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Management Summary 

There are increasing signs that the Swiss real estate market has peaked. While prices are still in 
an upward trajectory, their momentum is decelerating and growth rates are weakening across 
the entire spectrum. The gold rush era appears to be drawing to a close. Dynamic market seg-
ments are being increasingly fettered by stricter regulatory measures, while other areas, such as 
the high-end housing segment or the office market, are already reporting falling prices and 
leases. The surprising yes vote in favor of the initiative «against mass immigration» constrains 
demand potential in the medium term. Nonetheless, a steep and uncontrolled decline in prices 
and rents is not on the cards. Provided there is no leap in interest rates or an unexpected eco-
nomic collapse, the fundamental data are still sufficiently robust to keep the overall market in a 
sideways trend. This would be the optimal scenario for a soft landing; the only disadvantage is 
that the risks accumulated over the last few years will diminish only slowly.  

Optimal Cooling Process – too Early to Sound the All-clear 
The housing market is stable. The current price level increasingly functions as a brake, routing 
demand into regions with lower-priced housing. Regulatory measures already in place and the 
initial increase in interest rates likewise aided in slowing growth in housing prices and lending 
volumes, thus easing the risk of a real estate crash. Planned regulatory measures should main-
tain the cooling-off phase, which has so far progressed well as a steady balancing act between 
euphoria and panic. In the medium term, only a normalization of the interest rate level would 
have the power to initiate a correction in prices. Thus it is still too early to sound the all-clear. 
Another reason is because intact fundamental data continue to drive demand for housing, which 
the supply does not completely satisfy: job creation in urban centers heightens demand for 
housing in the suburbs, but the response in terms of housing supply is not urban, but increas-
ingly shifting to the periphery. As a result, housing shortages in city centers, which inflate rent 
prices in the short term, are coupled with growing vacancy rates and absorption problems for 
rental apartments in peripheral areas. The latent risks of a medium-term oversupply, already ex-
acerbated by the high dependence of housing absorption on immigration, have thus increased 
further against the backdrop of the voter-approved initiative against mass immigration and could 
unsettle the market. 

The Trend towards Greater Market Regulation: Lessons from Geneva 
The causes of the housing shortage in Geneva are of the canton's own making, at least to 
some extent. Under great pressure to provide housing for incoming immigrants, the housing 
supply in Geneva, compared to other regions, responds insufficiently, if at all, to demand over-
hang. Broad segments of Geneva's housing market are strictly regulated in terms of land prices, 
rents, yield and renovation costs, and this lowers incentives for investors. As a result, there is 
too little housing output. In recent years, the shortage has manifested in exorbitant price in-
creases for apartments outside the regulated market segments. The consequent division in Ge-
neva's housing market provokes discrimination against new tenants and is evident in comparably 
low tenant turnover rates, Switzerland's highest rates of dissatisfaction with the housing situa-
tion, and deterioration in Geneva's image. The case study of Geneva exposes numerous unde-
sired side effects related to attempts to fix prices and thus manipulate the market to create af-
fordable housing. Direct subject financing and exploitation incentives are two instruments that 
could help raise the effectiveness of housing policy, which objectives face few critical voices. 

Overproduction Stimulated by Low Interest Rates Suggests that Lean Years are Ahead 
The low level of interest rates is still encouraging relatively high output of office space. Thus 
property owners remain in a vicious circle where the more expensive or lower-quality buildings 
are shunned. The problem is exacerbated by meager demand; in contrast to earlier cycles, the 
financial services sector is a virtually nonexistent customer in the current phase. In an environ-
ment of record-high supply, rising vacancy rates and greater tenant bargaining power, it is 
astonishing that the development pipeline is still so full. Now, however, it is difficult to realize 
even large-scale projects, since they rarely meet the required pre-lease ratio. Despite attractive 
economic growth rates, companies are skeptical due to the uncertain global economic pro-
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spects. On balance, we expect a decline in rent prices in the coming quarters, and an increasing 
incidence of valuation corrections.  

Growth Focused on Outlying Areas  
It is primarily the two most highly developed tenant markets, Zurich and Geneva, that are ex-
posed to growing oversupply. However, while Zurich's office market is plagued by a combina-
tion of a large supply of new office space and absorption problems stemming from weak de-
mand, in Geneva it is solely a lack of demand that is responsible for the current difficulties. A 
collapse in project planning and huge increases in supply are unmistakable signs that demand 
has come to a halt in Geneva. The easing of bank confidentiality and uncertainties regarding tax 
privileges have forced Geneva's two key demand sectors, financial services and corporate 
headquarter activities, to put their expansion plans on ice. Demand is particularly weak in the in-
ner cities, where with the exception of Lausanne, demand for office space in central business 
districts is virtually flat. Growth is found only in extended business districts or in the outer dis-
tricts, where office space output is now concentrated. With time, vacancy rates are also likely to 
focus on these outlying areas. 

The Long Shadow of Online Sales 
Although economic conditions were promising in 2013, the retail trade posted mixed results. 
Stagnating sales, depressed income and ongoing structural challenges meant that demand for 
retail floor space was modest. The retail space market is still under the influence of a large-
scale expansion from 2004 to 2010, which heightened competition. The increasing role of 
online sales further dampens demand for retail space. Previous growth drivers, such as the 
trend to more numerous stores and international chains entering the market, are still in force, 
but their weakened impact is largely offset by the growing share of online sales. The generally 
restrained demand for store space is evident in a persistently high level of available retail space. 
Accordingly, investors are wary of the retail space market despite low interest rates, which nor-
mally create the ideal conditions for real estate investments. We expect an ongoing retreat of 
the previous expansion. While there are still numerous projects on the drawing board, some of 
them have been in planning for many years and it is impossible to predict the likelihood of their 
realization. Renovation investments, however, have been brisk as a result of greater competition. 
On the whole, the retail space market, in contrast to the office market, is in comparatively quiet 
waters where the imbalances are manageable. Structural change dominates the market and in-
creasingly separates the winners from the losers. Locations with high pedestrian and traffic fre-
quencies are clearly among the winners, and rents for these stores are likely to rise further from 
already high levels. Less frequented locations, though, fall beneath the radar of structural 
change. 

Investment Opportunity with Growth Potential 
In the Anglo-American markets, and increasingly in Europe, logistics properties have become 
established as their own investment class. On average, their high cash flow yields tend to ex-
ceed the total yields on other real estate classes. Although logistics properties are relatively 
volatile due to their dependence on exports, this segment profits from numerous megatrends 
that are reflected in consistently high growth rates in the logistics market. These trends include 
a steady increase in the division of labor and globalization, which provoked a massive increase in 
the transportation of finished products, semi-finished products and components. In addition, the 
rise of e-commerce and multi-channel retailing have given a further boost to the importance of 
logistics services and thus logistics real estate. In Switzerland, logistics real estate still plays a 
minor role in the cast of real estate investments. The market has annual investment volumes of 
around CHF 0.5 billion (new buildings), which is relatively small, but ownership ratios are high. 
More than half of the warehouses and loading areas are owner-operated. Nonetheless, leasing 
is gaining ground. Institutional investors in Switzerland and abroad have developed or purchased 
various logistics properties in recent years. From an investor's viewpoint, the opportunities for 
logistics properties are focused in higher expected yields. Moreover, investments in logistics ob-
jects provide interesting diversification options for portfolios heavy on commercial real estate. 
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Further Interest Rate Advances Priced in  
There were divergent trends in Swiss real estate investments in 2013. While market values on 
direct investments generally continued to rise, listed indirect investments tended to shed value. 
This is yet another indicator that the gold rush era on the Swiss real estate market is drawing to 
a close. Investors are instinctively turning their attention back to quality. Gross initial yields on 
residential properties have fallen, especially in city centers, while transactions at the high end of 
the scale have become a rarity given the increasing spread between price expectations of buy-
ers and sellers. Nonetheless, housing price growth is likely to continue in 2014 because the 
yield spread to government bonds remains substantial and investment pressure is high. For 
commercial properties, on the other hand, the fundamental data are deteriorating and we think 
the upside potential is exhausted. The increasing oversupply of office space is likely to depress 
valuations. Most of these projections seem to be already priced into the market, since agios on 
funds that are mainly invested in the commercial segment are significantly lower than those in 
the housing segment. On balance, last year's correction in agios for both segments creates a 
favorable tactical entry point, since our model suggests that future moderate rises in interest 
rates are already discounted in current prices.  

Regional Real Estate Markets at a Glance 
Real estate has particular qualities as an asset. It cannot be moved from one place to another. 
The characteristics of the region are inextricably linked to the property, and thus influence its 
use and value to a great degree. Swiss-wide trends such as international immigration and its 
effects on the real estate market can take very different forms in regional sub-markets. In an ef-
fort to give our clients more detail about the impact of regional characteristics on the structure 
and development of local real estate markets, we are replacing the cantonal overview pages 
with informative electronic factsheets for all 110 economic regions of Switzerland. This electron-
ic reference work gives private and professional investors alike the ability to compare regional 
sub-markets and discover the core characteristics of each. 
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Residential Property 

The Swiss housing market is undergoing a super cycle held up by low interest rates and seem-
ingly inexhaustible immigration. This constellation has now lasted so long that the cyclical nature 
that is characteristic of real estate markets is at risk of being forgotten. However, even super 
cycles come to an end sooner or later – be this due to a sharp rise in interest rates or a severe 
recession that we are not currently expecting, or as a result of the supply of housing gradually 
getting out of hand. While the latter is set increasingly to concern us in the future, this will not 
yet be the case in the present year. Stability will continue to prevail in 2014 that can only be un-
dermined by ill-considered political restrictions on immigration or regulatory overreactions.  

Demand: Constantly Robust 

High Price Level Restricting Access to Owner-Occupied Residential Property 

In view of the high use of debt for the purchase of real estate, it is often not the high value that 
stand in the foreground but its ongoing funding costs. As long as the continuous rise in the cost 
of owner-occupied residential property was accompanied by a decreasing burden from mort-
gage rates as was the case in the last few years and household incomes were high enough to 
secure credit financing, buyers hardly felt the effects of the price increase. Nevertheless, one or 
two concerns remained as to whether it would be possible to resell at similar conditions in the 
long-term future. It was not until the regulation was issued in mid-2012 stipulating that at least 
10% of the purchase price had to be equity-financed that the significant rise in the price of 
owner-occupied residential property seen in recent years started to hit buyers directly and trig-
ger shifts on the demand side. Since then, in view of the high prices, even very low equity re-
quirements pose a high or excessive burden for many households. This is related to the fact that 
assets in Switzerland are less evenly distributed than incomes. Demand has therefore fallen 
sharply particularly in the upscale price segment. 

 
In view of the high prices, not only the requirement for sufficient equity but increasingly also the 
affordability of the apartments and houses is becoming an obstacle making it difficult for many 
households to gain access to owner-occupied residential property. In order to protect clients 
against liquidity bottlenecks in the event of interest rate hikes and prevent future loan defaults, 
banks are reckoning with much higher imputed interest rates despite the low rates currently pre-
vailing. If we apply an imputed interest rate of 5% that corresponds to the long-term average of 
a five-year fixed-rate mortgage prior to the outbreak of the financial crisis, and add on 1% of 
the purchase price for maintenance, this results in disposable gross income requirements that 
depending on the region in question are not exactly modest. According to the golden rule of fi-
nancing, living costs should not exceed a third of a household's gross income. Figure 1 depicts 
the application of these affordability rules, illustrates the marked regional differences regarding 
the income requirements for securing mortgage funding, and explains why many peripheral re-
gions away from the urban centers have developed into strong magnets attracting demand for 
owner-occupied residential property. 

 
To this end, figure 1 illustrates the amount of gross income required in each region of Switzer-
land to purchase an existing medium-standard condominium measuring 110 m2 when applying 
the imputed interest rate plus maintenance surplus. The price per square meter of all owner-
occupied properties advertized on the real estate portals was used to derive the regional refer-
ence prices. According to the affordability conditions outlined above, the minimum required in-
come throughout Switzerland last year came to CHF 95'000. We estimate that according to the 
golden rule of financing, a standard Swiss apartment priced at around CHF 660'000 would to-
day be affordable for 45% of all Swiss family households (assumption: 80% loan to value ratio). 
A newly built average apartment with a mean price of CHF 845'000 would only be affordable 
for 28%. By way of comparison, according to the Swiss Federal Statistical Office the rate of 
home ownership in Switzerland was just under 37% at the end of 2010. The minimum income 
requirements can fluctuate significantly on a regional basis depending on the regional price lev-
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Growing burden on  
purchase of property 

Even medium-standard 
properties too expensive 
for the majority in many 
regions  
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el. We therefore point out for each region the share of family households in Switzerland with the 
necessary gross income in order to derive from this an indication of existing demand power. The 
majority of family households lacks the necessary income in around a third of all regions. In this 
case households are forced to compromise in terms of the size, features, location or age of the 
owner-occupied property. Affordability will pose an even greater obstacle for one-person house-
holds than for family households that are partly able to count on two incomes.  

 
Figure 1 

Necessary Income for the Purchase of a Medium-Standard Condominium 

Assumption: 80% loan to value ratio, pie charts = share of family households in Switzerland with corresponding income 

Source: Credit Suisse, Meta-Sys AG, Swiss Federal Tax Administration, Geostat 

 
The front runners in terms of the necessary income are the canton of Geneva and the Pfannen-
stiel region where a household needs to achieve a gross income of at least CHF 178'000 and 
CHF 166'000 respectively in order not to jeopardize the financing of an average condominium. 
The acquisition of owner-occupied residential property in the vicinity of Lakes Geneva and Zur-
ich and in the canton of Zug can now only be financed for just under a fifth of all Swiss family 
households. The same applies to many tourist destinations where owner-occupied residential 
property has become unaffordable for most locals and is largely sold as second homes.  

Accessibility: An Important Criterion When Seeking a Place to Live 

Companies and households generally do not have identical preferences in terms of choice of 
location. Various trends catalyze these differences and cause the home and the workplace in-
creasingly to drift apart. According to the traffic microcensus conducted in 2010, the daily dis-
tances covered by each person have risen to 37 kilometers. The growing division of labor that is 
turning employees into specialists is particularly contributing to this trend. In order to carry out 
their specialized activities and achieve the greatest value creation (i.e. the highest salary), these 
specialists are prepared to accept longer and longer journeys as the more specialized an activity, 
the less widespread is the availability of suitable jobs for this and therefore the longer the com-
mute. The differences in price between urban and rural areas are another factor gaining in im-
portance that particularly causes households to turn their backs on expensive urban locations. 
While enterprises also make use of opportunities to enhance their location, they largely remain 
in urban areas. Figure 2 illustrates the different locational preferences of companies and house-
holds. While the growth of the population is much more evenly distributed among the different 
types of municipality, jobs are increasingly concentrated in the urban centers. This trend is re-
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ceiving support from changes in the working world. For instance, while the number of jobs in in-
dustry is decreasing in rural areas, these are generally not being adequately replaced by service 
jobs, at least not in the countryside.  

 
Due to the increasing geographical separation of the home and the workplace, mobility is grow-
ing and accessibility in terms of transportation is gaining even more in importance. An analysis 
of the structure survey carried out as part of the 2011 census enables conclusions to be drawn 
about commuting patterns in Switzerland and in particular about the distance between the home 
and the workplace that employees are prepared to accept. Thanks to information on the hectare 
raster layer about the home and the workplace, it is possible to measure the duration of com-
muting by individual motorized transport. 

 
Figure 2 

Home and Workplace Increasingly Drifting Apart 
Population and employment growth by type of municipality, 2008–2011 

Source: Credit Suisse, Swiss Federal Statistical Office 
 

 Figure 3 

Time Required to Travel to Work 

Commute by private motor vehicle in minutes, frequency distribution in % 

Source: Credit Suisse, Swiss Federal Statistical Office 

 
Our model also takes into account traffic congestion on the Swiss road network and assumes 
that employees commence their journey to work at 7.15 in the morning. Commutes by public 
transportation are not included in these journey times. The results (cf. figure 3) can be used to 
determine the locational appeal of any place of residence for job commuters and derive the po-
tential demand for individual housing projects. They show that households consider optimizing 
their journey to work to be an important factor. The majority of commuters does not spend more 
than ten to 24 minutes travelling. Journey times by car of over half an hour are only accepted by 
just under a fifth of employees.  

 
As the choice of a potential place of residence mostly depends on the location of the workplace 
and on social structures, regional accessibility primarily stands in the foreground when making 
this decision. It is a question here of the accessibility of a municipality compared with the acces-
sibility scores of other municipalities within the personal catchment area. For example, it is of lit-
tle interest to an employee in Delémont how good the accessibility of Zurich is. What interests 
him instead is which municipalities in the area surrounding Delémont score particularly well in 
terms of their regional accessibility both by individual motorized transport and public transporta-
tion. To determine this we compare the accessibility of each municipality with the accessibility of 
all municipalities within a radius of 35 minutes (cf. figure 4). This approach best reveals the dif-
ferences in regional accessibility and identifies the locations in each region that offer the best 
accessibility not nationally but regionally.  

 
The major regional price differences have in recent years increasingly caused demand to shift 
from the high-price locations to the surrounding areas. Municipalities with good regional acces-
sibility outside what are today the most sought-after but at the same time expensive locations 
are well placed to benefit from this geographical shift in demand. Figure 4 enables the benefi-
ciaries of this trend already to be identified today.  
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Figure 4 

Regional Differences in Accessibility 

Accessibility (individual motorized transport and public transportation) of an individual municipality compared with the acces-
sibility of all municipalities within a radius of 35 minutes' journey time  

Source: Credit Suisse, Geostat  

 
The calculation of regional accessibility now offers a variable that allows the different prefer-
ences of households and companies to be revealed. In the case of households it is not the loca-
tions with the best accessibility that are recording the highest growth in population (cf. figure 5) 
as for some households they have become too expensive. Municipalities ranking third in terms 
of accessibility have therefore seen the largest overall migration in recent years. By contrast, for 
companies the benefits of better accessibility appear to outweigh the higher costs as underlined 
by the fact that the municipalities with very good accessibility recorded by far the greatest 
growth in employment (cf. figure 6).  
 
Altogether, these developments will shape the regional demand patterns of residential properties 
more and more in the future. In times of high prices, specialized jobs and rising numbers of two-
income households, potential buyers will increasingly attempt to find the best compromise be-
tween price level, housing supply and accessibility. The family modal split, i.e. the decision who 
takes the car and who commutes by public transportation, also plays a decisive role in this 
choice of location. Only few commuters are prepared to spend more than half an hour travelling 
by car. By contrast, more and more commuters will be prepared to travel longer distances by 
train owing to the use that can be made of the journey time and the fact that it can be planned 
better. The mobile Internet is making a significant contribution to this improved acceptance of 
longer journeys by public transportation.  

