 60% reduction in the maximum
investment volume, this measure looks like an exceptionally drastic intervention into the current
market environment. However, it is worth noting that many banks have already capped the maximum LTV at 80%. In practice then, the maximum investment amount will probably fall by 20%.
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Repayment period
shortened to ten
years

The shorter repayment period of 10 rather than 15 years will lead to a 50% increase in annual
repayment costs for loans with the same LTV. For example, the repayment costs for a sample
investment property costing CHF 5 million, with 75% of this amount funded via borrowings, would
climb from around CHF 27,800 per year to almost CHF 41,700 (Fig. 23). However, the lower
maximum LTV of 75% as opposed to 90% means that the total amount to be repaid would actually be lower than at present. Accordingly, the higher equity requirements in particular are likely to
have more of a dampening effect on the demand for investment properties than the shorter repayment period.

Buy-to-let properties
not affected

Self-regulation is not applicable to buy-to-let condominiums and single-family homes. However,
FINMA would have preferred the measures to be applied to buy-to-let properties as well. Accordingly, FINMA’s statement recommends that banks voluntarily apply the stricter requirements regarding equity and repayment to buy-to-let properties. It also points out that it will continue to
monitor this segment and impose measures on individual banks if necessary. But there are also
economic reasons for a distinction being made between conventional investment real estate and
buy-to-let properties. On the one hand, as in the case of owner-occupied homes, affordability is
calculated on the basis of the borrower’s personal income rather than the rental income. This
means that the affordability of the property should not be compromised if it is vacant. On the other
hand, as well as being rented out, buy-to-lets give owners the option of living in these apartments
or houses themselves, or selling the dwellings on as residential property. Moreover, as owneroccupied housing construction has fallen sharply in the past few years and vacancy rates in owner-occupied housing do not pose any major problems at present, this should be a feasible option
in the case of many buy-to-let homes.

Fig. 22: Decrease in the maximum purchase price due to lower LTV
limit

Fig. 23: Level of repayment costs

Maximum debt financing and maximum purchase price – equity of CHF 1 million

Repayment costs p.a. by LTV for a property with a purchase price of CHF 5 million

Equity

12'000'000

10'000'000

10'000'000

Max. borrowing
-60%

8'000'000
5'000'000

6'000'000

Max. price

Repayment over 15 years
Repayment over 10 years

100'000
80'000

-20%

9'000'000

60'000
4'000'000

40'000

4'000'000
4'000'000

2'000'000
0

120'000

3'000'000

20'000
0

1'000'000

1'000'000

1'000'000

90%

80%
Loan-to-value ratio (LTV)

75%

Source: Credit Suisse

90%

80%
Loan-to-value ratio (LTV)

75%

Source: Credit Suisse

Higher levels of
equity used for
investment
properties...

The measures will appreciably raise the barriers to debt-financed investments in residential investment properties. However, it is more difficult to estimate how stricter self-regulation will affect
overall demand for these investment properties and price trends going forward. Most institutional
investors such as pension funds and insurance companies, which are major players in the market
for investment properties, predominantly use equity for their real estate investments. In this segment, borrowed funds therefore play a more subordinate role than in the residential property market, for example. While no reliable data are available on how much debt financing is used in the
overall market, there are clear signs that high amounts of equity have flowed into the housing
market recently. One example is the level of construction costs reflected by housing permit data.
Building costs have been very high in the last ten years. As construction costs have increased at a
much slower pace than land prices, a sharp rise in the volume of mortgages would have been
foreseeable if the proportion of debt financing had remained steady. However, growth in mortgage
volumes noticeably slowed between 2012 and 2016 (Fig. 24).

...but mortgage
volumes have
climbed again
recently

That said, the total volume of outstanding mortgages has been on the rise again for a little more
than two years. In particular, there has been an increase in the number of mortgages granted to
companies. At 5.5% year-on-year in June 2019, lending volumes in this segment have risen at a
pace that is double the rate of growth in the retail mortgage market according to the SNB. As a
result, 40% of the additional lending volume is attributable to companies (Fig. 25). Real estate
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firms that are investing in property to meet their return targets are likely to account for the majority
of this increase. Knowing that the funding rules will soon be tightened up, many companies will
probably aim to secure loans at what are currently better conditions until the end of the year. At
10%, the growth contribution from financial service and insurance providers has been significantly
smaller. These entities have invested heavily in the investment property market in recent years,
albeit largely using lower levels of debt finance.
Self-regulation
should have limited
powers to curb
demand

The self-regulation measures for investment properties should lead to a slight drop in demand,
especially among private investors and smaller real estate firms. By contrast, institutional investors
with a low level of borrowed capital are likely to win even more deals in the future, especially for
larger properties. However, the decline in demand among investors who rely on a high amount of
debt finance should be much less pronounced than the fall in demand for owner-occupied housing
as a result of tighter self-regulation. This is mainly because alternatives to investing in property are
scarce given the negative interest rate environment. Nonetheless, in some cases investors operating with a high level of borrowed funds will be forced to opt for smaller or cheaper properties.

Abb.24: Temporary decline in mortgage volume growth

Fig. 25: Rising importance of mortgages to companies

Annual growth in mortgage volumes and investments in new construction projects
with planning permission, CHF m

Contributions to annual growth in mortgage volumes; *2019: as at June
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Use of alternative
forms of funding set
to rise

At the same time, investors are more likely to seek alternative sources of funding such as junior
and mezzanine loans to plug the equity gap. Tighter lending rules in the UK, for example, have
pushed up the share of junior and mezzanine loans in the market to 11%. The use of such forms
of finance is also likely to increase in Switzerland going forward. The SBA’s updated guidelines
concerning minimum requirements for mortgage financing have defined the scope for the use of
such alternative funding sources. Loans with assignment or subordination agreements will be
eligible as own funds in future. The same will apply to owner-occupied property as a result of the
changes. This will allow borrowers who have too little equity to deploy potential alternative solutions.

New market
distortions as only
banks are required to
implement the
measures

On the basis of current information, the measures from the Swiss Bankers Association are likely
to lead to greater financial stability overall. However, this should have only a slight cooling effect
on the residential property investment market. At the same time, new market distortions will arise
as the regulation will only apply to banks. Meanwhile, the growing number of new market participants outside of the banking sector will not be bound by these measures and may continue to
offer higher LTVs and longer repayment periods. Moreover, there is a risk that some of the lending business will migrate to the non-regulated shadow banking business.
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Real estate investments

Real estate yields become even more attractive

Fig 26: Yield premiums of real estate funds
Yield difference between listed real estate funds (distribution yield) and Swiss government bonds, in basis points (left scale)

The latest downward movement at the long end of the yield
curve, which involved the yield on 10-year Swiss government bonds temporarily falling to below –1%, has made the
yields available on real estate even more appealing. Indeed,
at the end of August 2019 the yield advantage of the distribution yield alone of listed Swiss real estate funds over 10year Swiss government bonds stood at a record-high 360
basis points. Low interest rates can be expected to provide
an additional boost in demand to both direct and indirect real
estate investments, as well as laying the basis for further
valuation gains in real estate portfolios over the next few
years.
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Real estate shares soar

Fig 27: Performance of indirect real estate investments
Overall performance; indices: 1.1.2014 = 100)

Following a weak 2018 in which they suffered value losses,
listed Swiss real estate investments have risen sharply since
the start of 2019. In the case of real estate funds, the total
return over the year to date amounts to +15.2%. This has
seen them clearly outperform Eurozone real estate shares
(+6.9%), although part of this outperformance is attributable
to the weakening of the EUR/CHF currency pair. Even more
impressive has been the performance of Swiss real estate
shares, whose total return over the year to date (+24.9%) is
also superior to the Swiss Performance Index (+23.9%).
However, with valuations at heady levels, performance over
the remainder of the year is likely to be dampened by profittaking.
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Real estate share valuations at record highs

Fig 28: Premiums of real estate funds and real estate shares
Listed Swiss real estate funds and real estate shares