 
As a result, the demand for real estate should shift not only from areas with poor accessibility, 
but increasingly also from the expensive major urban centers to the medium-sized centers and 
their small-scale agglomerations along the main transportation routes, as we are already observ-
ing today. Away from the major urban centers, the sustainability of the regional demand 
hotspots will depend greatly on how the regional labor market centers develop in the future. For 
instance, the commuting distance from the St. Gallen Rhine Valley to workplaces in Zurich is 
too long. In these regions, the demand for housing will be greatly shaped by the accessibility of 
the widely scattered industrial locations that have successfully held their own in recent years.  
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The growing demand in the areas surrounding the medium-sized centers is increasing the urban 
planning requirements placed on the municipalities affected. The risk of increasing urban sprawl 
is particularly growing at locations geared towards commuters using individual motorized 
transport. Thanks to nearby motorway connections, a high level of regional accessibility to road 
transportation outside the town centers is in many cases arising on greenbelt land, which inevi-
tably triggers a corresponding housing demand. By contrast, the demand for housing in the 
town centers is becoming more and more dependent on good accessibility by public transporta-
tion, especially since the suburban train stations are largely located centrally. 

 
Figure 5 

Population Growth by Quality of Accessibility 
Accessibility to transportation from very poor (---) to very good (+++) 

Source: Credit Suisse, Swiss Federal Statistical Office 
 

 Figure 6 

Employment Growth by Quality of Accessibility 
Accessibility to transportation from very poor (---) to very good (+++) 

Source: Credit Suisse, Swiss Federal Statistical Office 
 

 

The Rental Accommodation Market Under the Spell of Immigration 

Net immigration has by and large remained very stable in the last seven years. It has mostly 
fluctuated within a narrow range between 72'000 and 75'000 persons. In 2008 the range was 
breached on the upside following the abolition of quotas in the previous year, and in 2010 it was 
fallen short of as a result of the recession (cf. figure 7). It therefore came as a slight surprise 
that immigration once more shot up last year with an estimated 80'000 immigrants. While on 
balance a somewhat larger number of Swiss nationals once again emigrated than in previous 
years owing to the global recovery following the financial crisis, this was more than offset by the 
increase in immigration from abroad. 
 
The good overall economic situation in Switzerland and the favorable labor market conditions 
resulting from this provided the basis for the strong immigration. Well trained workers are need-
ed in order to combat the shortage of skills. Companies surveyed by the Employment Barometer 
reported for the third quarter of 2013 that in almost 20% of all cases they were experiencing 
difficulty in finding specialists with higher vocational qualifications or that they were unable to do 
so at all. Among workers with university degrees, the corresponding figure is slightly lower at 
18%, and even workers with an apprenticeship are not easy to find at 12%. A comparison over 
time between the shortage of well trained workers and net migration shows how strongly immi-
gration correlates with the demand for well trained staff and therefore also how important the 
domestic employment situation is for immigration (cf. figure 7). 

 
Although the shortage of skills has eased slightly compared with 2012, it is still not easy to find 
skilled staff in Switzerland. If it is not possible to recruit them at home then employers turn to 
specialists from abroad. According to the most recent figures from 2012, 29% of migrant em-
ployees were hired in the high value-added financial services, IT and consulting sectors. This 
underlines the need for well trained immigrants. The trading, hotels and repair sectors (27%) 
and the construction industry (17%) only followed after this. The industrial sectors in particular 
lamented the difficulties in finding specialists. While the small decrease in the shortage of skills 
in the last year should really have brought about a slight fall in immigration, a new phenomenon 
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has arisen instead: The continued problems with the labor market situation in Southern Europe 
with unemployment rates of up to 27% have prompted many workers to leave their countries 
and in spite of the language barrier to try their luck in Switzerland.  

 
A breakdown of immigration statistics by canton shows that while Southern Europeans prefer to 
settle in the French and Italian-speaking regions of Switzerland, their share of immigration in the 
German-speaking cantons is also considerable (cf. figure 8). This development already set in 
back in 2012 but was not yet reflected in the aggregate balance at that time due to the reduced 
immigration above all from Germany. This was not the case until last year when the flow from 
Germany started to stabilize at a long-term level. 

 
Figure 7 

Net Migration and Shortage of Skills 

Net migration including change of status (left scale); workers found with diffi-
culty or not at all, in % (right scale) 

Source: Credit Suisse, Swiss Federal Statistical Office  
 

 Figure 8 

Net Migration by Canton and Nationality 

2012, shares per canton, in % 
 

Source: Federal Office for Migration  

 
The flow of immigrants from the Southern European countries afflicted by high unemployment 
should this year once again offset the downward trends among the Northern Europeans so that 
we expect net migration of around 80'000 persons again in 2014. The yes vote in favor of the 
initiative against mass immigration will hardly put a dent in net immigration figures this year be-
cause the initiative does not specify the size of the future quotas and gives the Federal Council 
a three-year transitional period before an implementation law is required to have resolved the 
outstanding issues. 

 
However, the yes vote does have an immediate impact due to the palpable uncertainty it raises 
about Switzerland’s future relations with the European Union. Not only does it put the first set of 
bilateral accords with the EU at risk, but also fundamentally places a question mark on Switzer-
land’s participation with largely equal rights in the further development of the European internal 
market. Uncertainty is poisonous to investment spending – and the hiring of workers must be 
understood as constituting an investment. A drop in employment growth by approximately 50% 
can therefore be expected in the short term, according to our estimates. Expressed in numbers, 
around 80'000 fewer jobs are likely to be created over the next three years. Since immigration 
reacts with a delay to employment trend signals but has a relatively high correlation with the 
general employment situation, the yes vote on the initiative is bound to have a noticeable impact 
on the number of immigrants to Switzerland from 2015 onward. We anticipate a decline in net 
immigration to 50'000 people per annum, down from the 70'000 previously expected. Immigra-
tion has left its mark on the Swiss housing market in recent years. This therefore raises the 
question as to what impact such a drop in demand would have on the housing market. 

 
A breakdown of housing absorption according to the key demand drivers of immigration, internal 
migration and increased space consumption of the local population makes clear that immigration 
at present altogether absorbs around 79% of housing construction across Switzerland (cf. figure 
9). Internal migration by definition rules itself out as a driver of demand at the national level. At 
just under 21%, increased consumption due to growing space requirements of the local popula-
tion is comparatively low. Increased consumption is accounted for by wealth effects, growing di-

0%

5%

10%

15%

20%

25%

0

20'000

40'000

60'000

80'000

100'000

2004 2005 2006 2007 2008 2009 2010 2011 2012 2013 2014

Net migration (left scale) Higher vocational qualifications
University degree Apprenticeship
Compulsory schooling

-20%

0%

20%

40%

60%

80%

100%

120%

C
H ZH B
E

LU U
R S
Z

O
W

N
W G
L

ZG FR S
O B
S

B
L

S
H A
R A
I

S
G

G
R

A
G TG TI VD V
S

N
E

G
E JU

Germany France Austria
Italy Spain Portugal
UK and Ireland Other Western Europe Eastern Europe
Other

Southern Europeans also 
settling in German-
speaking Switzerland 

Net migration to remain 
high in 2014 despite yes 
vote on initiative to limit 
immigration 

Uncertainty looks destined 
to cost jobs and reduce 
immigration from 2015  
onward 

High dependence of  
the housing market on  
immigration 



 
Credit Suisse Economic Research 

 

Swiss Issues Real Estate – Real Estate Market 2014   13 
 

vorce rates, the trend towards small households, the birth surplus and the trend towards second 
homes, to name just the most important factors. In previous years a distinctively larger share of 
housing supply was absorbed by increased consumption. However, the housing pressure 
brought about by immigration has pushed back increased demand due to a high supply shortage 
and rising prices. Having said this, this pent-up demand is not manifesting itself equally in all ar-
eas. A geographical breakdown by type of municipality reveals where which demand compo-
nents are dominating the absorption of housing. 

 
Figure 9 

Breakdown of Housing Absorption by Demand Components 

2011 housing absorption in different types of municipality 

Source: Credit Suisse, Swiss Federal Statistical Office 

 
Immigration is exerting the greatest housing pressure on the urban centers. In absolute figures, 
almost half of immigration demand, i.e. just under 33'000 people in 2011, is concentrated on 
homes in the urban centers. There it is triggering internal migration and the movement of local 
people to suburban, peri-urban or rural municipalities and/or resulting in the local population 
being grouped into fewer homes with a lower space consumption per individual (cf. figure 9). On 
balance, the number of local people moving out of the urban centers comes to almost 
7300 persons (2011) nationwide. The housing shortage in Switzerland is largely confined to the 
urban centers. A scarcity of building land and major reluctance towards high-density construc-
tion are homemade factors that are partially exacerbating the problem. The impact of immigra-
tion declines sharply as the urban character of the agglomeration municipalities decreases.  

 
Locals are also leaving the tourist-oriented municipalities (approx. 2600 persons in 2011), 
largely for reasons of affordability. This is due not only to the influx of workers from abroad but 
also to the largely domestic demand for second homes that is visible in increased consumption. 
On the other hand, the destinations of internal migration are primarily the less expensive peri-
urban and rural commuter municipalities. Relatively low shares of increased consumption in the 
peri-urban municipalities indicate suboptimal price/performance ratios for the locals due to the 
recent sharp rise in prices and simultaneously pent-up demand. The agricultural municipalities il-
lustrate the absorption strength of increased local consumption when it is allowed to develop 
unhindered. As they are not the focus of internal migration, practically half the housing demand 
is attributable to increased consumption components.  

 
Since immigration is concentrated in urban centers, the aforementioned expected decline from 
70'000 to 50'000 net immigrants per year in 2015 will somewhat ease the housing situation 
there. Most immigrants initially rent an apartment, so it’s the rental housing market that will pri-
marily be affected by the decrease in immigration. The diminishing demand pressure on the 
housing market will probably slow rent price inflation and cause market rents to edge downward 
in some places. However, most likely it would not be the urban centers but instead the outlying 
locations that would be exposed to the greatest risk of a lack of demand. This is because an 
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improved housing supply would reverse the trend seen so far of the local population being 
priced out of the urban centers so that a partial return of those who had previously moved away 
could be expected. 

 
The impact on the market for owner-occupied housing is likely to be very marginal, in contrast. 
Home prices have been soaring mainly on the back of low interest rates, and the yes vote on 
the initiative to limit immigration has no direct effect on that. However, the blurring of the em-
ployment situation is likely to exert a mild negative impact on demand for home ownership. The 
interest-rate turnaround and tightened regulation are therefore being joined by a third braking 
factor that could result in a slight drop in home prices by the end of 2014. But as long as inter-
est rates stay well below their historic averages, the high price level should remain firmly an-
chored. 

 
A massive restriction of immigration is unlikely in the medium term even if quotas are reintro-
duced. Experience with previous quota systems shows that they can only control immigration to 
a limited extent. International treaties, the high quality of living in Switzerland and the big wage 
differential will keep immigration to Switzerland from subsiding all that quickly. If the good mac-
roeconomic conditions hold up, then net immigration in the order of 40'000 to 50'000 people 
per year would still appear to be a realistic possibility even under a quota system, particularly 
since the wording of the initiative stipulates that economic interests are to be taken into consid-
eration when setting immigration quotas. Hence, a sharp drop-off in immigration following a 
one-off downturn is unlikely to occur, so the direct impact on the real estate market should re-
main limited in the medium to long term. 

Supply: Strained, Increasingly Unbalanced and in the Wrong Place  

Housing production remains at a high level. According to our estimates, net addition to the 
housing stock last year will have amounted to 46'000 residential units. With the exception of 
the recession year in 2009, the construction industry has built around 44'000 to 48'000 homes 
each year in the past seven years (cf. figure 10). We expect production in the current year to 
reach the upper end of this range as long as the weather does not impede this. This would re-
sult in the second highest growth in housing since 1995. The construction industry does not 
appear capable of achieving any higher production as despite the creation of new jobs it is una-
ble to push its capacity utilization above 80%. Unfavorable weather conditions in the past two 
years have caused average annual capacity utilization to fall back below 78%. Industry experts 
believe that the creation of jobs is primarily concentrated on the higher-margin activities of the 
construction industry in the area of general and total contracting and on civil engineering. By 
contrast, the execution of construction work is continuing to struggle with a shortage of skills 
and necessary process optimizations. As before, more orders are coming in than the construc-
tion sector is able to handle. This is clear from the ongoing increase in the number of homes 
under construction and the growth in the order backlog of the main construction trade At the 
end of 2013 approximately a good 76'000 homes were registered as under construction, which 
is again more units than the year before.  

 
The structural problems in the construction industry are partly responsible for the fact that the 
supply side of the market is only able to respond to the high demand with a delay. However, this 
also means that housing production should remain at a high level for some time to come and 
irrespective of demand due to the backlog in planned homes. This is all the more so in view of 
the fact that there are no signs of any slowdown in planning activity. Based on the number of 
planning applications received in the last year, it can be assumed that an extremely large num-
ber of homes will also come onto the market in 2015. Because the second homes initiative no 
longer envisaged any approvals for traditional second homes from 2013, fear of missing the 
boat arose in the municipalities affected by the second homes initiative in 2012 and triggered a 
wave of planning applications. We isolate this effect in figure 11 in order to gain unbiased in-
formation about the expansion in the other municipalities. Although it was not possible to uphold 
the very high prior-year level completely, planning activity in the municipalities not affected by 
the second homes initiative was nevertheless no less dramatic. The pipeline for new homes will 
also remain full to bursting for 2015. 
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While construction activity in the urban centers and their agglomerations remains high, a signifi-
cant number of new homes should also come onto the market above all in many tourist-oriented 
regions in 2014. Second homes that were approved before the end of 2012 and against which 
no appeals were lodged may still be completed despite the second homes initiative. We esti-
mate these to comprise around 7000 out of a total of 13'000 homes for which applications 
were received between March and December 2012 in the municipalities affected by the second 
homes initiative (cf. figure 11). At 4400, considerably fewer residential units were approved on 
a long-term average prior to the referendum in March 2012. Some of the projects will therefore 
encounter challenging marketing conditions in view of the temporary flood of supply. However, 
because for climate reasons the construction period in Alpine regions is very short, some con-
struction projects will not be completed until 2015 or even later. The hectic rush has now died 
down noticeably. Only just over half as many planning applications for homes were submitted 
recently as in the decade prior to the vote on the second homes initiative. 

 
Figure 10 

Net Addition per Segment 
Credit Suisse estimate, in residential units, shaded 2014 forecast 

Source: Credit Suisse, Baublatt, Swiss Federal Statistical Office 
 

 Figure 11 

Planning Applications and Approvals 

Number of residential units, 12-month rolling average 

Source: Baublatt, Credit Suisse 

 
Not all segments of housing construction are contributing to the rise in production to the same 
degree. The construction of single-family dwellings has been declining for years and no longer 
passes the threshold of 10'000 units. Single-family dwellings have become too expensive in the 
urban areas so that the gradual loss of importance of this sought-after but not very efficient type 
of housing in terms of land use is continuing. The construction of condominiums also appears to 
have passed its peak. While the phase of low interest rates boosted production to over 20'000 
units again in 2011, since then saturation trends and new financing guidelines that significantly 
increase the burdens for the purchase of owner-occupied residential property have prompted 
caution among property developers. The current level of around 17'000 units should also re-
main the benchmark for the present year. Only the construction of rental accommodation there-
fore remains as the driver of production. This has been recording rising production figures for 
over ten years. In 2002, the 7000 or so rental apartments that were built accounted for just un-
der a quarter of housing construction, while at over 21'000 units, three times as many rental 
apartments should be built in the current year. Investment properties have been a popular asset 
class among both private and institutional investors since the financial crisis. Despite falling re-
turns, a large amount of capital continues to flow into the development of rental apartments that 
now clearly dominate housing construction at almost 45%.  

 
In view of the courage and confidence in the market's capacity to absorb with which large-scale 
building complexes are currently being embarked upon even in outlying locations, the risk of 
oversupply clearly deserves our attention. The rental accommodation market is likely to be con-
fronted with increasing challenges in the next few quarters. There are several reasons for this. 
First of all, the phase of low interest rates was already a key driver of uncontrolled expansion on 
the office property market. A similar scenario for the housing market cannot be ruled out, 
though it is only likely to become a potential problem in the event of a marked downturn in im-
migration. However, secondly, it is precisely the continuation of the steady influx of immigrants 
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that is no longer politically safeguarded in the wake of the passage of the initiative to limit immi-
gration even though the extent of future quota setting is still very vague at the moment. In any 
case, the number of net immigrants to Switzerland will already start to decrease from 2015 on-
ward. On their own, the adverse effects on employment caused by the enormous uncertainty 
about Switzerland’s relations with the EU will reduce future net immigration to the order of 
around 40'000 to 50'000 people per annum. Thirdly, increased interventions by the regulator in 
the housing market and changes to the geographical origins of immigrants have already brought 
about structural shifts in demand that have not left the market for rental accommodation un-
touched. All in all, the risk of a future supply overhang has increased. 

 
The construction of rental accommodation will particularly be affected by changes on the de-
mand side as an increasing number of major projects are arising here that will take longer to 
realize. This segment is therefore able to respond less and less swiftly to short-term fluctuations 
in demand so that a growing nervousness can be observed in the market. This is reflected in the 
fact that more and more developers are leaving open whether they intend to sell or let the com-
pleted apartments when submitting planning applications, as shown by an analysis of planning 
approvals for multi-family dwellings (cf. figure 12). In 2012 it was not clear for around 10% of 
all residential units whether they were to become rental apartments or condominiums. In 2013 
this share shot up to over 25%.  

 
Figure 12 

Planned Intended Use of Apartments in Multi-Family Dwellings 

Based on planning approvals, share as % of total approved residential units 

Source: Baublatt, Credit Suisse 

 
The question arises as to whether the nervousness is increasing among the typical promoters of 
owner-occupied residential property or the developers of rental apartments. The decline in the 
number of approvals for apartments intended for sale and a closer analysis of the principals who 
have deliberately left open the intended use suggests that the developers of owner-occupied 
residential property have become more cautious. Increasing anxiety that mortgage interest rates 
could go up during the construction period or that regulation could be tightened again so that 
sales of condominiums falter will be the reason for this. An increasing number of properties are 
therefore being planned today that are suitable for both types of use. This way investors are se-
curing the option of letting out the apartments in the event of a lack of buying interest. Howev-
er, in view of the typically upscale features of condominiums, these properties will be compara-
tively expensive as rental apartments, thereby hampering their marketing in a deteriorating mar-
ket environment, especially as there are already increasing sales problems today among rental 
apartments in the upper price segment.  
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Over two thirds of immigrants settle in the urban centers and suburban municipalities – and 
therefore precisely in those areas that we identified on page 13 as also having strong demand 
for reasons of regional accessibility. It would have been reasonable to expect the supply of 
housing in these places to expand in line with the increased demand. However, this is not the 
case. Immigration rose in 2007 when the quotas were abolished. Since then, however, neither 
the urban centers nor the suburban and peri-urban municipalities have made any contribution 
towards satisfying the greater demand for housing by increasing supply accordingly. If there was 
any reaction at all then this was in the municipalities outside the urban areas that boosted their 
housing supply again between 2007 and 2013. In the first phase of the residential construction 
boom starting in 2003 until the upturn in immigration set in, the urban municipalities made a rel-
atively strong contribution towards the provision of additional housing, but they were later no 
longer able and willing to increase supply any further (cf. figure 13).  

 
The insufficient supply particularly in the urban centers has resulted in price rises and relocations 
of local residents to the outlying areas that only have substandard accessibility. In terms of ur-
ban planning this makes no sense, as it allows the urban sprawl to continue growing unabated 
while expensive infrastructure has to be reconstructed and there is a risk that the additional 
housing supply in the outlying areas can no longer be utilized in the event of a downturn in de-
mand, to say nothing of the strain placed on the many households forced to move away from 
the places where they are already settled for lack of housing in the urban locations. 

 
Figure 13 

Change in Housing Production Before and After the Onset of Immigration 

Absolute growth of housing production from the level at the start of the period 

Source: Credit Suisse, Baublatt 

 

Market Outcome: Soothing Downturn but No All-Clear 

While the decreasing price momentum is having a soothing effect, the spiraling price level here 
and there continues to arouse fears and make caution appear advisable. The framework condi-
tions should change again in the course of the year because the regulatory authorities prefer to 
play it safe and are likely to tighten regulations. The yes vote on the initiative to limit immigration 
will likewise noticeably dampen demand in the medium term. This heightens the challenges fac-
ing market participants. Sales problems and falling prices were already shaping the upper price 
segment last year. New construction in the rental accommodation segment has also been ex-
posed to tougher market conditions recently. Error tolerance in such an environment is lower. 
Construction projects need to be well thought out in terms of location, coordination with target 
groups and price level in order to be able to hold their own in an increasingly challenging market. 
The regional disparity between supply and demand gives cause for concern here. 
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Major Regional Differences in the Number of Days on the Market 

Housing sales last year proceeded swiftly and only changed marginally compared with the previ-
ous year. This is the result derived from an analysis of the number of days during which existing 
homes were advertized on the online portals. Rental apartments had to be advertized for an av-
erage of 23 days in 2013 – the same number as in the previous year. The number of days on 
the market increased by one in the case of condominiums so that properties were advertized for 
an average of 69 days. By contrast, single-family dwellings found new owners five days more 
quickly than in the previous year and were only advertized for an average of 34 days. Because 
the purchase of owner-occupied residential property is a more far-reaching decision and nor-
mally requires a mortgage to be taken out, owner-occupied properties are generally advertized 
for longer. However, the major discrepancy between condominiums and single-family dwellings 
comes as a surprise. One might have assumed that single-family dwellings would be advertized 
less frequently. In fact, the exact opposite is the case. Part of this can be explained statistically. 
The survey of the number of days on the market only includes existing properties. In the case of 
condominiums there is a high supply of new properties on which demand is concentrated. Exist-
ing apartments therefore come off worst as they are less sought after and take twice as long to 
change hands as single-family dwellings. However, there is another explanation for the large 
difference: The single-family dwelling appears still to be a sought-after property, with existing 
properties advertized for much shorter periods than in the case of condominiums. 

 
Figure 14 

Number of Days on the Market of Rental Apartments in 2013  
Number of days on the market and year-on-year change, existing properties 

Source: Credit Suisse, Meta-Sys AG, Geostat 

 
In view of the sharp growth in the construction of rental accommodation partly outside the urban 
areas, the number of days on the market enables conclusions to be drawn about how quickly 
properties are likely to be let in the individual regions. Figure 14 shows that Lausanne, Zurich 
and Winterthur boast the fastest letting at an average of 14 days. This indicator once again 
reflects the major shortage of housing in the urban centers. The shortest numbers of days on 
the market are generally to be observed in the Zurich area, in Central Switzerland and on Lake 
Geneva through to Lower Valais. By contrast, the letting of apartments in the outlying regions of 
Switzerland tends to drag on, with most apartments remaining on the market for over 50 days. 
Ticino and large parts of Eastern Switzerland and the Northern Jura up to the Rhine but exclud-
ing the Canton of Jura and the suburban municipalities surrounding Basel are tending to experi-
ence difficult marketing conditions at present.  
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Rising Vacancies Due to Lack of Coordination 

Although demand is capable of absorbing more than the 46'000 or so most recently construct-
ed residential units, the vacancy rate has risen slightly. Altogether the number of vacant apart-
ments increased by 1086 units and the vacancy rate came to 0.96% on June 1, 2013 (2012: 
0.94%). The market is therefore signaling a disparity between supply and demand. This primari-
ly affects the rental accommodation segment in which vacancies have risen slightly, while the 
vacancy rates of owner-occupied residential property have remained more or less stable (cf. fig-
ure 15 and figure 16).  

 
We expect a continued increase in vacancies in 2014. This will again not be attributable to an 
excessive overall supply but to supply increases in the wrong places. These are only insufficient-
ly being offset by migration movements because the demand – as we have shown above – is 
fundamentally different. However, because supply is not excessive across the board, the na-
tionwide vacancy rate should not amount to more than 1%. In view of the increasing shift of 
housing production towards rental accommodation, the expected increase should concentrate 
on this type of housing. As in the preceding years and due to the prevailing low interest rates, 
we hardly expect any noticeable changes in the vacancy rate for condominiums and single-
family dwellings in the absence of additional drastic regulations with the potential to significantly 
impact the attractiveness of residential property. 

 
Figure 15 

Change of Vacancies by Segment 
In number of residential units 

Source: Credit Suisse, Swiss Federal Statistical Office  
 

 Figure 16 

Vacancy Rate by Segment, 2013 

As % of existing housing in the respective segment  

Source: Credit Suisse, Swiss Federal Statistical Office 

 
We expect the current trend toward a slightly higher number of housing vacancies to accelerate 
in the medium term. As a result of the anticipated decline in net immigration from 2015 onward, 
we estimate that around 10'000 fewer homes will be in demand. However, those homes are 
already being built and will still come onto the market even if new construction planning is cur-
tailed. The vacancy rate in 2015 looks set to rise to a maximum of around 1.2% from 0.96% at 
present. Since most immigrants initially rent an apartment, the decrease in immigration will pri-
marily affect the rental housing market. 

 
From a regional perspective, vacancies in the central regions in particular have fallen to very low 
levels that point towards a distinct shortage of housing. The less urban a region, the greater the 
number of empty homes there generally is. Nevertheless, some outlying regions such as 
Toggenburg, Glarner Hinterland, the Goms region and Oberthurgau, have succeeded in reduc-
ing their vacancy rates in recent years because thanks to immigration they have recorded a 
slight upturn in population growth. On the other hand, supply and demand in certain other re-
gions – as already mentioned – are increasingly drifting apart. The main areas affected by this 
are the cantons of Aargau, Solothurn and Jura (cf. figure 17). Vacancy rates here are largely 
close to or above 2%, which is more than double the Swiss average. What is alarming is that in 
some of these regions further homes continue to be built unchecked despite the high vacancy 
rates. Vacancies in some of these regions should therefore continue to increase in 2014. Those 
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parts of Aargau lying within the Zurich catchment area are exempted from this. As figure 14 
shows, the numbers of days on the market there do not yet indicate any letting problems. Ab-
sorption is likely also to prove relatively trouble-free in areas in which only a small number of 
modern homes have recently come onto the market. However, in other regions tending towards 
oversupply, vacancies should primarily affect new buildings. The changed structure of immigra-
tion which increasingly comprises less affluent Southern Europeans is being reflected in in-
creased difficulties in the absorption of new buildings. This was already evident from the higher 
vacancies in new buildings recorded in the middle of last year. Their share of vacancies, which 
for years fluctuated between 11% and 13%, has risen sharply to over 15%. By contrast, va-
cancies in existing properties have fallen slightly. 

 
Figure 17 

Vacancies in 2013 and Forecast for 2014 

As a % of total housing stock 

Source: Credit Suisse, Swiss Federal Statistical Office, Geostat 

 

Price Growth Tailing Off 

Despite the high construction activity in the rental accommodation segment, the rents of homes 
advertized on the market rose further in 2013 (cf. figure 18). At 3.2%, the upturn was even 
slightly higher than in the previous year and just above the annual increase since 2000 (3.1%). 
The driving force behind the increase in rents will be the continued supply shortage of rental 
apartments in many urban centers. Because the shortage is not set to ease in these locations, 
we also expect a similar rise in rents in the current year. By contrast, the lower mortgage refer-
ence interest rate and negative inflation caused rents for existing properties to fall. The fact that 
the rental price index of the Swiss Federal Statistical Office nevertheless registered an upturn of 
1.4% (2000–2013: +1.5% p.a.) is primarily attributable to properties with a change of tenant 
that to a limited extent are also incorporated in the index. Furthermore, the latest cut in the mort-
gage reference interest rate should only start exerting an impact on the data in the current year 
so that no growth in existing rents can be expected in 2014. The gap between market and exist-
ing rents is therefore becoming even wider and in doing so exerting an adverse impact on the 
rental accommodation market. If existing and market rents diverge too much then this results in a 
'lock-in' effect as illustrated in our discussion topic about the housing market in Geneva (cf. page 
25 ff.). Existing tenants then stay put in their rental apartments for reasons of cost despite 
changing housing requirements. The relocation rates fall and the existing housing stock is in-
creasingly distributed among households in a suboptimal manner from a structural perspective.  
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The increase in residential property prices tailed off visibly in 2013 (cf. figure 18). Compared 
with the previous year, the prices of condominiums rose by 4.7%. The slowdown that we ex-
pected following the tightening of financing guidelines by the banks in the summer of 2012 has 
therefore set in. The increased equity requirements are exerting a restraining effect on prices. 
The growth of transaction prices is presently below that of 2012 (6.8%) and also below the av-
erage increase since 2000 (4.9% p.a.). A glance at the supply data reveals a stagnation in 
prices over the past few quarters so that we expect a further slowdown in transaction price ris-
es. However, with the exception of the upper price segments, no falls in prices are to be ex-
pected as yet as the fundamental data is too robust for this. There is a similar picture for single-
family dwellings, the prices of which rose by 3.0% in 2013 (2012: 4.3%, 2000–2013: 3.2% 
p.a.).  

 
Figure 18 

Price Performance of Owner-Occupied Housing and Rents 

Year-on-year growth in % 

Source: Wüest & Partner, Swiss Federal Statistical Office  

 
The higher equity requirements due to regulatory provisions have not only curbed price growth 
but also deflected demand away from the upmarket regions to more affordable areas. House-
holds experiencing difficulty in overcoming the new equity obstacles essentially have three op-
tions. They can cut back their space requirements, opt for less expensive properties or switch to 
less expensive regions. It therefore comes as no surprise that the slowdown was most striking in 
the upmarket regions. In the areas surrounding Lakes Geneva and Zurich and in the canton of 
Zug, where prices had by far risen most sharply in recent years (cf. figure 19), there was a 
massive drop in price growth (cf. figure 20). The mountainous regions also recorded a major 
slowdown. Some of them, such as Engadin, are also upmarket regions. On top of this, the un-
certainty regarding the interpretation of the second homes initiative will also have caused a cer-
tain degree of price restraint. Price momentum in the other regions to which demand is increas-
ingly shifting also tailed off somewhat. However, it is now at a higher growth level than in the 
upmarket regions.  

 
Despite falling growth rates in the prices of residential property, overvaluation remains an issue 
as the price increases are (still) too high in relation to the growth of household incomes. The 
divergence between prices and incomes is therefore continuing. In the medium to long term the 
two variables should develop in harmony. While price performance may well overshoot in the 
short term, this must correct itself again sooner or later. Unlike in previous years, we are no 
longer basing our regional analysis of overvaluation on the price performance of condominiums 
but on the weighted price performance of condominiums and single-family dwellings. This ena-
bles us to do justice to the fact that in the rural regions in particular, the single-family dwelling 
remains the measure of all things.  
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Figure 19 

Price Performance of Residential Property 
Various aggregates (cond. and SFD); index: 2000 = 100 

Source: Credit Suisse, Wüest & Partner 
 

 Figure 20 

Annual Growth Rates of Residential Property Prices
Various aggregates (cond. and SFD); growth rates in % 

Source: Credit Suisse, Wüest & Partner 

 
We consider the price performance in 48 of the 106 regions no longer to be sustainable. These 
regions include half of the Swiss housing stock. Changes to demand or abrupt interest rate 
hikes could trigger larger price corrections in these regions. Although such shocks are not cur-
rently in sight, this does nothing to alter the factual existence of overvaluation. By contrast, the 
prices of residential property in large parts of the Mittelland region, Eastern and Central Switzer-
land still remain at a sustainable level. The highest overvaluations are to be found in the Lake 
Geneva region and the Zurich area (cf. figure 21). In the case of Geneva we have for some 
years even been talking about the existence of a price bubble. For instance, the prices of resi-
dential property in the canton of Geneva have risen 2.4 times as sharply as incomes.  

 
As well as the real hotspots on Lakes Geneva and Zurich, we are also observing a price perfor-
mance in more and more neighboring regions that is no longer sustainable. Viewed in absolute 
terms, the prices in some of these regions, such as Gros-de-Vaud, are still comparatively low. It 
is precisely these price differences that have been responsible in the last few years for the fact 
that more and more households have been able to fulfill their desire for home ownership here. 
This has caused prices in these regions to rise considerably more sharply than the incomes of 
the local population, for whom residential property is becoming increasingly unaffordable. This is 
nothing new for many tourist-oriented regions.  

 
As well as the sustainability of price performance, we have now for some time also been keep-
ing track of additional important indicators that can point towards the typical signs of real estate 
price bubbles (cf. figure 22). There has been little change to our market assessment compared 
with the previous year. Prices have decoupled from the development of incomes in a considera-
ble number of regions and have now been rising for over 13 consecutive years. This develop-
ment continues to be fuelled by the historically very low mortgage interest rates and a renewed 
upturn in risk appetite. On the other hand, we are still not registering a high share of speculative 
real estate transactions and it would be just as wrong to talk of insufficient checks when issuing 
mortgage loans. The latter is in itself already ruled out by the increased monitoring by the Swiss 
Financial Market Supervisory Authority (FINMA) of the issue of mortgage loans by banks. An 
overshooting of construction activity is still not an issue thanks to the ongoing strong migration 
and low mortgage interest rates. However, the risk of oversupply is increasing in more and more 
regions. More attention must therefore be paid to this indicator in the future.  
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Figure 21 

Regional Analysis of Residential Property Prices 

Price trend for condominiums/single-family dwellings in relation to income trend  

Source: Credit Suisse, Geostat  
 

 Figure 22 

Criteria of a Real Estate Price Bubble 
  

Source: Credit Suisse 

 
All in all it can be concluded that there is still no real estate price bubble to be observed on the 
Swiss housing market. However, the increasing number of regions in which the price level is no 
longer sustainable is not something that can be ignored. Although regulatory measures have 
recently started to curb price growth, they will not bring it to a complete standstill in the current 
year. Because the regulatory authorities wish to play it safe, a tightening of regulation is to be 
expected this year. The slowdown will therefore continue in line with expectations and bridge the 
gap until base rates start rising in the medium term. This will then not only lead to a stagnation 
of prices but inevitably also to price corrections of the sort that are currently already being ob-
served in the upmarket segment.  
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Outlook for the Residential Property Market in 2014 

The housing market is expected to be stable again in the coming year. Momentum has both 
cooled off and undergone a regional shift. The combined effect of relatively low interest rates 
and net inward migration has provided a strong impetus for the construction of rental apart-
ments, which now make up a 44% share of the estimated residential new build in 2014 of an 
expected 48'000 units. Because immigration is likely to remain at a similarly high level as in the 
previous year, vacancy rates in the major urban centers and their surrounding areas will general-
ly be very low. Because building activity in the past few years has picked up most in areas out-
side the big cities and their periphery, the local geographical imbalance between supply and 
demand will lead to a slight increase in vacant rental apartments in 2014. The predominant fac-
tor driving demand – immigration – is under threat more from political than economic factors. If 
immigration is restricted due to changes in policy, primarily the market for rental apartments 
would suffer. Current interest rates levels are keeping demand for owner-occupied housing 
high. Not only investors and owners of multi-family properties, but also prospective homebuyers 
are starting to fan out more to the peripheral regions. This is attributable to increasing regulatory 
requirements mortgage seekers must meet as well as high price levels in many locations. These 
geographic shifts are also influencing the pattern of regional price trends: the most conspicuous 
slowdown in the overall upward price trends over the course of 2013 was in the highest priced 
regions. Outside the hotspots, growth rates are now higher as a result of the geographical shift 
in demand. For that reason alone the question whether housing is overpriced will remain an is-
sue in the course of this year. We believe housing is overvalued in an additional six regions as 
compared with the previous year, bringing the total to 48 regions. This is the result of a dispro-
portionate long-term rise in housing prices relative to incomes. There will inevitably be price cor-
rections in the wake of a more pronounced rise in interest rates. However, the risk of a housing 
price crash has recently diminished.  

 
 Demand, Supply and Market Outcome  

 Demand  Background Outlook 

Population trends: Immigration is likely to remain at the same high level this year, so
population growth of 1.2% is expected, about as high as in the previous year.   

Income trends: In 2014, too, income growth will be muted. Renewed moderate nominal
wage increases will be diminished by the again slightly positive rate of inflation.  

Interest rate level: The Swiss National Bank will continue to focus on the exchange rates
of the Swiss franc and continue its policy of low interest rates. This means LIBOR will
remain at low levels in 2014. By contrast the process of normalizing fixed interest rate
mortgages should continue, so we expect a further slight rise in these interest rates in
2014 too.  


Libor mortgages 


Fixed mortgages


Libor mortgages


Fixed mortgages

Supply   

Housing stock supply in 2014: Given the full pipeline of projects and the high number of
apartments under construction, we expect 48'000 apartment units to come onto the
market, of which an increasing number will be rental apartments.  

 

Medium-term expansion plans: The number of applications for building permits in 2013
decreased slightly – factoring out the consequences of the law on second homes. Levels
will, however, remain high, so that the pipeline of new housing units will remain well filled
in 2015 too.  

 

Market Outcome   

Vacancy rates: We expect vacancy rates to increase slightly in 2014, mainly in the
market for rental apartments, where there is a geographical imbalance between supply
and demand. In the owner-occupied market segment, increasing vacancy rates are to be
expected, especially at the high end of the market.  


(Owner-occupied)


(Rented)


(Owner-occupied)


(Rented)

Prices: The prices of owner-occupied residential property will continue to increase in
2014. However, because of regulatory requirements concerning equity, growth is likely
to be more muted than in the previous year, returning below the long-term average.
Prices of rental apartments are likely to increase only moderately.  


(Owner-occupied) 


(Rented)


(Owner-occupied)


(Rented)

Performance (Total Return): The overall yield is likely to be somewhat lower this year
than in the previous year. We expect cash-flow yields to be at a similar level to last year,
with a slightly diminished outlook in the case of commercial properties. However, in-
creases in values are likely to be more moderate than last year. 