The impressive price gains of recent months have resulted in
another sharp rise in the difference between the market
prices of real estate investments and their underlying net
asset values. At the end of July 2019, the premiums of real
estate funds breached the 30% mark for the first time since
August 2017. Meanwhile, the average premiums of real
estate shares reached their highest level for 20 years at the
end of August 2019, namely 35.9%. This figure is almost
30 percentage points higher than the long-term average. In
other words, Swiss real estate shares are currently extremely highly valued, particularly when compared to real estate
funds. The latter can be expected to continue to benefit
from ultra-expansionary monetary policy.
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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
Historical returns and financial market scenarios are no reliable indicators 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.
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.
Emerging markets
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, including the loss of the
entire investment, and may not be suitable for many private investors. The
performance of such investments depends on unpredictable factors such as
natural catastrophes, climate influences, hauling capacities, political unrest,
seasonal fluctuations and strong influences of rolling-forward, particularly in
futures and indices.
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.
Private Equity
Private Equity (hereafter “PE”) means private equity capital investment in
companies that are not traded publicly (i.e. are not listed on a stock exchange), they are complex, usually illiquid and long-lasting. Investments in a
PE fund generally involve a significant degree of financial and/or business
risk. Investments in private equity funds are not principal-protected nor
guaranteed. Investors will be required to meet capital calls of investments
over an extended period of time. Failure to do so may traditionally result in
the forfeiture of a portion or the entirety of the capital account, forego any
future income or gains on investments made prior to such default and
among other things, lose any rights to participate in future investments or
forced to sell their investments at a very low price, much lower than secondary market valuations. Companies or funds may be highly leveraged and
therefore may be more sensitive to adverse business and/or financial developments or economic factors. Such investments may face intense competition, changing business or economic conditions or other developments that
may adversely affect their performance.
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.