 

 

 

 
Source: Credit Suisse 
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Market Regulation: What We Can Learn from the Geneva Case 

The urban centers of Switzerland, and lately their suburbs as well, have been plagued by a 
housing shortage for years, and no improvement in the situation is on the horizon. Calls for in-
tervention in market mechanisms in order to create more – particularly more «affordable» – 
housing are becoming more urgent. But meddling with price mechanisms is known to disturb 
their coordinating properties, and thus the results are counterproductive. The housing policies of 
Geneva are a good example. The federal structure of Switzerland, unlike any other country, 
gives individual regions a great deal of freedom in developing their own solutions to existing 
problems. Such experiences should be considered in order to find out what can be done better, 
but also to identify what should be avoided altogether.1 

 
The expression «pénurie de logement», housing shortage, has been circulating in Geneva for 
years: it features in election campaigns and in podium discussions, and strikes fear into those 
considering relocating to the region. As an illustration, consider this welcome message from the 
University of Geneva to its incoming students: «There is a serious shortage of housing in Gene-
va, especially of moderately priced rental apartments. We recommend that you begin seeking an 
apartment at your earliest opportunity». It is not surprising that the expression «pénurie de 
logement» is found in the laws of Canton Geneva, and is precisely defined – namely as a mar-
ket in which fewer than 2% of all apartments are available. Indeed, the vacancy rate in Canton 
Geneva has been below this 2% threshold for decades and, since 2001, uniformly below 0.4%. 
Thus by definition, Geneva suffers from a serious long-term housing shortage that has not im-
proved over time but rather accentuated. This detracts from Geneva's appeal as a location, de-
spite its status as one of Switzerland's key economic drivers. What are the causes of this short-
age?  

 
There has been a veritable boom in Canton Geneva in recent years, with 38'165 new jobs cre-
ated between 2005 and 2011 alone. Considering the growth in employment and workers' 
commuting habits, we estimate that there was demand for 36'700 housing units in Geneva 
from 2001 to 2011. In the same period, however, the supply was expanded by just 
21'800 units. Since 2001, there have been 1490 too few apartments on the market each year, 
although the vacancy rate was already a very low 0.38% in 2001. The decisive factor is that 
residential building activity in Geneva barely reacted to this demand, and has been restrained. 
From 2005 to 2011, the canton's housing inventory increased by 4% – or by less than 0.7% 
each year. The housing inventory of other growing urban centers, such as Zurich (6.1%) or Zug 
(10.6%), increased significantly more in the same period. The housing supply in Geneva has 
thus fallen far short of the dynamic demand.  

 
This phenomenon has an effect on everyday life in Geneva: each day, 90'000 workers com-
mute from neighboring France to Geneva because among others they could not find housing in 
Switzerland, or could not afford what was available. This figure has doubled over the last ten 
years. These cross-border workers are not all foreigners; an increasing number are well-
educated Swiss. In fact, there is a local expression for such «exiled» Swiss, who are referred to 
as expulsés immobilier (real estate exiles). One-third of salaried workers in Geneva live outside 
the canton, and the high number of commuters means that overfilled trains and traffic jams are 
a daily headache. Over 100'000 vehicles make the daily journey between Lausanne and Gene-
va. The housing shortage means that rental prices have soared; throughout the entire region 
around Lake Geneva, prices are more than 120% higher than they were in 2000. To draw a 
comparison, in the same period, rent prices for Switzerland as a whole have not even increased 
by 50%, and no other region in the country has seen a rise of more than 61%. Prices for con-
dominiums in Canton Geneva are now 3.4 times higher than at the turn of the century – anoth-
er lone record. No wonder that the subjective perception of Geneva's population has suffered: 
nowhere else in Switzerland are the inhabitants as dissatisfied with their housing situation as in 
the region around Lake Geneva (cf. figure 23), and nowhere has the satisfaction level fallen as 

 
1 See in particular the comprehensive analysis of Geneva's housing policy by Avenir Suisse including proposed solutions: Marco Salvi (2012): Une pénurie fait maison – le 

malaise immobilier genevois: ses causes, ses remèdes, Avenir Suisse, Zurich. 
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sharply since 2010 (cf. figure 24). Even the 74% of satisfied inhabitants is significantly lower 
than the Swiss average. Notably, this survey only includes residents, so the sentiments of the 
expulsés immobilier are not represented. What makes Geneva such a special case?  

 
Figure 23 

Absolute Satisfaction with Housing Situation 
As % of respondents 

Source: Swiss Federal Statistical Office, Credit Suisse 
 

 Figure 24 

Change in Satisfaction with Housing Situation 
Deviation from average satisfaction in Switzerland, in percentage points 

Source: Swiss Federal Statistical Office, Credit Suisse 
 

 
Geneva's property and housing market is one of the most stringently regulated in Switzerland. 
The goal of government intervention is to offer affordable housing to the population. Indeed, 
apartments in Geneva are rarely available and rents have risen to a degree unparalleled in Swit-
zerland. Some observers blame exactly these government interventions, while others are con-
vinced that the measures simply did not go far enough. In order to examine the causes of Ge-
neva's housing shortage, we thus need to ask whether the shortage came about despite or due 
to the market regulation. To this end, we take an analytical view of the individual regulatory stip-
ulations. 

 
To begin with, the property market in Canton Geneva is severely limited, not only due to the 
geographical features of the region but also to the fact that Geneva is surrounded by a gener-
ous «green belt» of agricultural land. According to the most recent data available for Switzerland 
as a whole, this zone makes up 46% of the canton's entire usable space, which is slightly below 
the Swiss average of 48%. Based on the cantonal zoning data for 2012, agricultural land 
makes up 53% of Geneva's usable land. Thus although Geneva is an urban canton, it has a 
larger percentage of agricultural land than more rural cantons such as Basel-Land and Solo-
thurn. There is no doubt that green spaces raise the quality of life in urban areas, but they also 
involve opportunity costs. In the case of Geneva, the agricultural land adjoins building zones, lim-
its the space available for building and forces potential residents to look elsewhere, in some 
cases as far afield as Canton Fribourg or Lower Valais. Thus farmland in Fribourg is developed 
instead of farmland in Geneva – followed by the well-known effects of growing commuter 
streams. 

 
At the same time, the limits on building zones are not solely to blame for the shortage of new 
residential building in Geneva. Building zones themselves are divided into normal zones and 
zones de développement. The latter, which acts like an additional layer over the actual building 
zone, makes up around one-third of development areas and its primary objective is concentra-
tion. The housing market in a «zone de développement» is strictly regulated; here, the govern-
ment determines land and rental prices as well as the yield of new properties. This is intended to 
prevent the construction of investment objects that are not oriented towards the needs of the 
population. Thus investors are ensured a return, but the government currently limits the land 
price to a maximum of CHF 1238 per m2. Wüest & Partner estimates the mean market value of 
building land for apartment houses in Geneva at approximately CHF 4520 per m2, representing 
a wide price spread. As a result, the actual land price is not only massively underestimated, it is 
not permitted to rise even when demand heightens. Thus investors are denied a return based on 
an increase in value, which makes construction projects relatively unattractive.  
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Geneva law also dictates that new buildings in a zone de développement must have a minimum 
percentage of subsidized apartments, or that part of the building permanently belongs to the 
government or a non-profit organization that will manage subsidized housing. The objective of 
this regulation is to build 35'000 subsidized apartments between 2007 and 2017, and so coun-
ter the housing shortage and high rents. The government has earmarked CHF 35 million to 
support these efforts each year. So far, however, the results have been sobering: since 2007, 
not more than 1850 apartments per year have been built, with a maximum of 552 subsidized 
units. The CHF 35 million per year invested in subsidized housing annually by the government is 
just a drop in the bucket. It seems that the housing shortage will not be addressed until a great-
er number of private investors participate in the process, but controls on rents, property prices 
and yields all act as financial disincentives for construction of apartments. Numerous require-
ments complicate the planning and approval processes for housing development, further reduc-
ing the investor appeal of construction projects.  

 
Geneva's housing market features high demand and insufficient supply, most of which is, in 
addition, subject to price regulation. As a result, the pent up demand spills over into the unregu-
lated sections of the market, triggering the steep price increases for which Geneva is now fa-
mous (cf. figure 25). Not all Geneva tenants pay exorbitant rents: In the name of rent control, 
Geneva's housing market policy creates insiders (longstanding tenants), whose rents are rela-
tively low, at the expense of outsiders (new tenants), who must pay the highest rents in Switzer-
land – provided they find an available flat at all. These outsiders mainly include new arrivals, 
young tenants seeking their first apartment, and young families, who cannot find an appropriate 
flat or cannot afford the price demanded. This discrimination is an inevitable result of rent con-
trols, and is found in other Swiss markets as well. However, since the housing supply in other 
regions is less strictly regulated, the rental price spread – and thus the discriminatory effect – is 
much reduced. 

 
Building in Geneva is not without all appeal, since the buildings in the zones de développement 
are not exclusively rental flats. Developers may also sell a portion of the apartments as condo-
miniums, although the government sets prices at around CHF 6500 per m2 in order to give 
middle-class families a chance to own their home at an affordable price. These prices are similar 
for all neighborhoods and continue to apply if the property is sold during the first ten years. Nat-
urally, such condominiums are highly sought-after. Following a waiting period of ten years, con-
dominiums that were purchased at a government-fixed price, far below the market, may be sold 
on the open market for a much higher sum. There are units that have turned a profit of 50% 
and more, which is leveraged even further by debt financing. Thus it is not surprising that there 
is a run on such housing that attracts not only middle-class families.  

 
Figure 25 

Official Rental Price Index and Rents Offered, in Comparison 
Index: 2000 = 100 

Source: Swiss Federal Statistical Office, Swiss National Bank, Cantonal statistical office of Geneva, Credit Suisse 
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At the beginning of 2013 there were reports of the «Tulette affair» in Cologny. In a large devel-
opment of 250 apartments, 149 units were to be sold as condominiums. Later it was discov-
ered that only around 20 of the buyers actually lived in the units. Many buyers had bought two, 
three or more condominiums and rented them. After ten years, they stand to make a large prof-
it. Such practices are perfectly legal, but do not represent the spirit of the law. The Geneva gov-
ernment aims to close this loophole by only permitting purchases by buyers who will occupy the 
units themselves. This example shows that market interventions are often followed by further 
measures. In many cases, there is a veritable cascade of regulation as new loopholes are dis-
covered and legislated against. The problem is pushed along, but the market is suffocated by 
the sheer weight of regulation and can no longer fulfill its function of providing housing to the 
public. 

 
In addition, there is a law governing the demolition, transformation and renovation of existing 
homes (Loi sur les démolitions, transformations et rénovations de maisons d'habitation, LDTR) 
that is unique in Switzerland. According to the LDTR, residential buildings may only be demol-
ished if necessary for sanitary reasons or in the public interest, or when the replacement build-
ing would offer a significant increase in living space. The conversion of apartments is basically 
not permitted. These limits are intended to prevent apartments disappearing in favor of com-
mercial space, which makes sense given the housing shortage. Demolition and transformation is 
only approved if the new or renovated living space corresponds to the needs of the population, 
which primarily includes «affordable» rents. These «affordable» rents are linked to mean taxable 
income and are adjusted every two years by the city council. Rents may not be increased for 
three to five years after renovations and for five to ten years after demolition and rebuilding. As 
a result, the costs can only be passed along to tenants partially, if at all, and landlords have no 
incentive to renovate their buildings or demolish them in favor of new buildings unless there is a 
grave need. Refreshing the building façade, for example, does not fall into this category, and so 
many buildings in Geneva have a shabby appearance, which detracts from the city's image – 
yet another example of an undesired effect of regulation.  

 
Thus Geneva not only has too few apartments, they are outdated: more than 80% of the units 
have not been renovated in the last 40 years or more. This too is an unfortunate anomaly 
among Swiss cities. Moreover, the LDTR ensures that the supply of apartments is not managed 
efficiently: old apartment houses are not taken down and replaced with new buildings containing 
more living space, and there are fewer renovations that yield new apartments (such as rooftop 
flats). Ultimately, this only exacerbates the housing shortage. Any renovations that do take place 
tend to be highly inefficient. As a rule, apartment houses in Switzerland are renovated so that 
several units along a vertical shaft are under construction at the same time. In Geneva, however, 
renovations tend to be carried out one apartment at a time, which can result, for example, in on-
ly part of a vertical pipeline being replaced. The end result is a needlessly expensive renovation, 
from which neither landlord nor tenant profits. The objective of the LDTR was to increase the 
supply of housing units, but the main result has been undesired consequences.  

 
Another factor is Switzerland's system of rent controls, which in combination with supply-side 
regulation makes a large contribution to gridlock in the housing market. Rent controls limit the 
amount by which a rental contract may be raised as long as tenants remain in their apartment. 
The longer a rental contract, the greater the difference between the contractual rent and the 
market rent. In Geneva, this translates into apartments that rarely change hands. Residents 
hang onto their apartments even after these have become too large for their needs, because 
the rent is cheaper than that of a smaller apartment after moving. This encourages inefficiency 
and gridlock in Geneva's housing market. Figure 26 shows that Geneva has the highest ratio of 
longstanding rental contracts of all Swiss cities, and that the subsequent lock-in effect is much 
more prevalent than in other Swiss centers. Rent controls and other instruments such as eco-
nomic rents also produce lock-in effects, but to a lesser degree. Geneva's low rate of tenant 
turnover further highlights these effects: although urban turnover is typically higher than in rural 
areas, only 11% of Geneva's tenants move to another apartment in a year, a figure lower than 
that for rural cantons such as Glarus and Nidwalden. Factoring out international migration to 
leave just intercantonal and intracantonal moves, only the mountain cantons of Uri, Graubünden 
and Ticino have a lower tenant turnover ratio than Geneva. 
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Figure 26 

Lock-in Effect 
Percentage of apartments with a lease of more than ten years 

Source: REIDA, Credit Suisse 

 
We conclude that Geneva's housing shortage does not exist despite but, to a large extent, due 
to government regulation. The actual problem in Geneva is the simultaneous pursuit of three 
objectives that are not mutually feasible: Geneva wants to expand, while guaranteeing moderate 
rents and maintaining its generous agricultural zone. If the city is to expand, it must have more 
housing, and thus larger building zones – otherwise rents will continue to soar. One possible so-
lution is concentration, and a referendum on 9 February offers voters the chance to approve 
more concentrated building in Geneva. This would certainly be a step in the right direction. 
However, since the city center of Geneva already reports a population density of 
11'800 inhabitants per km2, which is 2.7 times higher than that for the center of Zurich, it is dif-
ficult to say how much concentration is still possible. In the extended urban area around Gene-
va, though, the population density is just 540 inhabitants per km2, only half as much as Zurich's 
figure. This suggests that concentration can take place in the immediate suburbs. Furthermore, 
plans are on the table to rezone some agricultural land to allow more active construction of 
housing: the target is 50'000 additional housing units by 2030 using a variety of measures. This 
would amount to a near doubling of the current housing supply. It remains to be seen whether 
these new targets are easier to reach than previous objectives. A revision in 2006 allowed the 
zones de développement to provide fewer subsidized apartments – just one third, instead of two 
thirds – and while this eased the weight of regulation, it had no significant effect on housing 
production.  

 
Housing market regulation in Canton Geneva has failed to reach its objectives in recent years. 
Interventions in price mechanisms caused collateral damage that is becoming more obvious as 
time passes. Due to the lack of incentives, supply is outstripped by demand, which results in 
even higher price increases in the unregulated portions of the market and a high degree of ine-
quality between insiders and outsiders. The suburban area of Zurich, for example, experienced a 
similarly high level of demand as Geneva, but thanks to less stringent regulation, the market 
was better able to meet the increased demand and maintain its appeal. Long-term tenants, per-
ceived as the gainers from Geneva's housing policies, are likewise dissatisfied, as illustrated in 
figure 23. Even when confronted with steadily diminishing housing quality, they remain in apart-
ments that no longer meet their needs. Thus the regulated housing market not only produces 
too few apartments, it fails to distribute them optimally. Not to speak of the concentration po-
tential that is wasted due to a lack of incentives to renovate and the steady exit of expulsés im-
mobilier from the market. 
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Geneva is a case study of what not to do for the housing markets of central Switzerland. To 
begin with, governments should not attempt to define some «fair price» by one formula or an-
other. In a free market, this does not exist. Prices are always the result of supply and demand. 
Only in a free market can the price reflect all the relevant information and synthesize it into a 
reasonable allocation of resources. If the objective is cheap rents, there should be incentives to 
provide the largest possible supply. In the process, a minimum of regulation, in the form of 
moderate rent controls, support for low-wage households or value creation through rezoning, is 
not a contradiction, but rather a tool to direct market results into the direction preferred by so-
ciety. The market mechanisms themselves should be given as much free rein as possible.  
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Office Property 

In the shadow of the discussions regarding the overheating of the housing market, an imbalance 
has developed on the office property market between supply and demand. The low interest 
rates have for some time been fuelling the construction of new office buildings. However, since 
2009 at the latest, the growing supply of office property stock has corresponded less and less 
with the preferences and quantitative office space requirements of many service sectors striving 
to make savings by enhancing the use of office space. Where exactly do the problems lie, 
where is the greatest threat of surplus supply and how long will it take before supply and de-
mand return to a healthy balance? 

Demand: Employment Growth with Little Impact on Demand  

There were hardly any fluctuations in the demand for office property in 2012 and 2013. Above 
all construction-related service providers, business consultants and other corporate service pro-
viders and IT companies grew in employment terms over the past year and were among the 
main parties interested in office property. However, we expect the growth drivers to change in 
the course of the year. For construction-related services such as architects, engineers and real 
estate companies we expect a slowdown in growth momentum due to saturation trends follow-
ing the recent sharp growth of the market.  

 
On the other hand, the robust economic outlook and improved prospects for export-oriented 
companies should enable traditional corporate services such as consultants, law firms and PR 
and marketing agencies to grow more strongly again. Meanwhile, austerity measures in the 
public sector should curb the sharp rise in employment in public sector administration. The mar-
ket and employment environment in the financial sector (cf. figure 27) also remains difficult. The 
absence of demand for office space from the financial sector is one of the main reasons why 
the need for office space is treading a flatter growth path in the current cycle.  

 
Figure 27 

Employment Growth and Forecast 
Year-on-year with contributions to growth 

Source: Swiss Federal Statistical Office, Credit Suisse 
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Due to improved export prospects, the demand for office property should not only increase 
thanks to the creation of jobs in the typical office-based sectors but also thanks to new service 
jobs at industrial enterprises (cf. figure 27). The market difficulties seen in the past few years 
due to exchange rate factors and weak demand have forced many companies to carry out ra-
tionalization measures. The development and steering processes in industrial automation are 
typically carried out at office workplaces so that the need for service-oriented office property 
within industry is set to rise further. This development is clearly reflected in the change in the 
employment structure of the machine, electronics and metal industry (MEM): According to 
Swissmem, the share of employees in research, development and project planning rose from 
15.4% in 2009 to 19.6% in 2012. By contrast, the share of employees in production, assem-
bly and service shrank over the same period from 52.5% to 45.2%.  
 
Nevertheless, the doubly robust growth in employment (office-based sectors and industrial ter-
tiarization) is only being reflected to a limited extent in an increasing demand for office space. 
Three brake blocks are curbing the development of demand. Firstly, there is rarely demand from 
industrial enterprises for traditional rental properties even when there is a greater need for ser-
vice-oriented office space. They normally construct and make use of their own properties that 
have to meet industry-specific requirements and often comprise a mixture of production plant, 
service buildings and logistics center. The rental market is barely able to offer anything adequate 
to meet the needs of these hybrid enterprises from a wide range of sectors. These companies 
only rent office space for administrative units that are distinctly separated operationally and geo-
graphically. The most common examples of this are the head office activities of major industrial 
concerns in Zurich, Zug and Geneva.  

 
Secondly, it is becoming more and more difficult to attract global companies to new rental 
space. The number of newly located companies and in particular the number of new jobs creat-
ed by these have fallen markedly since 2007 (cf. figure 28). While the reasons for this are var-
ied, the planning uncertainties due the questions remaining open about Corporate Tax Reform III 
(CTR III) are certain to play a key role for this downturn. Switzerland needs to respond to the 
growing international pressure by abolishing existing special arrangements for tax on profits and 
finding new solutions for upholding its international locational appeal. Two measures are at the 
heart of this: Cutting the tax on earnings rates to 12% to 14% and introducing new special ar-
rangements such as the 'license box'. The decision on these measures is still pending and their 
implementation will not start until 2018 at the earliest. 

 
Figure 28 

Company Establishments 
Number of company establishments and employees 

Source: Swiss Conference of Cantonal Directors of the Economy, Credit Suisse 
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International enterprises seeking a location are likely to wait for a clear sign in order to be able 
to assess how reliable the locational appeal is in the long term in times of tax reforms and anti-
business initiatives. Demand stimulation from international enterprises is therefore barely to be 
expected in 2014 and in the worst case one or two companies based here might even decide to 
turn its back on the country. 

 
Thirdly, the growth in employment will not directly give rise to an additional demand for office 
space because large portions of the potential demand have been skimmed off over the last five 
to ten years. The list of large service companies with high added value and good prospects that 
have moved into new or larger offices in the last ten years or are about to do so shortly is long 
and geographically broadly diversified. Almost all major business consultants, tax auditors, insur-
ance companies, banks and bank-related service providers as well as IT and communications 
companies have enhanced their office space use or are well on the way towards doing this. 
Thanks to more efficient space usage in modern working environments, they generally need 
less space in the new properties than in the old ones and have often set up buffer zones that 
are initially able to accommodate the robust growth in office-based employment. We estimate 
that service companies with high added value and over 200 employees have moved into new of-
fices with a total area of around 850'000 m2 in the past five years or are about to do so shortly. 
This is equivalent to a third of the total approximate rental space required by companies of this 
category (2.5 million m2). The rental potential of new offices is therefore reduced to around 
1.7 million m2 so that 15% of employees would have to be transferred to new office space each 
year in order to absorb all newly planned rental properties. Those companies that are known to 
have a high optimization potential due to older properties are therefore being wooed very inten-
sively. The cut-throat competition on the office property market is already in full swing and the 
bargaining power of tenants correspondingly high. 

Supply: Low Interest Rates Have Reinforced Cyclical Overshooting 

With a view to sales performance in commercial construction, two waves of high construction 
activity in the area of commercial real estate have rolled over Switzerland. The first one peaked 
in 2002 and in many places continued to result in increased base vacancies several years later. 
The second wave developed up until 2009 and although it subsequently died down due to the 
recession, it has remained powerful in absolute terms to this day. Construction investments in 
new service buildings rose sharply in 2011 and 2012 after some delay (cf. figure 29).  

 
Figure 29  

Planning and Construction Activity Indicators of Office Properties 
In CHF 

Source: Swiss Federal Statistical Office, Swiss Contractors' Association, Baublatt, Credit Suisse 
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However, an anomaly compared with previous waves of expansion is that according to the num-
ber of building permits a great deal is still being planned despite the fact that the office property 
market shifted to become a rental market some time ago and base vacancies have remained 
significantly higher than in the previous cycle. While this development is only reflected in the 
sales figures for commercial construction in the form of a prevailing high level, the construction 
investment statistics speak a clear language. At 48%, investments in office properties in 2012 
were significantly above the previous cyclical peak (cf. figure 29). The fact that the planning of 
office properties is only decreasing hesitantly despite the trend reversal on the market will be at-
tributable to the low interest rate level. Volumes of both approved conversions and new con-
struction projects therefore remain well above the long-term average.  

 
However, the market is gradually beginning to regulate itself as the start of construction largely 
only takes place once a certain pre-letting rate of the property has been achieved. Due to the 
above-mentioned subdued development of demand and growing oversupply, the pre-letting rate 
is becoming an increasingly greater obstacle so that in many places the construction of new 
rental properties is being protracted. We therefore expect the realization of the remaining pro-
jects to be delayed further or possibly even cancelled. In terms of investments, the peak of pro-
duction will have been reached in 2013. However, in view of the persistently high planning fig-
ures, a marked drop in the investment level and therefore a swift correction of the cyclical sur-
plus production are not to be expected until 2015. 

 
Delays to the start of construction due to a lack of pre-letting can therefore no longer prevent 
oversupply on the Swiss office property market as the phase of low interest rates attracting 
overinvestment has already lasted too long for this. The total capacity of the Swiss office prop-
erty market amounts to around 50 million m2. Around two thirds of this will be used by industrial 
enterprises and service companies themselves. Because these companies are the builders of 
new properties and move into the offices themselves following completion, the oversupply in this 
area will be low. It can therefore be assumed that the oversupply is primarily concentrated on 
the 15 million m2 or so of freely rentable properties. According to our estimates, an oversupply 
of 900'000 m2 of office space has been accumulated since the market was largely balanced in 
2001 (including the vacancy rates derived from the partial survey of public statistics, cf. figure 
30).  

 
Figure 30  

Demand for and Growth of Office Space 
Cumulative since 2000, in m2 

Source: Baublatt, Swiss Federal Statistical Office, Credit Suisse 
 

 Figure 31  

Oversupply and Vacancy Rates 
Vacancy rates in m2 (partial survey equals 43% of the office property market)  

Source: Statistical offices, Credit Suisse 
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We are therefore revising our prior-year estimate of oversupply significantly upwards, which is 
due firstly to the ongoing dynamic property planning since then and secondly to the decreasing 
space consumption per employee which is taken into account. The high correlation of the overall 
development of oversupply with the measurable vacancy rates underpins this estimate (cf. figure 
31). We therefore expect the officially measurable vacancy rates to increase from 480'000 m2 
today to 650'000 m2 in 2015 and the total oversupply to rise to 1.1 million m2. Over 60'000 
jobs would have to be created in order to absorb this oversupply. This is equivalent to the growth 
in employment of the typical office-based sectors including public administration over the past 
four years. Above all in Zurich's economic regions of the Glatttal, Furttal, Limmattal and Knon-
aueramt and in the Winterthur area a disproportionately high number of properties should con-
tinue to come onto the market in relation to the available stock in the next two years. On Lake 
Geneva it is primarily the suburbs of Lausanne and Geneva, namely Morges/Rolle, Nyon and 
Vevey/Lavaux that stand out due to a high level of office property planning. 

Market Outcome: Advertized Rents Far Removed from Reality 

The two waves of expansion seen in 2002 and 2009 have already caused the supply of proper-
ty advertized online to fluctuate in the past. However, the situation is now coming to a head: 
New properties advertized well before their completion and the advertisements required for their 
pre-letting compete with the attempts by the owners of older properties to relet these proper-
ties. The total amount of office space advertized for rent within a quarter has therefore risen to 
2.3 million m2 (cf. figure 32). The supply rate (including new property rentals) has therefore in-
creased slightly on the previous year to 4.6% of the nationwide stock of office space and is set 
to rise further. 

 
Anyone in a market environment with increasing vacancy rates and fiercely wooed tenants who 
still believes in rising rents as statistically implied by the supply data is mistaken. Figure 33 illus-
trates the development of advertized rents for office space from two sources – on the one hand 
indexed and on the other as absolute values of the 80% quantile, i.e. for the most expensive 
20% of properties advertized. Although the developments of the two sources match, both time 
series have since 2008 been developing contrary to the median prices for contractual rents de-
rived from a sample of around 4000 individual rental agreements. 

 

 
Figure 32 

Supply Situation on the Office Property Market 
Total quarterly office space supply in m2 

Source: Meta-Sys AG, Credit Suisse 
 

 Figure 33 

Rent Price Trend 
Contractual rents by year of conclusion and advertized rents (absolute and indexed) 

Source: Meta-Sys AG, Wüest & Partner, REIDA, Credit Suisse  
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The reason for this lies in the problems of more expensive properties that are increasingly domi-
nating the supply data and therefore distorting price trends upwards. By contrast, properties 
with rental agreements concluded after 2007 have fallen below CHF 300 per m2 p.a. on aver-
age and leveled out between CHF 280 and CHF 300. Between 2006 and 2008, contractual 
and advertized rents were still more or less in balance against falling supply at around CHF 300. 
The development of advertized rents in recent years should therefore be viewed critically in the 
current market environment and not be taken at face value as these figures are clearly distorted. 
 
Landlords will also attempt to keep rents high for as long as possible in the present year as re-
duced rents impair the value of the property due to lower earnings. It is more beneficial to keep 
the rents for new leases at the existing level and instead to offer tenants concessions by as-
suming the costs of tenant fitouts or granting rent-free periods. So far this has worked relatively 
well. However, in view of the growing oversupply, pressure is increasing to adjust the effective 
rents downwards in order to prevent long vacancy periods. We therefore expect an intensified 
fall in market rents in 2014.  
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Summary of Market Outcome: Surplus Production Due to Low Interest Rates 

Figure 34 summarizes the developments of the 20 largest Swiss office property markets. In the 
third quarter of 2013, almost 1.7 million m2 of existing office space were advertized. According 
to our estimates, total office space in Switzerland amounted to 50.3 million m2 in 2013, which 
represents growth of 1.3% on 2012. At 3.3%, the supply rate of existing buildings remained 
virtually unchanged on the previous year, although the oversupply is becoming increasingly ap-
parent in important markets. Above all the Zurich market and its surrounding regions such as 
the Glatttal and Limmattal are affected by this, as well as the Geneva office property market 
where at 10.4% the supply rate has reached double figures. Falling rents that have not yet be-
come apparent in the partially distorted supply data up to the end of 2013 will be the conse-
quence. However, these exaggerations are much less pronounced in the smaller office property 
markets.  

 
Figure 34 

Overview of the 20 Largest Office Property Markets 
Existing stock of office space (excluding initial rental agreements) in m2 in Q3 2013; average rent (gross) 2013 area-
weighted in CHF per m2 p.a.; trends for 2014 

Source: Meta-Sys AG, Credit Suisse                                                                                                               * Space 

 

The Five Largest Office Property Markets in Detail 

The five largest office property markets represent over 40% of all office property in Switzerland. 
As a result, it is not just the overall trends in these markets that are interesting; what is equally 
important are also the shifts within the individual office property markets and the different char-
acteristics of their various business districts. These changes provide an insight into overall Swiss 
trends and developments. 

  

Economic region Existing office 
space

Advertized 
office space* Supply rate*

Supply 
trend Average rent*

Price 
trend

 Zurich City    6'386'000      260'000 4.1%              382 

 Geneva    4'042'000      422'000 10.4%              435 

 Berne    3'275'000        39'000 1.2%              228 

 Basel City    2'278'000        44'000 1.9%              250 

 Lausanne    2'117'000        86'000 4.1%              290 

 Glattal    1'692'000        70'000 4.1%              224 

 Lucerne    1'387'000        18'000 1.3%              215 

 St. Gallen/Rorschach    1'382'000        18'000 1.3%              194 

 Aarau    1'291'000        15'000 1.1%              211 

 Lorzenebene/Ennetsee    1'221'000        45'000 3.7%              243 

 Lugano    1'142'000        45'000 4.0%              261 

 Lower Baselbiet      939'000        20'000 2.1%              223 

 Winterthur City      737'000        31'000 4.2%              227 

 Baden      678'000        10'000 1.4%              217 

 Neuchâtel      618'000        18'000 2.9%              213 

 La Sarine      609'000        29'000 4.7%              291 

 Limmattal      566'000        35'000 6.1%              186 

 Olten/Gösgen/Gäu      566'000        20'000 3.5%              160 

 Oberland-West      561'000        15'000 2.7%              197 

 Upper Baselbiet      558'000         9'000 1.6%              211 

 Switzerland  50'265'000   1'680'000 3.3%              304 
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Figure 35  

Hotspots of Growth in Office-Based Employment 
Change in employment in typical office-based sectors, absolute per ha, 2008–2011 

Source: Credit Suisse, Swiss Federal Statistical Office, Federal Office of Topography, Geostat 

 
The Zurich office property market has been changing for some time and with average growth in 
office-based employment of 14% increased slightly more than the other office property markets 
between 2008 and 2011. This expansion was particularly impressive in the extended business 
district with its important locations of Zurich West and Zurich South. Typical office-based em-
ployment increased there by 20% or 10'700 employees. The expansion was particularly dynam-
ic in the area around Hardbrücke station/Turbinenplatz/Hardturmstrasse which is home to a 
large number of IT and communications service providers as well as back office functions of the 
SIX Group. These growth figures will partially also include the employees of the Prime Tower 
which opened its doors on December 6, 2011 and therefore shortly before the key date of the 
2011 business census. The relocation of tax auditing company Ernst & Young to the Platform 
annex will also have contributed to this growth. Alone in the field of legal and tax consultants in-
cluding auditors, employment in the extended business district increased by 1300 persons or 
44%. By contrast, it shrank by 460 employees or 7% in the central business district (CBD). 

 
At 6% or 3200 employees, typical office-based employment in the Zurich CBD generally only 
grew moderately. 78% of this growth was attributable to corporate headquarters activities, 
management consulting firms and providers of information services. These sectors seem still to 
prefer the city center locations. By contrast, employment fell at financial services providers that 
for reasons of cost pressure started to strengthen their out-of-town locations at the expense of 
the CBD some time ago and therefore to some extent played a pioneering role in terms of relo-
cation movements. Auditors and legal consultants followed in their tow and also relocated their 
workplaces to the extended business district. Above all strongly growing sectors relocated to the 
outer business district that posted 12% employment growth in the period from 2008 to 2011. 
These primarily include management consulting firms, IT and construction-related service pro-
viders for real estate activities. This relocation trend is still holding up today. For example, Allianz 
insurance company moved to the Richti site last November. Some large companies such as 
Zurich Insurance (Leutschenbach), UPC Cablecom (Richti site) and the SIX Group are not set 
to complete their location enhancements until 2014/2015. After that things should quieten 
down somewhat with regard to major relocations in Zurich. 

 
The solid overall growth between 2008 and 2011 has so far succeeded in preventing a serious 
oversupply in the Zurich office property market. In the CBD and extended business district 
alone, which together cover most of the city, office-based employment rose by almost 16'000 
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jobs by 2011, which corresponds to demand for office space of around 270'000 m2. However, 
at an estimated 240'000 m2, production fell slightly short of demand. Vacancy rates within the 
city therefore fell by 57'000 m2 to 134'500 m2 by 2011. However, due to this balanced market 
situation in combination with low interest rates, office space production remained at a high level 
and this is now presenting the Zurich market with growing absorption problems. As a result, va-
cancy rates in the city rose again to 184'000 m2 by mid-2013. Although pre-letting for many 
well advanced projects in the Leutschenbach district, on the Richti site in Wallisellen and at Zur-
ich's main train station (Europa Allee) proved successful, delays to the start of construction for 
other projects are now also pointing towards problems in the marketing of new properties. For 
example, pure office buildings were originally to be built in Zurich Altstetten as part of the se-
cond stage of the WestLink project. Now, however, it appears that the Tower and Kubus build-
ings that are still not under construction will be mixed-usage properties with apartments. Ac-
cording to media reports, even at prime locations such as on the Welti Furrer site between the 
Prime Tower and Mobimo Tower, construction is being postponed while the further development 
of the office property market is awaited. 

 
Planned projects also appear to be afflicted by growing uncertainty in Zurich's north. Above all 
the Glattpark is getting caught up between major projects The Circle and First District immedi-
ately next door at the airport (124'000 m2), the dynamic northern part of Zurich with growing 
capacities in the Leutschenbach district and in Oerlikon (Andreasturm, 20'000 m2) and the fur-
ther expansion of the city beyond Europa Allee (Zollstrasse site, Flurpark, Tic-Tric-Trac, Green 
City). If all goes to plan, besides refurbishments more than 50'000 m2 of freely rentable space 
will come onto the market in the Glattpark in the next two to three years. The market would be 
unable to absorb such an expansion.  

 
These upheavals stand out just as clearly in the supply data as the resulting oversupply. The rise 
in office properties advertized in the CBD is particularly striking. At 146'000 m2, supply there is 
for the first time greater than in the outer business district (cf. figure 36). However, due to the 
new construction projects mentioned above, office space stock will also come under pressure 
outside the CBD in the next few years. The problem of vacant old properties will therefore spill 
over from the CBD to all business districts. In this difficult market situation, the supply statistics 
do not correctly reflect the rent price trend in the CBD. Only the higher proportion of expensive 
slow-moving properties is reflected in the rise of rent prices (cf. figure 37). However, the rent 
price trend and area-weighted average of existing properties in the extended and outer business 
district will be entirely representative. We expect the downward trend in rents to be even more 
clearly reflected in the advertized properties in the next few quarters. 

 
Figure 36 

Trend in Advertized Office Space 
Advertized office space stock: quarterly totals in m2 

Source: Meta-Sys AG, Credit Suisse  
 

 Figure 37 

Trend in Advertized Rents 
Area-weighted average gross rents (existing buildings) in CHF per m2 p.a. 

Source: Meta-Sys AG, Credit Suisse  
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Figure 38  

Hotspots of Growth in Office-Based Employment 
Change in employment in typical office-based sectors, absolute per ha, 2008–2011 

Source: Credit Suisse, Swiss Federal Statistical Office, Federal Office of Topography, Geostat 

 
Between 2008 and 2011, employment in Geneva's typical office-based sectors rose by 6000 
jobs. This results in below average growth of 11.4% compared with other major office property 
markets. A third of this growth was attributable to corporate headquarters activities and man-
agement consulting firms that recorded a 43% increase in employment within three years in 
Geneva and with a share of 12% developed into the second largest demand group after finan-
cial services (35%) by 2011. These sectors engaged in a fierce battle in the central business 
district (CBD): While banks have for a long time been removing their employees from the CBD 
to the extended and outer business districts (UBS: Carouge; Credit Suisse: Lancy; HSBC: Ver-
nier) and cut 530 jobs in the CBD between 2008 and 2011, the corporate headquarters activi-
ties and management consulting sector expanded by 610 employees. The growth is strongly 
concentrated on locations to the south of the Rhone and is altogether impressive in the cramped 
CBD. Despite the lack of space, office-based employment grew by 1600 jobs or 6% and there-
fore just as strongly as in Zurich's CBD. Outside the CBD the existing growth zones close to 
the airport, at the long-term Praille-Acacias-Vernets development site (PAV) and in Lancy dis-
played a more pronounced expansion. 