Global disclaimer/important information
This document is not directed to, or intended for distribution to or use by,
any person or entity who is a citizen or resident of or located in any locality,
state, country or other jurisdiction where such distribution, publication,
availability or use would be contrary to law or regulation or which would
subject CS to any registration or licensing requirement within such jurisdiction.
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
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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, significant advice or investment services in
relation to the investments listed in this document or a related investment to
any company or issuer mentioned. Some investments referred to in this
document will be offered by a single entity or an associate of CS or CS may
be the only market maker in such investments. CS is involved in many
businesses that relate to companies mentioned in this document. These
businesses include specialized trading, risk arbitrage, market making, and
other proprietary trading. TAX: Nothing in this document constitutes investment, legal, accounting or tax advice. CS does not advise on the tax consequences of investments and you are advised to contact an independent tax
advisor. The levels and basis of taxation are dependent on individual circumstances and are subject to change. SOURCES: Information and opinions
presented in this document have been obtained or derived from sources
which in the opinion of CS are reliable, but CS makes no representation as
to their accuracy or completeness. CS accepts no liability for a loss arising
from the use of this document. WEBSITES: This document may provide the
addresses of, or contain hyperlinks to, websites. Except to the extent to
which the document refers to website material of CS, CS has not reviewed
the linked site and takes no responsibility for the content contained therein.
Such address or hyperlink (including addresses or hyperlinks to CS’s own
website material) is provided solely for your convenience and information and
the content of the linked site does not in any way form part of this document. Accessing such website or following such link through this document
or CS’s website shall be at your own risk. DATA PRIVACY: Your Personal
Data will be processed in accordance with the Credit Suisse privacy statement accessible at your domicile through the official Credit Suisse website
https://www.credit-suisse.com. In order to provide you with marketing
materials concerning our products and services, Credit Suisse Group AG and
its subsidiaries may process your basic Personal Data (i.e. contact details
such as name, e-mail address) until you notify us that you no longer wish to
receive them. You can opt-out from receiving these materials at any time by
informing your Relationship Manager.
Distributing entities
Except as otherwise specified herein, this report is distributed by Credit
Suisse AG, a Swiss bank, authorized and regulated by the Swiss Financial
Market Supervisory Authority. Austria: This report is distributed by CREDIT
SUISSE (LUXEMBOURG) S.A. Zweigniederlassung Österreich (the “Austria
branch”) which is a branch of CREDIT SUISSE (LUXEMBOURG) S.A., a
duly authorized credit institution in the Grand Duchy of Luxembourg with
registered address 5, rue Jean Monnet, L-2180 Luxembourg. The Austria
branch is subject to the prudential supervision of the Luxembourg supervisory authority, the Commission de Surveillance du Secteur Financier (CSSF),
283, route d’Arlon, L-2991 Luxembourg, Grand Duchy of Luxembourg, as
well as of the Austrian supervisory authority, the Financial Market Authority
(FMA), Otto-Wagner Platz 5, A-1090 Vienna, Austria. Bahrain: This report
is distributed by Credit Suisse AG, Bahrain Branch, authorized and regulated
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by the Central Bank of Bahrain (CBB) as an Investment Business Firm
Category 2. Related financial services or products are only made available to
professional clients and Accredited Investors, as defined by the CBB, and
are not intended for any other persons. The Central Bank of Bahrain has not
reviewed, nor has it approved, this document or the marketing of any investment vehicle referred to herein in the Kingdom of Bahrain and is not
responsible for the performance of any such investment vehicle. Credit
Suisse AG, Bahrain Branch, a branch of Credit Suisse AG, Zurich/Switzerland, is located at Level 21-22, East Tower, Bahrain World Trade
Centre, Manama, Kingdom of Bahrain. DIFC: This information is being
distributed by Credit Suisse AG (DIFC Branch). Credit Suisse AG (DIFC
Branch) is licensed and regulated by the Dubai Financial Services Authority
(“DFSA”). Related financial services or products are only made available to
Professional Clients or Market Counterparties, as defined by the DFSA, and
are not intended for any other persons. Credit Suisse AG (DIFC Branch) is
located on Level 9 East, The Gate Building, DIFC, Dubai, United Arab
Emirates. France: This report is distributed by Credit Suisse (Luxembourg)
S.A. Succursale en France (the “France branch”) which is a branch of Credit
Suisse (Luxembourg) S.A., a duly authorized credit institution in the Grand
Duchy of Luxembourg with registered address 5, rue Jean Monnet, L-2180
Luxembourg. The France branch is subject to the prudential supervision of
the Luxembourg supervisory authority, the Commission de Surveillance du
Secteur Financier (CSSF), and of the French supervisory authority, the
Autorité de Contrôle Prudentiel et de Résolution (ACPR) and of the Autorité
des Marchés Financiers. Germany: This report is distributed by Credit
Suisse (Deutschland) Aktiengesellschaft regulated by the Bundesanstalt für
Finanzdienstleistungsaufsicht („BaFin“). Guernsey: This report is distributed
by Credit Suisse AG Guernsey Branch, a branch of Credit Suisse AG (incorporated in the Canton of Zurich), with its place of business at Helvetia Court,
Les Echelons, South Esplanade, St Peter Port, Guernsey. Credit Suisse AG
Guernsey Branch is wholly owned by Credit Suisse AG and is regulated by
the Guernsey Financial Services Commission. Copies of the latest audited
accounts are available on request. India: This report is distributed by Credit
Suisse Securities (India) Private Limited (CIN no.
U67120MH1996PTC104392) regulated by the Securities and Exchange
Board of India as Research Analyst (registration no. INH 000001030), as
Portfolio Manager (registration no. INP000002478) and as Stock Broker
(registration no. INZ000248233), having registered address at 9th Floor,
Ceejay House, Dr. Annie Besant Road, Worli, Mumbai – 400 018, India, T+91-22 6777 3777. Italy: This report is distributed in Italy by Credit Suisse
(Italy) S.p.A., a bank incorporated and registered under Italian law subject to
the supervision and control of Banca d’Italia and CONSOB. Lebanon: This
report is distributed by Credit Suisse (Lebanon) Finance SAL (“CSLF”), a
financial institution incorporated in Lebanon and regulated by the Central
Bank of Lebanon (“CBL”) with a financial institution license number 42.
Credit Suisse (Lebanon) Finance SAL is subject to the CBL’s laws and
regulations as well as the laws and decisions of the Capital Markets Authority of Lebanon (“CMA”). CSLF is a subsidiary of Credit Suisse AG and part of
the Credit Suisse Group (CS). The CMA does not accept any responsibility
for the content of the information included in this report, including the accuracy or completeness of such information. The liability for the content of this
report lies with the issuer, its directors and other persons, such as experts,
whose opinions are included in the report with their consent. The CMA has
also not assessed the suitability of the investment for any particular investor
or type of investor. Investments in financial markets may involve a high
degree of complexity and risk and may not be suitable to all investors. The
suitability assessment performed by CSLF with respect to this investment
will be undertaken based on information that the investor would have provided to CSLF and in accordance with Credit Suisse internal policies and
processes. It is understood that the English language will be used in all
communication and documentation provided by CS and/or CSLF. By accepting to invest in the product, the investor confirms that he has no objection to the use of the English language. Luxembourg: This report is distributed by Credit Suisse (Luxembourg) S.A., a duly authorized credit institution
in the Grand Duchy of Luxembourg with registered address 5, rue Jean
Monnet, L-2180 Luxembourg. Credit Suisse (Luxembourg) S.A. is subject
to the prudential supervision of the Luxembourg supervisory authority, the
Commission de Surveillance du Secteur Financier (CSSF). Mexico: Banco
Credit Suisse (México), S.A., Institución de Banca Múltiple, Grupo Financiero Credit Suisse (México) and C. Suisse Asesoría México, S.A. de C.V.
(“Credit Suisse Mexico”). This document is elaborated for information purposes only and does not constitute a recommendation, advice or an invitation
to execute any operation and does not replace direct communication with
your relationship manager at Credit Suisse Mexico before the execution of
any investment. The people who elaborated this document do not receive
payment or compensation from any entity of the Credit Suisse Group other
than the one employing them. The prospectuses, offering documentation,
term sheets, investment regimes, annual reports and periodical financial

information contained useful information for investors. Such documents can
be obtained without any cost, directly from the issuer of securities and
investment fund managers or at the securities and stock market web page,
as well as from your relationship manager at Credit Suisse Mexico. The
information herein does not substitutes the Account Statements, the INFORME DE OPERACIONES or/ and confirmations you receive from Credit
Suisse Mexico pursuant to the General Rules applicable to financial institutions and other persons that provide investment services. C. Suisse Asesoría
México, S.A. de C.V., is an investment advisor duly incorporated under the
Securities Market Law (“LMV”) and is registered before the National Banking and Securities Commission (“CNBV”) under folio number 30070 and
therefore is not a bank, is not authorized to receive deposits nor to custody
any securities, is not part of Grupo Financiero Credit Suisse (México), S.A.
de C.V.. Under the provisions of the LMV, C. Suisse Asesoría México, S.A.
de C.V. is not an independent investment advisor pursuant to its relationship
with Credit Suisse AG, a foreign financial institution, and its indirect relationship with Grupo Financiero Credit Suisse (Mexico), S.A. de C.V. The people
who produced this document do not receive payment or compensation from
any entity of the Credit Suisse Group other than the one employing them.
Netherlands: This report is distributed by Credit Suisse (Luxembourg) S.A.,
Netherlands Branch (the “Netherlands branch”) which is a branch of Credit
Suisse (Luxembourg) S.A., a duly authorized credit institution in the Grand
Duchy of Luxembourg with registered address 5, rue Jean Monnet, L-2180
Luxembourg. The Netherlands branch is subject to the prudential supervision
of the Luxembourg supervisory authority, the Commission de Surveillance du
Secteur Financier (CSSF), and of the Dutch supervisory authority, De Nederlansche Bank (DNB), and of the Dutch market supervisor, the Autoriteit
Financiële Markten (AFM). Portugal: This report is distributed by Credit
Suisse (Luxembourg) S.A., Sucursal em Portugal (the “Portugal branch”)
which is a branch of Credit Suisse (Luxembourg) S.A., a duly authorized
credit institution in the Grand Duchy of Luxembourg with registered address
5, rue Jean Monnet, L-2180 Luxembourg. The Portugal branch is subject to
the prudential supervision of the Luxembourg supervisory authority, the
Commission de Surveillance du Secteur Financier (CSSF), and of the Portuguese supervisory authority, the Comissão do Mercado dos Valores Mobiliários (CMVM). Qatar: This information has been distributed by Credit
Suisse (Qatar) L.L.C., which is duly authorized and regulated by the Qatar
Financial Centre Regulatory Authority (QFCRA) under QFC License No.
00005. All related financial products or services will only be available to
Business Customers or Market Counterparties (as defined by the QFCRA),
including individuals, who have opted to be classified as a Business Customer, with net assets in excess of QR 4 million, and who have sufficient financial knowledge, experience and understanding to participate in such products and/or services. Therefore this information must not be delivered to, or
relied on by, any other type of individual. Saudi Arabia: This information is
being distributed by Credit Suisse Saudi Arabia (CR Number 1010228645),
duly licensed and regulated by the Saudi Arabian Capital Market Authority
pursuant to License Number 08104-37 dated 23/03/1429H corresponding
to 21/03/2008AD. Credit Suisse Saudi Arabia’s principal place of business
is at King Fahad Road, Hay Al Mhamadiya, 12361-6858 Riyadh, Saudi
Arabia. Website: https://www.credit-suisse.com/sa. South Africa: This
information is being distributed by Credit Suisse AG which is registered as a