 
With the exception of the major PAV project where the planning for the Pont-Rouge building 
complex with 110'000 m2 of office space due for completion by 2020 is taking shape, the mar-
ket is strongly shaped by conversion projects. In 2012, construction permits for CHF 100 mil-
lion of office conversions, refurbishments and extensions were approved in the Canton of Gene-
va. This even topped new construction permits by 40%. The low amount of construction activity 
and lack of office properties were for many years a problem in Geneva that was reflected in ris-
ing rents and limited choice. However, the tide has now turned and the sluggish construction 
activity could prevent a more widespread oversupply. Having said this, at 47% the high share of 
the demand for office space on the part of banks, corporate headquarters activities and man-
agement consulting firms places Geneva as an office property location before a double chal-
lenge. First of all the banks have come under pressure due to the financial crisis in 2008 and 
the easing of banking secrecy and are making savings among other things by enhancing office 
space use. Secondly, in response to the growing international pressure, Switzerland needs to 
abolish existing special arrangements for tax on profits as part of the Corporate Tax Reform III 
(CTR III). Geneva has an above average share of annual revenues from tax on profits from hold-
ing, domiciled and mixed companies. According to the Federal Department of Finance (FDF), 
this share averaged at 27.6% between 2007 and 2009. The companies in question fall within 
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the high demand segment of corporate headquarters activities. It will therefore be important for 
Geneva and its office property market to find a solution. However, one solution approach that 
would be feasible elsewhere poses a dilemma for the Canton of Geneva: Although cutting the 
tax rates on earnings would prevent the exodus of mobile corporate headquarters, due to the 
current high level of the maximum tax rate on earnings in the cantonal capital of 24.2% the 
canton would lose out on significant tax revenue. The second solution approach of introducing 
new special arrangements such as the 'license box' does not pose an optimum alternative for 
Geneva. Companies in the field of research and development would predominantly benefit from 
this. Regardless of the choice of solution approach, an investment-hostile planning uncertainty is 
today arising for some companies as the decision on the final approach to be adopted is still 
pending and the implementation of CTR III will not start before 2018. The international metropo-
lis of Geneva is an attractive location but in order to prevent the migration of service companies 
and continue to attract new ones it will be necessary to adopt a clear line to master these chal-
lenges. 

 
Vacancy rates in 2013 reflected the scale of the marketing problems that are starting to beset 
the canton. The highest level since 1999 was reached with 84'000 m2 of vacant office space. 
This represents a rise of 60% on the previous year and as much as 225% compared with 
2011. The growth in vacancies is largely concentrated on two places – the city itself that largely 
consists of the CBD and the extended business district excluding Carouge, and the area around 
Vernier with its proximity to the city and the airport. In the city itself, the temporary vacancy of 
the former Merck Serono property that is being converted for use on a biotechnology campus 
will have made a major contribution to the increase in 2013. In Vernier, several floors of the 
Blandonnet Business Center are available to let, which will be the cause of the rise in vacant of-
fice space of 10'000 m2.  

 
The massive increase in office space stock advertized to let (cf. figure 39) to 366'000 m2 (9%) 
clearly shows that the rise in vacancies has not yet come to an end. In view of the upheavals, 
vacant office space of over 100'000 m2, as was last seen in the 1990s, can certainly be ex-
pected in the next two years. However, with the exception of temporary vacancies, the vacan-
cies are not predicted to manifest themselves in modern and large properties that are favored 
among businesses and of which there are only a few in Geneva. Instead, the letting problems of 
small to medium-sized properties that are old and in need of renovation will exacerbate. The 
CBD will not escape this. Already today, the large share of older but expensive properties is dis-
torting the trend for advertized rents in the CBD upwards. As in the case of Zurich, this distorted 
trend is not representative in the difficult market environment. The rents in the extended and 
outer business districts, that have started to descend from high levels, will be more representa-
tive of the market situation (cf. figure 40).  

 
Figure 39 

Trend in Advertized Office Space 
Advertized office space stock: quarterly totals in m2 

Source: Meta-Sys AG, Credit Suisse  
 

 Figure 40 

Trend in Advertized Rents 
Area-weighted average gross rents (existing buildings) in CHF per m2 p.a.  

Source: Meta-Sys AG, Credit Suisse  

  

0

50'000

100'000

150'000

200'000

250'000

300'000

350'000

400'000

2006 2007 2008 2009 2010 2011 2012 2013

Geneva outer business district

Geneva extended business district

Geneva CBD

Total supply

150

200

250

300

350

400

450

500

550

600

650

2006 2007 2008 2009 2010 2011 2012 2013

Geneva CBD
Geneva extended business district
Geneva outer business district
Switzerland

Sharp rise in supply of 
property and vacancies 

Time of excessive rents in 
Geneva over for the time 
being 



 
Credit Suisse Economic Research 

 

Swiss Issues Real Estate – Real Estate Market 2014   42 
 

Figure 41 

Hotspots of Growth in Office-Based Employment 
Change in employment in typical office-based sectors, absolute per ha, 2008–2011 

Source: Credit Suisse, Swiss Federal Statistical Office, Federal Office of Topography, Geostat 

 
Among all the major office property markets, the demand of office space in Berne grew the 
strongest between 2008 and 2011 in relative terms. Altogether, 6000 jobs were created in the 
typical office-based sectors over this period, which represents an increase of 18.7%. The distri-
bution of the growth here is typical: Berne's central business district (CBD) grew by only 2% in 
terms of employment, while the outer business district developed most dynamically with 4300 
new jobs and an upturn of 34%. The availability of space and preferences of businesses in 
terms of location are clearly reflected by this. As in other major centers, above all large compa-
nies are strengthening their out-of-town locations. As growth in Berne is primarily derived from 
the IT and communications sector as well as the financial services and insurance industry, 
Swisscom, its suppliers and PostFinance will be the main sources of growth. However, anyone 
thinking that Berne's office property market is characterized solely by public and government-
related enterprises is mistaken. Berne has repeatedly succeeded in recent years in attracting 
the corporate headquarters activities of global companies from the IT, technology and high-tech 
sectors. In the extended business district alone, employment in the administration and corporate 
management sector including management consulting firms has doubled with the creation of 
800 new jobs. 

 
The growth in employment of 6000 jobs in Berne's office property market between 2008 and 
2011 corresponds to a demand for office space of around 100'000 m2. However, according to 
our estimates, only 66'000 m2 were built during this period. Vacancies within the city have 
therefore fallen. The subsequent massive construction activity that set in and the start of large-
scale relocation activities by federal authorities and government-related companies did not yet 
result in a rise in vacancies in 2013. On the contrary: Vacant office space in the city center fell 
to 1735 m2, the lowest level since 2002. However, it will only be a matter of time before vacan-
cies rise again, as in Wankdorf City alone almost 90'000 m2 of office space are being created, 
the first portion of which will be moved into in the current year by SBB and Swiss Post. The 
Swisscom Business Park in Ittigen should likewise by completed in 2014 and will replace the 
present office premises of Swisscom IT Services on Ostermundigenstrasse, a growth hotspot 
between 2008 and 2011. Köniz and Zollikofen can be identified as further special hotspots of 
employment growth up until 2011. 
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Owing to the large-scale expansion of office space, more older rental properties will inevitably 
become vacant in Berne in the course of the year. However, whether this will result in problems 
of oversupply remains questionable. The market is small and can respond comparatively quickly. 
The builders of new large properties engage in dialogue with the future tenants from the outset. 
Unlike the large office property markets of Zurich and Geneva, hardly any properties are 
planned without explicit pre-letting, as the limited number of large companies means that there 
is a major risk of not finding any tenants. New projects without explicit pre-letting therefore re-
main moderate in terms of size and are geared towards the local structure dominated by small 
and medium-sized enterprises (SMEs). For example, the mixed-usage building complex on Eu-
ropaplatz should be completed by the end of the year. Of the 3000 m2 of office space there that 
can be flexibly subdivided and therefore also let out to several smaller businesses, around half 
are still available for rent. Larger projects other than in the north of Berne will become ready for 
occupancy in the course of the year at the Carba Center in Berne Liebefeld (14'000 m2) and 
next year in the new Postparc immediately adjacent to the main train station (30'000 m2). The-
se two projects could serve as indicators for the marketability of newly vacant office properties. 
It is also to be expected for Berne that above all many office properties will become vacant in 
the next few years, if nothing else due to the relocation activities of the Federal Administration. 
However, this also opens up opportunities. Berne is an attractive location for companies with 
customers active in both Zurich and the Lake Geneva area. While the nearest major airport can-
not be reached all that quickly, connections to the large metropolitan areas are attractive thanks 
to journey times of one hour. A greater supply of central locations could prove a further asset for 
settlements and start-ups. 

 
Up until the third quarter of 2013, fears concerning a future oversupply in the stock of office 
space remained unfounded. With 40'000 m2 of office space stock advertized to let, supply re-
mains at a low level (cf. figure 42). According to the supply data, a lack of space continues to 
prevail above all in the CBD and extended business district – despite the fact that Berne's office 
property market is largely shaped by a decentralized structure in which 45% of all typical office-
based employment is attributable to the outer business district. There too, the supply of existing 
office space has fallen to its lowest level since 2006. This contrasts with new construction pro-
jects: Initial tenancies, among other things in the Wankdorf City and Carba Center 30 projects 
and the Arco West redevelopment project, have caused the supply of new office space in the 
outer business district to swell to over 30'000 m2. This should result in relocation movements 
and also bring about a renewed increase in existing stock. Owing to the intact market, the ad-
vertized rents for office space stock in Berne are representative. Both the CBD and the outer 
business district are displaying the initial impact of the growth in office space and relocations in 
the form of rent corrections. Having said this, gross rents of CHF 200 per m2 p.a. should mark 
the lower threshold for rents in the outer business district (cf. figure 43). In the CBD, however, 
a continuation of this correction is not ruled out in view of the expected increase in vacant 
space. 

 
Figure 42 

Trend in Advertized Office Space 
Advertized office space stock: quarterly totals in m2 

Source: Meta-Sys AG, Credit Suisse  
 

 Figure 43 

Trend in Advertized Rents 
Area-weighted average gross rents (existing buildings) in CHF per m2 p.a.  

Source: Meta-Sys AG, Credit Suisse  
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Figure 44  

Hotspots of Growth in Office-Based Employment 
Change in employment in typical office-based sectors, absolute per ha, 2008–2011 

Source: Credit Suisse, Swiss Federal Statistical Office, Federal Office of Topography, Geostat 

 
In view of the poor shape of the Basel office property market, we repeatedly talked in previous 
years about weak demand. The latest data from the 2011 business census now confirms this 
finding. Compared with Switzerland as a whole, demand for office property in Basel proved 
slack in the period from 2008 to 2011. Altogether, typical office-based employment grew by 
just under 3000 employees or 8%. Previous trends towards structural change and specialization 
are continuing. In the life sciences sector cluster, the research and development sector per-
formed well with an increase of 770 employees. This contrasted with a loss of 700 employees 
among financial services providers. Further growth, albeit moderate, was generated by corpo-
rate headquarters activities, the real estate sector and architects and engineers.  

 
Ninety-five percent of the growth in demand manifested itself in the outer business district. 
Basel's central business district (CBD) is the only one among the five major centers that posted 
a slight downturn in office-based employment of -1% between 2008 and 2011. It is therefore 
scarcely possible to talk about growth zones in Basel's city center. What we are seeing instead 
are shifts. UBS, for instance, moved its employees from the training center on Viaduktstrasse to 
the refurbished property at Gartenstrasse 9 and the head office on Aeschenplatz. After standing 
empty for some months, Roche was gained as a new tenant in 2012 and in turn brought to-
gether at the UBS training center departments that had previously been spread across Basel. 
The SBB train station also increasingly developed into an employment heavyweight, with the se-
cond stage of the Jacob Burckhardt Building ready for occupancy in 2009. Further growth 
hotspots were located in the Rosental district west of the German train station (Badischer 
Bahnhof) and including the exhibition grounds, in Allschwil, where pharmaceuticals and biotech-
nology company Actelion moved into its new business center in 2010, and in the east of the city 
at the St. Jakob Tower that opened its doors at the end of 2008. 

 
These growth hotspots on the edge of and outside the CBD are also the hotspots of the future. 
The redesign of the exhibition complex will be completed with a building for Zurich Insurance. 
North of the exhibition grounds, residential and office space are planned on the Erlenmatt site, 
the last major development area in the city. The old offices of Baloise Versicherung are being 
replaced by a new, 86-meter-high tower at the SBB train station. Another tower with around 
11'000 m2 of rentable office space is also to be constructed east of the station on the Gross-
peter site by 2016. On top of this, the City Gate project with around 18'000 m2 of office space 
is taking shape between the future Grosspeter Tower and the existing St. Jakob Tower. The 
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start of construction of the SBB tower as part of the Südpark project at the SBB train station 
that is to generate around 9500 m2 of additional office space by 2017 is still pending. The Uni-
versity of Basel will in future also boast a new tower: Its 73-meter-high Biozentrum for 600 re-
searchers and 800 students will be completed on Spitalstrasse by 2017. This will set the ball 
rolling for the life science campus of the University of Basel that by 2029 will bring together 40 
sites that are currently spread across the entire city. As in the case of the Roche Tower and the 
Novartis Campus where the Asklepios 8 tower is presently under construction, this strategy will 
also result in new capacities and partial vacancies at the existing sites.  

 
These projects should inject new impetus into Basel's office property market. The high-rise 
projects underline the necessity of higher density. The buildings being constructed for occupan-
cy by the companies owning them reflect their need for customized workspace. The group of 
potential tenants for the high-rise office properties is therefore shrinking. Having said this, be-
cause there is a lack of large, cohesive and modern properties with good transportation connec-
tions in the city, the projects currently being planned or under construction should attract ten-
ants. However, the new capacities will leave their mark on existing stock in the years to come. 
The quest for tenants is being doubly impaired for older properties in Basel that solely provide 
office space. First of all growth in demand is below average, and secondly, companies of the 
dominating pharmaceutical, chemical and life sciences cluster have more specific space re-
quirements due to their high share of research and development than banks, insurance compa-
nies and management consulting firms. Combining property supply with property requirements is 
particularly difficult in older properties that cannot be converted or only at great cost.  

 
Vacancies in both the city and the Canton of Basel Land have been at a high level since 2010, 
albeit that in 2013 they fell in the city from 91'000 m2 previously to 71'000 m2, which will be 
partly attributable to the reletting of the UBS training center. Because most of the planned new 
properties will not come onto the market until 2016, a further interim fall in vacancies is not to 
be ruled out. This trend is also underpinned by the supply of property that in 2013 fell to its low-
est level since 2009 (cf. figure. 45). However, this should be viewed as an interim low as in the 
long term some existing properties will have vacancies to contend with. In the medium term the 
construction of new properties and gradual relocation of companies to their own sites will put 
the existing property market under pressure again. The rents for existing properties advertized in 
the CBD should continue to remain at CHF 300 per m2 p.a. in 2014. In the extended and outer 
business districts, rents will have bottomed out at CHF 240 and CHF 220 respectively (cf. fig-
ure 46).  

 
Figure 45 

Trend in Advertized Office Space 
Advertized office space stock: quarterly totals in m2 

Source: Meta-Sys AG, Credit Suisse 
 

 Figure 46 

Trend in Advertized Rents 
Area-weighted average gross rents (existing buildings) in CHF per m2 p.a. 

Source: Meta-Sys AG, Credit Suisse  
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Figure 47  

Hotspots of Growth in Office-Based Employment 
Change in employment in typical office-based sectors, absolute per ha, 2008–2011 

Source: Credit Suisse, Swiss Federal Statistical Office, Federal Office of Topography, Geostat 

 
With growth in typical office-based employment of 14% between 2008 and 2011, demand for 
office space in the Lausanne market has developed dynamically. The growth is also broadly 
based across sectors, which serves to enhance the diversity of demand for office space already 
prevailing today. The highest growth rates were achieved by IT companies, followed by banks, 
corporate headquarters activities, management consulting firms, architects, engineers and in-
surance companies. This demand trend is upholding the stability of the Lausanne market and 
strengthening the central business district (CBD). A good quarter of the growth in employment 
up to 2011 took place in the center of Lausanne. In no other major office property market did 
the CBD perform so well as in Lausanne. Concerns about an exodus of companies from the city 
center and vacancies arising from this are unfounded. The center continues to act as a magnet. 
This is also reflected in the fact that with a good 9000 employees in the typical office-based 
sectors, there is a demand for office space in a tiny area of around 150'000 m2. At 
220'000 m2, this is not significantly higher in the very extensive outer business district.  

 
The second growth hotspot in the extended business district stretches from the CBD towards 
the lake and is attributable among other things to the corporate headquarters of Philip Morris 
and Nespresso. While at 19% overall demand in the outer business district was impressive, this 
is a very extensive area. With the exception of the axis towards the west spanning Malley, 
Renens and Crissier, there are no genuine growth hotspots and the upturn is more attributable 
to the organic development of local companies than to major new construction projects. It 
seems difficult to attract companies to Lausanne's peripheral area as the supply of vacant prop-
erties in the outer business district is varied. Moreover, some properties have for a year already 
been creating the impression of being slow-moving.  

 
However, two locations that alongside the hotspots close to the CBD should further establish 
themselves as growth drivers in the future are first of all the Biopôle Park in Epalinges northeast 
of the CBD, and secondly the campus of the Technical University in Lausanne (EPFL) in 
Ecublens to the west. This will result in the further expansion in the form of a campus of two 
sector clusters in Lausanne. The properties in the Biopôle Park are strongly shaped by laborato-
ries and future growth should particularly take place in the field of research and development. 
By contrast, the EPFL campus is developing in a more varied manner and serves as a magnet 
in the technology sector. Computer accessories manufacturer Logitech, having opened an inno-
vation center at Innovation Square on the EPFL campus in 2010, relocated its entire corporate 
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headquarters there from Morges in the summer of 2013, thereby underlining the significance of 
the location with its proximity to science. Furthermore, the Swiss radio and television corporation 
(SRG SSR) announced its intention in December 2013 to relocate the RTS production site to 
the EPFL campus. An invitation in the form of an architectural competition to submit tenders for 
the new building for the production of audiovisual products is expected to be announced in 
2014. SRG SSR particularly anticipates synergies with the research institutions of EPFL in 
terms of further development in the digital sector. The innovation park in Lausanne is increas-
ingly coming to serve as a role model for the planning of the nationwide Swiss innovation park 
with its long-term main locations of Lausanne and Zurich supplemented by regional centers. A 
controversial aspect of this concept is the extent to which fruitful dialogue between top grade 
research and innovative companies can be planned in a small area. Two important factors ulti-
mately converge at EPFL that at other places are lacking in this combination: First of all EPFL 
has a first-class scientific reputation throughout the world, and secondly there is sufficient space 
available in Ecublens for structurally merging the corporate innovation park with the university 
campus. It is precisely this geographical proximity to cutting-edge technological research that 
companies are looking for. 

 
The rental difficulties away from the magnets posed by the center and EPFL are reflected in the 
increased supply of 89'000 m2 of office space currently advertized for rent in the extensive out-
er business district (cf. figure 48). This includes a large number of small to medium-sized older 
properties. Larger properties are currently available in Tolochenaz and Bussigny-près-Lausanne. 
By contrast, at 16'700 m2, supply in the CBD is limited, especially when measured against the 
high density of employment there. This situation is also reflected in the vacancies. At 
15'800 m2, the amount of vacant office space in Renens, Bussigny and Ecublens exceeds that 
in the city of Lausanne by almost two and a half. Altogether, the total amount of vacant office 
space in the district of Ouest Lausannois amounted to 22'600 m2 in 2013, up 34.5% com-
pared with 2012. By contrast, vacancies in the city of Lausanne fell by 38%.  

 
This is also a sign that the CBD and extended business district continue to be favored by com-
panies. The fall in advertized rents observed in the CBD in 2012 should therefore cease. In view 
of the declining vacancies it is not inconceivable that rents in the CBD could undergo an upward 
trend reversal in 2014 and head back towards CHF 400 per m2 p.a. (gross) (cf. figure 49). 
Rents should also soon bottom out in the extended business district. By contrast, the additional 
capacities brought about by the property expansion of the past ten years that is coming to an 
end should result in a further increase in vacancies in the outer business district and cause rents 
there, that are presently excessive when compared locally, to head more strongly towards 
CHF 250 per m2 p.a. in 2014.  

 
Figure 48 

Trend in Advertized Office Space 
Advertized office space stock: quarterly totals in m2 

Source: Meta-Sys AG, Credit Suisse  
 

 Figure 49 

Trend in Advertized Rents 
Area-weighted average gross rents (existing buildings) in CHF per m2 p.a. 

Source: Meta-Sys AG, Credit Suisse  
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Outlook for the Office Property Market in 2014 

The office property market is increasingly getting out of balance. While the relative growth in 
employment for office properties is solid, it is not entirely resulting in additional demand for rent-
al space. Industry-oriented companies often build their own properties, large service companies 
have in many cases already moved into new properties and created buffer zones for further 
growth, and settlements of global companies are faltering due to uncertainties as to whether 
Switzerland's locational quality can be upheld. In view of a supply of advertized properties head-
ing towards 15% of rentable properties, the bargaining power of companies planning to relocate 
is growing. Rising vacancies can no longer be prevented, and the same applies to falling rents. 
In those cantons and cities in which measurements are carried out, the amount of vacant space 
should rise from 480'000 m2 at present to 650'000 m2 in 2015. We estimate the total over-
supply of rental space already to have exceeded 900'000 m2 today, which is equivalent to 
around 5% of the entire stock of rentable properties. While this oversupply is not yet dramatic 
when compared internationally, the trend continues to point upwards. 

 
 Demand, Supply and Market Outcome  

 Demand Background Outlook 
Development of office-based employment: The improved prospects for the economy and
exports should guarantee solid employment growth of 10'000 jobs in office-based sec-
tors in 2014. The accelerated tertiarization of industrial enterprises is also generating
new office-based jobs. However, this job growth will have little impact on office space
demand, which will be unable to absorb the fast growth in supply. 

 

Situation in individual sectors: Above all management consulting firms, law firms and PR
and marketing agencies should create jobs thanks to the improved economic prospects.
However, we expect a slowdown in growth momentum following the recent sharp rise in
employment at construction-related enterprises and in the public sector. The financial
sector remains under enormous cost pressure and will hardly create any office-based
jobs. 

 

Supply   
Planning activity: Although the office property market has turned into a tenant's market,
according to the number of building permits, there are still a lot of office properties being
planned. However, due to the oversupply of office properties, more and more projects
are not being realized until a certain degree of pre-letting of the property has been
achieved. Although the production of office properties is therefore being cut down
somewhat, planning should remain at too high a level and the oversupply increase further
due to the prevailing low interest rates. 

 

Supply structure: Small to medium-sized properties that are in need of renovation but
expensive due to their location are dominating supply. The pressure to renovate is in-
creasing. Thanks to conversion projects, centrally located properties should attract ten-
ants from outer business districts again in the medium term so that in a second phase
the vacancy risk increasingly shifts to the agglomerations.  

 

Market Outcome   
Vacancy rates: Vacancies observed in 2013 (partial survey) rose sharply on the previous
year by 70'000 m2 to 480'000 m2. The estimated total oversupply has also increased
further and will currently amount to around 900'000 m2. In view of the subdued demand
for office space and the lively office property planning activity, we expect both the meas-
ured vacancy rates and oversupply to post another sharp rise by 2015.  

 

Rents: Office rents have fluctuated between stagnation and a moderate upturn in recent
years, although the difficult market situation has resulted in a distortion of the samples so
that the advertized rents of 2013 should be treated with caution. We expect falling rents
in 2014 because landlords are being forced by the pressure of the growing oversupply to
reduce the effective rents in order to prevent longer vacancy periods.  

  

Performance (Total Return): The falling rents and increasing vacancy risk particularly
affecting older properties should put pressure on the net cash flow yields. The oversupply
should also limit price growth and hence the valuation returns. Decreasing total returns
are therefore to be expected. 

 

 

 

 
Source: Credit Suisse 

 
 

 

Large and further increas-
ing oversupply 



 
Credit Suisse Economic Research 

 

Swiss Issues Real Estate – Real Estate Market 2014   49 
 

Retail Property 

Because investors have been reluctant to invest in retail sales space, the low-interest environ-
ment has not led to an excessive expansion of retail property space. This is fortunate because 
there was a period of expansion in retail floor space not too long ago and the Swiss retail sales 
space market must be regarded as saturated. If imbalances do occur in the market they would 
be more likely to stem from the challenges facing the retailers themselves: although the im-
proved sales outlook will support the retail sector in 2014, the pressure from online sales and 
from the growing need for investment will continue to mount and increasingly restrict demand 
for retail space. 

Demand 

Slow Retail Sales Dampen Demand for Retail Space  

The Swiss domestic economy has for some time been going through a «super cycle». Strong 
private consumption is being held up by low interest rates and high immigration. Even so, the 
retail sector had a tough year in 2013 because part of the additional consumer spending flowed 
into real estate, health, vacations and transport rather than into the retail sector. Nominal growth 
in private consumption stood at approximately 2% in 2013, while retail sales rose by a mere 
0.5% following additional price cuts (cf. figure 50). In real terms sales grew by 1.5%. There 
was a further softening of prices in 2013. After discounts of 2.5% in the two previous years, re-
tailers reduced prices by at least a further 1.0% in 2013. 

 
Figure 50 

Retail Sales and Retail Prices  
Change in quarterly sales figures; growth drivers (nominal); 2014: outlook 

Source: Credit Suisse, Swiss Federal Statistical Office 

 
There is no obvious correlation between the real and nominal slowing in retail sales and the usu-
al drivers: there was strong growth in the labor market, a slight increase in real wages and con-
sumer sentiment continued to improve. Immigration also once again acted as a major factor of 
consumption in 2013. Nor can shopping tourism be used to explain the difficult year in the retail 
sector. Although the diversion of consumer spending power of CHF 4.5 billion continued to 
challenge the domestic retail sector, there was only a small further increase in shopping tourism. 
Particular pressure was put on the non-food segment last year where nominal sales suffered 
more strongly through discounting (cf. figure 50). Part of the explanation may lie in expedited 
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purchases following strong discounting in the years 2011 and 2012 as well as in unfavorable 
weather conditions. For example, nominal sales were depressed as a result of the bad spring 
weather in such weather-sensitive segments as shoes and clothing as well as do it yourself and 
leisure goods. Ultimately this all points to typical overall saturation in the retail sector. 

 
The extent to which weak sales figures and discounting in previous years have affected the re-
tail sector can be seen in results of a survey on profitability carried out by the economic research 
institute of ETH Zurich (cf. figure 51). Only one of the previous five years saw overall growth in 
profitability in the retail sector – this was in 2010 and even then only by a small margin. Most of 
the major retailers, which were among the winning players as recently as the middle of the last 
decade, also reported a slowing of profits. 

 
Figure 51 

Retail Profits 
Breakdown of percentage of positive (= improved) and negative (= worsened) 
responses 

Source: KOF Economic Research Unit of ETH Zürich, Credit Suisse 
 

 Figure 52 

Sales Trends in Food Retailing 
Sales in online food retailing by sales channel in CHF; sales (nominal), Index: 
2010 = 100, * 2013: estimate 

Source: GfK, VSV, Coop, Migros Cooperative 

 
We are cautiously optimistic for 2014. There is a continued positive trend in the domestic econ-
omy and this is unlikely to be affected by the slight slowdown in real wage growth. We expect 
net immigration at the same high level as in the previous year, so that the domestic retail sector 
will retain one of its most significant sales drivers. Passage of the current proposals on immigra-
tion policy in the upcoming popular vote would represent a certain risk. Alongside the uncertain-
ty this would create and the dampening effect that can be expected on sales, a fall over the 
medium-term in immigration would be likely to reduce a base of consumers that had so far been 
growing year for year, and which on the basis of their age and degree of education were signifi-
cantly more inclined to consume than their average Swiss counterpart. For 2014 we expect 
nominal sales growth of approximately 1.5% (cf. figure 50). Because there is likely to be only a 
slight further discounting of retail prices, real retail sales can be expected to rise by approxi-
mately 2.0%. The outlook for nominal retail sales looks better then, and this is likely to be sup-
ported by a leveling-out of shopping tourism, which had been putting a damper on growth. 

 
The expected increase in retail sales is unlikely to lead to a direct increase in demand for retail 
floor space because the economic development of the retail sector is being affected by struc-
tural factors. This structural change include changes in purchasing habits (convenience outlets 
and online shopping), the disappearance of corner shops in favor of larger stores, the growth of 
specialist shops and the expansion of larger, often foreign-based retailers. Up until now these 
structural changes had a net positive effect on the demand for retail space. They had accelerat-
ed the expansion of retail floor space, particular around the middle of the last decade. As e-
commerce becomes more prevalent, the overall increase in demand for new retail space driven 
by structural factors is likely to become increasingly muted. This is because no other structural 
change will affect retailing and in particular the demand for retail floor space as much as online 
sales. According to figures from the market research company GfK and the Swiss Mail Order 
Federation, only 5% of total retail sales were made using an online channel in 2012 (Switzer-
land alone, not counting online auction and bidding platforms). We estimate that by the end of 
the next decade this figure will increase to one third. Even if the transfer of sales from bricks 
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and mortar retailers to the online channel will not be fully reflected in the demand for retail 
space, there is nevertheless a substantial medium to long-term threat hanging over retail floor 
space. 

How Online Shopping Affects Demand for Retail Property Space 

 1. Demand for space used for online retailing merges with logistics usage 

The boom in online shopping is not only a threat to retail space but also generates some 
additional demand. One example of this increased demand is showrooms that meet con-
sumers’ needs for personal consultation and eye contact. Another example is logistics 
space because online shopping makes increased demand on the distribution of goods (cf. 
special topic page 58 ff.). Against this background we see considerable potential for 
changes of use in vacant properties currently being used for retailing, trade and industry. In 
future it is likely to become ever more difficult to distinguish between logistics and retail 
spaces, as the two uses become merged. 

Effect on demand for retail space: Online retailing will generate additional demand for com-
bined retail floor space and logistics space (shift in demand for retail space). 

 

 2. Mobile shopping accelerates growth of online sales  

For some years now Internet sales of been growing more strongly than the retail market as 
a whole (cf. figure 52). The use of the Internet on mobile devices is now providing e-
commerce with additional tail wind – in particular with the availability of special applications 
for placing purchase orders (apps). The use of apps is often a more intuitive and simpler 
process, which leads to a rise in demand. One can see the importance of mobile applica-
tions for online shops by looking at the food web shops of the two major online distributors. 
LeShop and Coop@Home both offer special apps. These have been well received: the 
share of sales generated through mobile devices has multiplied seven-fold since 2010 (cf. 
figure 52). Because the launch of special apps – be they for smart phones and tablets 
together (e.g. Coop@Home) or separately (e.g. LeShop) – requires additional IT invest-
ment, these services are likely to be introduced only by the larger operators in this sector 
who can take advantage of the economies of scale. 

Effect on demand for retail space: threats to demand for retail space will increase. 

 

 3. Online shopping: cost-intensive but essential to survival  

For bricks and mortar retailers it is important also to have an internet sales presence. The 
degree of complexity and cost involved in such a project depends on how it is realized. This 
ranges from web shops operated in parallel to bricks and mortar outlets all the way to com-
plex cross-selling management strategies with specific applications tailored to mobile appli-
ances and extensive logistics services. The expenditure requirements for IT and logistics 
are particularly high in the case of complex solutions, and realizing these also involves a 
significant time commitment. Because the market is highly competitive and undergoing 
major structural change, it is important not to underestimate the amount of maintenance 
expenditure that will be required either. Once a web shop presence has been established 
further ongoing investments will be necessary to remain competitive. As a general rule, 
online channels require a business model of their own. 

Effect on demand for retail space: online channels weaken demand for retail space be-
cause bricks and mortar retail space is reduced. 
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 4. Bricks and mortar retailers: investment needed to utilize their comparative ad-
vantages 

Bricks and mortar retailers will have to adapt to a growing threat from e-commerce. Never-
theless bricks and mortar retailers have comparative advantages that they must bring to the 
fore. These include personal sales services, the real-world shopping experience, the 
presentation of goods that triggers an emotional response on the part of consumers and 
the immediate conclusion of sales transactions. In short: e-commerce obliges bricks and 
mortar retailers to reinvent themselves and the presentation of their products. 

Effect on demand for retail space: capital expenditure requirements will diminish the short-
term demand for retail space, but long-term it will be increase demand for new and existing 
retail floor space. 

 

 
Demand for new retail floor space in 2013 was muted in the face of weak sales growth, wors-
ening profitability and the challenges from e-commerce. As in previous years, it drew support in 
particular from population growth and structural change. This situation is unlikely to change sig-
nificantly in the current year. Demand for retail space is likely to be focused as in the past on 
those regions with high population growth (cf. figure 57 and figure 58). While immigration has 
brought additional consumers to the large and medium sized centers of population, migration 
within Switzerland has led to a growth of consumer potential in locations outside the main cen-
ters that have good transport connections. The migration of sales to the online channel by con-
trast will reduce the demand for retail space – both directly through reduced sales through 
bricks and mortar retailing and indirectly because the challenge from e-commerce will oblige re-
tailers to undertake investments so that there are fewer resources available for an expansion of 
retail space. The results of a survey carried out by Fuhrer & Hotz on major retailers’ plans for re-
tail space shows substantial divergences.2 11% of the respondents, a larger percentage than in 
the previous year, plan to reduce their retail floor space in 2014. At the same time the propor-
tion of retailers planning to expand their retail space in 2014 increased to 60%. In 2013 that 
percentage stood at 46%. However, the extent of the increased demand is more moderate than 
in the two previous years. 

Increasing Branch Expansion in Retail Sector 

In the past the expansion plans of domestic and foreign retail chains in Switzerland formed the 
predominant trend in the sector and this had a key influence on the demand for retail floor 
space. At the time of the 2011 survey of businesses, branch expansion by retail chains had 
become widespread. 58% of those working in the retail sector were engaged by multi-branch 
operations (cf. figure 53). 17% of staff worked for a retailer with a small network of branches 
(up to 9 branches), 19% for a retailer with a medium-sized to large network of branches (10 to 
99 branches) and 22% for a retailer with a branch network of upwards of 100 branches. There 
are significant differences between the sub-segments. Those most strongly represented 
through branches are department stores (97%) as well as supermarkets, village and local food 
shops (87%), whereas less than 40% of the outlets in the segments electronic retailing, chem-
ists/pharmacies, stationery supplier and sports shops, consisted of branches of retail chains. 

 
Although there are still quite a few local shops owned by individuals, there is a clear predomi-
nance of branches of retail chains in Swiss centers of high population density (cf. figure 54). 
The predominance of domestic and foreign retail chains in inner cities produces a proportion of 
on average 60% of all shops in Swiss major and medium-sized conurbations consisting of 
branches of retail chains. In the areas outside these centers the degree of penetration by retail 
chains varies between a low of 20% in Mesolcina and a high of 77% in Glatttal. The very high 
proportion for Glatttal is explained by the numerous shopping centers and specialist retailers that 
have established themselves in the region and that are strongly represented through branch 
networks. The two examples cited confirm the rule: those regions with a high penetration of 
specialist retailers and shopping centers also show a high degree of penetration by retail chains.  

 
2 See Credit Suisse Economic Research (2014): Swiss Issues Branchen – Retail Outlook 2014, Fakten und Trends, page 38/39. 
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Figure 53 

Branch Expansion 2011, by Segment 
Percentage of staff engaged in multi-branch enterprises, by retail segment 
 

Source: Swiss Federal Statistical Office, Credit Suisse 
 

 Figure 54 

Branch Expansion 2011, by Region 
Percentage of staff engaged in multi-branch enterprises as % of staff in retail 
sector as a whole (excluding small business/travel agents) 

Source: Swiss Federal Statistical Office, Credit Suisse, Geostat 

 
However, care is required when drawing comparisons with previous years, because the 2011 
census of businesses, on which this analysis is based, included for the first time the very small 
business enterprises. The extent of branch expansion increased in 2011 when compared to the 
year 2008 despite the inclusion of these small businesses, which tend not to be organized in 
branch networks. It is therefore very safe to conclude that the trend for branch expansion across 
the whole of the retail sector continued up until 2011. Given that numerous retail chains are 
planning further expansion and a number of foreign players are seeking to enter the market, 
branch expansion is set to continue and will generate further potential demand but also increase 
competition. Foreign branches will focus on excellent micro-locations (for example inner-city lo-
cations or well-established shopping centers). Where such retail floor space becomes available 
there should be no difficulty in finding new tenants, and they will for prestige reasons tolerate 
extremely high rent levels. 