financial services provider with the Financial Sector Conduct Authority in
South Africa with FSP number 9788 and / or by Credit Suisse (UK) Limited
which is registered as a financial services provider with the Financial Sector
Conduct Authority in South Africa with FSP number 48779. Spain: This
report is distributed in Spain by Credit Suisse AG, Sucursal en España, legal
entity registered at Comisión Nacional del Mercado de Valores. Turkey: The
investment information, comments and recommendations contained herein
are not within the scope of investment advisory activity. The investment
advisory services are provided by the authorized institutions to the persons in
a customized manner taking into account the risk and return preferences of
the persons. Whereas, the comments and advices included herein are of
general nature. Therefore recommendations may not be suitable for your
financial status or risk and yield preferences. For this reason, making an
investment decision only by relying on the information given herein may not
give rise to results that fit your expectations. This report is distributed by
Credit Suisse Istanbul Menkul Degerler Anonim Sirketi, regulated by the
Capital Markets Board of Turkey, with its registered address at Levazim
Mahallesi, Koru Sokak No. 2 Zorlu Center Terasevler No. 61 34340 Besiktas/ Istanbul-Turkey. United Kingdom: This material is distributed by Credit
Suisse (UK) Limited. Credit Suisse (UK) Limited, is authorized by the Prudential Regulation Authority and regulated by the Financial Conduct Authority
and the Prudential Regulation Authority. Where this material is distributed
into the United Kingdom by an offshore entity not exempted under the
Financial Services and Markets Act 2000 (Financial Promotion) Order 2005
the following will apply: To the extent communicated in the United Kingdom
(“UK”) or capable of having an effect in the UK, this document constitutes a
financial promotion which has been approved by Credit Suisse (UK) Limited
which is authorized by the Prudential Regulation Authority and regulated by
the Financial Conduct Authority and the Prudential Regulation Authority for
the conduct of investment business in the UK. The registered address of
Credit Suisse (UK) Limited is Five Cabot Square, London, E14 4QR. Please
note that the rules under the UK’s Financial Services and Markets Act 2000
relating to the protection of retail clients will not be applicable to you and that
any potential compensation made available to “eligible claimants” under the
UK’s Financial Services Compensation Scheme will also not be available to
you. Tax treatment depends on the individual circumstances of each client
and may be subject to changes in future.
UNITED STATES: NEITHER THIS REPORT NOR ANY COPY THEREOF
MAY BE SENT, TAKEN INTO OR DISTRIBUTED IN THE UNITED
STATES OR TO ANY US PERSON (within the meaning of Regulation
S under the US Securities Act of 1933, as amended).
This report may not be reproduced either in whole or in part, without the
written permission of Credit Suisse. Copyright © 2019 Credit Suisse Group
AG and/or its affiliates. All rights reserved.
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