Supply 

Little Expansion of Retail Space in Difficult and Saturated Market 

The last decade was characterized by a pronounced expansion of retail space. Between the 
years 2000 and 2009 alone, 47 shopping centers opened their doors – which represents one 
of every three Swiss shopping centers in operation today with over 7000 m² of retail space and 
a food offering. As a result, investment in the construction of new retail space increased be-
tween 2004 and 2010 to a total of CHF 1 billion (cf. figure 55). By contrast, investment in the 
conversion of existing retail space was much lower. The ending of this period of expansion is 
clearly reflected in the statistics for building permits granted in the recession year 2009. From 
2009 onwards the total floor space of projects for which permits have been granted has been at 
a significantly lower level, with the exception of the year 2012. Judging by current building per-
mit applications for the construction of new retail floor space, expansion of retail space will re-
main muted for the time being: in December 2013 the annual total of permits applied for sank 
to its lowest level since 1995. 

 
Despite the low number of building permit applications in 2013, it should not be forgotten that a 
significant number of shopping centers have been at the planning stage for many years. Major 
construction projects in the public eye such as shopping centers require a long planning time-
line. There are substantial hurdles to be scaled – finding investors, negotiating advance rental 
contracts, responding to the objections filed with the competent authorities – and this often 
leads to substantial delays between the tendering of the permit application and the opening of 
the centers. Despite decreasing retail space planning, the available area of retail floor space at 
shopping centers increased markedly, particularly in the years 2011 and 2013 by approximately 

0% 20% 40% 60% 80% 100%

Electronics shops
Chemists (dispensing/non-dispensing)

Stationery shops
Sports shops

Opticians
Kiosks

Watch and jewelry shops
Building and DIY shops

Bookshops
Furniture shops

Total retail sector
Clothing retailers

Perfumeries
Shoe shops

Supermarkets/village & local food shops
Department stores

1 – 9 branches

10 – 99 branches

100+ branches

70% – 80%
60% – 70%
55% – 60%
50% – 55%
45% – 50%
40% – 45%
30% – 40%
< 30%

Branch expansion  
continues 

Construction boom in last 
decade up to recession 
year 2009 

Uncertain completion rate 
for long planned shopping 
centers 



 
Credit Suisse Economic Research 

 

Swiss Issues Real Estate – Real Estate Market 2014   54 
 

75'000 m² and 60'000 m² respectively (cf. figure 56). In 2014, too, floor space of 50'000 m² 
is due to be added, with a further 20'000 m² to come in 2015. From 2014 onwards there is in-
creasing uncertainty over how many of the planned centers will in fact be built. With a number 
of projects we would regard it as highly questionable whether they will ever be completed be-
cause of the considerable obstacles they face. Given saturation on the demand side and the 
degree of retail space expansion in the past, further expansion of new retail space is likely to fall 
off despite projects that are in the pipeline. 

 
Figure 55 

Project and Investment Activity 
Permit applications/permits granted for retails space (new build), building 
investment (new build and rebuild; 2013: provisional figures from planning 
applications), in CHF 

Source: Baublatt, Swiss Federal Statistical Office, Credit Suisse 
 

 Figure 56 

Retail Space Expansion in Shopping Centers 
Retail space expansion in shopping centers (new build), in m2; at least 7000 
m2 floor space and with food offering 
 

Source: Credit Suisse, GfK, Wüest & Partner 

 
The wave of new building undertaken in the past decade and increasing competition resulting 
from the dense network of shopping centers have produced a situation where in many places 
the emphasis is on renovation and rebuilding work. Between 2000 and 2009 alone, renovation 
or rebuilding works (including more minor works) were carried out at 43 centers. Since 2010 
works have been undertaken at a further 49 centers or are still in progress. Even if a part of 
these consists of regular maintenance work, the need for investment is unlikely to diminish. As-
suming a 15-year investment cycle, we have identified 31 centers that are likely to require reno-
vation or rebuilding work up until 2018. Given that shopping centers will have to make the most 
of their comparative advantages (cf. text box, page 52) to survive in a market where e-
commerce is booming, the need for investment will increase over and above the numerous 
regular maintenance works that are needed. Although the negative trend in the output of retail 
space in shopping centers in the years 2011and 2012 represents a very difficult starting posi-
tion, the low interest rate environment is likely ultimately to favor the implementation of invest-
ment plans. 

 
Figure 57 shows those locations where there has been construction spending in new retail sales 
locations over the past 10 years. The most significant investments were undertaken in the con-
urbation of Zurich. However, numerous additional retail spaces were also created in the regions 
of Geneva, Gros-de-Vaud, Berne, Basel-Stadt as well as the Olten area. These are the very 
regions in and around which population growth has been strongest in the past. Because a sub-
stantial proportion of the investments over the past 10 years were made in shopping centers, 
specialist shops or retail outlets that have the character of specialist shops (for example Aldi and 
Lidl), accessibility by means of individual motorized transport was a significant factor influencing 
the expansion of retail space. As a result, many of the new spaces were created along the net-
work of major national roads. The apparently low volume of investment in the canton of Wallis 
despite its high population growth is deceptive: in 2013 several shopping centers were opened 
in Wallis that have not yet been reflected in the investment statistics, and there are more to fol-
low in 2014. If one correlates future population growth with growth in consumption, then future 
spending is likely once again to be focused on these regions, even if that investment will be less 
dynamic than it has been in the past decade (cf. figure 58). 
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Figure 57 

Population Growth and Construction Spending 
Average annual population growth 2003–2012; average annual construction 
spending in retail space , 2003–2012 (over CHF 1 million) 

Source: Credit Suisse, Swiss Federal Statistical Office, Geostat 
 

 Figure 58 

Population Trends and Retail Space Expansion 
Forecast average annual population growth 2013–2023; retail space permits 
granted (last 18 months over CHF 1 million) 

Source: Credit Suisse, Baublatt, GfK, Wüest & Partner, Geostat 

 
Overall, the restrained approach by investors and retailers to planning retail space can be ex-
plained both by supply-side trends and structures, and by demand-side challenges. Firstly, the 
strong expansion in the supply of retail space occurred only relatively recently. Secondly, there is 
still a significant number of shopping centers under construction or at the planning stage, even 
though the output of retail space in the shopping center segment is declining. Thirdly, the Swiss 
market for retail space is saturated, and fourthly many investors are aware of the challenges 
posed by structural change. One other likely reason why many institutional investors are focus-
ing on investments in residential and office properties is the fact that the market for retail space 
is a smaller and more challenging market. 

Market Outcome: Challenges Will Become Increasingly Apparent 

Even though the phase of expansion in retail space diminished substantially after the end of 
2010 and Switzerland suffered only limited effects from the economic crisis, there was a rise in 
the amount of retail space on offer in the market in 2012 after a brief recovery, and this has 
remained at a high level ever since. In the fourth quarter of 2013 just under 245'000 m² of 
retail and small-business floor space was on offer in the Internet. The appreciable amount of ex-
isting retail space on offer can be explained by demand-side challenges. Because no letup in 
the process of structural change can be expected this year nor in the need for investment this 
brings, there is likely to continue to be a large volume of retail space on offer. In the previous 
expansionary phase between 2009 and 2011, the increase in the amount of retail space on of-
fer could be explained by the overall expansion in retail floor space that had taken place imme-
diately prior to this. Up until 2008, there had been little difficulty in finding tenants for most of 
new build retail space, and there was little need to re-advertise existing retail space to any great 
extent. We see this in the retail space on offer data for both new build and existing retail space, 
the levels of which remained steady between 2006 and the end of 2008 (cf. figure 59).  

 
The increase in the level of advertised rental rates that we started to see at the end of 2012 
continued in 2013. By the end of 2013 the median gross rent stood at CHF 285 per m² per 
annum, which was 11% above the median figure in 2006 (cf. figure 60). Given the situation in 
the market, these rising rental rates appear difficult to explain. However, care is required be-
cause these figures consist of advertised rates, in other words rental rate figures as published in 
online advertisements. The current overall increase in rents actually paid can be explained by an 
increased offering of prime retail spaces. 
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Figure 59 

Advertised Retail and Small Business Space  
Advertised space offering in m², existing and new build 

Source: Credit Suisse, Meta-Sys AG 
 

 Figure 60 

Trend in Advertised Rents and Number of Ads 
Adjusted gross rental rates in CHF/m2 by year; number of ads by surface area

Source: Credit Suisse, Meta-Sys AG 

 
The market in retail space is in any case characterized by widely diverging rental levels over 
small geographical areas. Of crucial importance here are the figures for footfall and traffic fre-
quency as well as the visibility of the location. The varying rental trends over a small area can be 
seen especially clearly in inner cities: Only a few meters away from a highly visible and well fre-
quented location rental levels will sometimes diminish substantially. We believe the extent of di-
vergence in rental levels between highly frequented prime locations and those less well fre-
quented will become ever greater as time goes by. Particularly at a time when well established 
clothing chains in city centers are increasingly embracing the online channel, the issue of visibil-
ity takes on a wholly new significance: The aim is no longer simply to tempt customers into the 
shop but also to cement the brand in the minds of those consumers with a strong affinity for us-
ing the Internet. Of special importance here is the function performed by location-critical so-
called «flagship stores» of international brands that are only physically represented at a small 
number of locations and generate the bulk of their sales online. The combined showroom and 
marketing effects of these stores hugely outweigh the actual sales generated at these retail 
spaces. At these locations there is a correspondingly high willingness by tenants to pay prime 
rental levels.  

 
The increased amount of retail space available is not reflected in the vacancy rates. According 
to the available data, which are estimated to represent a third of the market, the amount of va-
cant retail space once again fell slightly in 2013 compared with the previous year. After a figure 
of 68'000 m2 in 2012 the census recorded 66'300 m2 of vacant retail floor space in 2013, a 
reduction of 2.4%. Given that this reduced trend is attributable to only two cantons – Vaud and 
Basel-Stadt – it can be assumed that the situation is stable overall. By contrast in the canton of 
Basel-Landschaft the amount of vacant retail space has continued to increase for some years. 
One important factor here is likely to be its proximity to other countries. In the canton of Geneva 
vacancy rates have increased in the last few years in parallel with the amount of advertised retail 
space. Here too, shopping tourism is likely to have played a part.  

 
Despite isolated instances where the market has been unable to absorb new properties, the 
vacancy rates suggest a stable trend overall. Because of the limited expansion of new retail 
space, it has so far been possible to contain the various destabilizing factors resulting from the 
numerous demand-side challenges. Even though all the private consumption indicators are posi-
tive for the coming year, this in no way diminishes the challenges in the form of capital expendi-
ture requirements and Internet shopping. We therefore expect vacancy rates to increase in 
2014 to a level of up to 70'000 m2.  
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Outlook for the Retail Property Market in 2014 

Despite low interest rates and therefore ideal conditions for real estate investment, investors are 
holding back from the market in retail space. The last major expansion of retail space, which 
occurred between 2004 and 2010 and was driven mainly by the construction of shopping cen-
ters and specialist retail outlets, was not that long ago and it has led to increased competition. 
The generally positive, sales-driven level of demand is being weakened by persisting challenges, 
such as the growing percentage of overall sales generated through e-commerce channels and 
the higher level of investment required to maintain a competitive edge. In contrast to the situa-
tion in the residential and office property markets, we therefore anticipate a below-average rate 
of expansion in retail floor space. This will maintain equilibrium in the market and prevent excess 
supply despite soft demand levels. Because the success of retail space is strongly dependent 
on footfall and traffic frequency, location remains key to finding tenants. 

 
 Demand, Supply and Market Outcome  

 Demand Background Outlook 
Retail sector: We expect a moderate increase in sales in the retail sector driven by a
stable labor market, gradually improving consumer sentiment, a slight increase in real
wages and continuing strong levels of immigration. The dampening effects of shopping
tourism and other purchases that had been brought forward are likely to diminish. We
expect an increase in sales of 1.5% in nominal terms and at least 2% in real terms.
Price levels in the retail sector are due to decrease only slightly. 

 

Structural change: The structural change characterized by the rise of e-commerce,
specialist retail outlets, convenience stores and the disappearance of traditional corner
shops in favor of multi-branch enterprises is basically lifting overall demand for retail
space. This growth in demand will, however, be increasingly offset by competition from
online stores. In the end the increase in demand brought about by structural change is
likely to grow more slowly going forward.  

 

Supply   
Project activity: Despite the low interest environment, investors are focusing less on the
retail space market. The annual total of permit applications for new retail spaces in 2013
was at its lowest level since 1995, and even those retail spaces for which permits were
granted would suggest a low level of project activity, so future expansion of retail space
will be limited. 

 

Expansion of shopping centers: Despite a muted overall level of planning for retail spac-
es, a significant number of shopping centers have been in the planning pipeline for some
time. In 2014 several centers are due to be opened. We expect growth in retail space
due to shopping centers (those upwards of 7000 m² and with a food offering) of 50'000
m², which amounts to an increase of 2%. After 2014 many projects are surrounded by
uncertainty and their likelihood of completion is low.  

 

Market Outcome   
Vacancy rates: The level of vacancy rates in 2013 pointed to a stable overall trend in the
market for retail space – even though there were isolated pockets of difficulty in absorb-
ing new properties. Given that demand-side challenges are likely to become even more
prominent in 2014, we expect the trend in vacancy rates to reverse, but not by much. 

 

Advertised rental rates: In the fourth quarter of 2013 the average advertised rental rate
(gross) stood at CHF 285 per m² per annum, which represents an 11% year-on-year
increase. However the rising trend in advertised rental rates is deceptive because the
level of rents actually being paid has not risen – instead there has been an increase in
the supply of prime retail space. Because the pressure on retailers remains high, actual
rental rates are likely to remain under pressure contradicting the published data on adver-
tised rates. Exceptions will be highly frequented locations with good visibility. Here the
willingness of tenants to pay top dollar is likely to increase. 

  

 

 

 
Source: Credit Suisse  
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Logistics Properties: Investment Opportunity Promises Growth 

Logistics is concerned with the transport, distribution and storage of goods and so provides 
services essential for a functioning market in goods. The size of the Swiss logistics market is 
estimated at CHF 38 billion and since 2006 this grew on average 3% more quickly than GDP.3 
Figure 61 shows employment trends over the past few years in sectors related to logistics.4 
Employment in the storage sector, which alongside the provision of storage facilities also in-
cludes that of other transport services, has grown by 7% since 2000. According to figures from 
the business census undertaken by the Swiss Federal Statistical Office, growth in employment 
in classic storage businesses (operating storage facilities) stood significantly higher at 15% be-
tween 2005 and 2011. Since 2000, the category of land-based traffic and transport has seen 
growth of 22% (including the transport of persons)5 which is in line with the trend of the service 
sector as a whole. By contrast there was a sharp drop in employment (more than 30% since 
the year 2000) in postal, courier and express delivery services. This contraction was mainly due 
to technological progress (automation, Internet/email) as well as to consolidation in the sector 
(e.g. closure of post office branches). According to the business census, overall employment 
(full-time equivalent) in the storage, courier, postal and express delivery sectors as well as 
goods transport stood at 112'000 in 2011. Major sources of demand for logistics services 
come from wholesalers and retailers as well as various branches of manufacturing industry. Alt-
hough there is a trend to outsource work to specialized logistics service providers, those operat-
ing in these sectors also carry out a part of the logistics work themselves. The industry Associa-
tion GS1 Schweiz estimates that total employment in work related to logistics to stands at just 
under 175'000 (as of 2012). 

 
Figure 61 

Employment in Logistics-Related Industries  
In FTEs; index: 2000 = 100 

Source: Swiss Federal Statistical Office, Credit Suisse  
 

 Figure 62 

External and Retail Trade as Drivers of Investment 
Spending on new build warehouses and storage depots in CHF million 

Source: Swiss Federal Statistical Office, Swiss National Bank, Credit Suisse 

 
There exists a wide range of logistics properties from ordinary warehouses and handling facili-
ties, distributor centers and high-bay warehouse, all the way to the most modern logistics parks. 
Users of logistics properties are specialized logistics service providers and companies from 
manufacturing industry as well as wholesalers and retailers distributing goods. Recent trends in 
trade and industry are directly reflected in the demands made on such properties. In particular 

 
3 See Stölze/Hoffmann/Lampe (2014): Insight into the Swiss Logistics Market 2014, GS1 Schweiz, page 14. 

4  Employment figures for logistics cannot be derived directly from official statistics as there is no separate category of logistics in the breakdown of branches of industry. The 
categories that include the core areas of logistics are storage (NOGA 521), postal, courier and express delivery services (NOGA 53) as well as the transport of goods (vari-
ous sub-categories of NOGA 49-51). 

5 The annual employment figures provided by the Swiss Federal Statistical Office provide no breakdown into transport of persons and goods. According to figures from the 
business census carried out by the Swiss Federal Statistical Office, just under one quarter of the growth in employment between 2005 and 2011 was due to the transport 
of goods. 
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the growing importance in recent years of e-commerce and multi- and cross-channel retail trad-
ing has led to increased pressure on delivery times and additional demands on providers of lo-
gistics services, such as servicing a wide range of delivery models, processing returns of goods 
and offering a number of value-added services (cf. text box, page 62 f.). At the same time 
technical innovations such as picking and handling robots are able to provide ever greater auto-
mation of goods processing. Overall the range of tasks for the logistics sector is becoming more 
complex and more numerous. Logistics properties must be appropriate to the individual de-
mands of logistics providers, but at the same time they must be capable of being reused (i.e. re-
let) so as to be attractive to investors and lenders.  

 
The key locational factors for logistics properties are good transport links and proximity to major 
business hubs and infrastructure. Of all the modes of transport in Switzerland, roads remain the 
most significant: In terms of the weight of goods carried, 85% of land-based freight is trans-
ported by road. Rail is of particular significance in the case of long-range freight: If the distance 
over which goods are carried is also factored into the weight of transported goods, then rail ac-
counts for not quite 40%. Figure 63 maps the geographical spread of construction spending on 
warehouses and depots in relation to regional transport links (cf. figure 4, page 10) and person-
al motorized transport as well as public transport. A clear picture emerges: Logistics properties 
are highly concentrated around the major transit routes in Switzerland, in particular along the A1 
motorway, with a pronounced presence in the vicinity of the motorway junction A1/A2, which in 
transport terms represents the center of Switzerland. We find further logistics hotspots in the 
conurbations of Bern and Zurich, as well as on the outskirts of Basel, Geneva and Tessin (logis-
tics locations focused on the source of goods). Most recently there has been a growing im-
portance of locations on the major transit routes in northern Switzerland as well as those close 
to centers in the regions of Zurich, Basel and Geneva. Most other new projects are centered 
around existing well established locations. 

 
Figure 63 

Construction Spending on Warehouses and Depots: Good Transport Links are the Key Locational Factor 
Spending on new build and extensions, 1994-2012, including large projects granted permits from 2012 

Source: Swiss Federal Statistical Office, Baublatt, Credit Suisse, Geostat 
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Other key locational factors for logistics properties are the availability of sufficiently large plots of 
land and land prices. Logistics properties normally have extensive needs for land and are often 
single-story. Frequently, reserves of building land are also maintained for future expansion. It is 
therefore not surprising that major logistics plants are usually located far away from major popu-
lation centers, whereas those locations closer to such hubs are mostly used by smaller compa-
nies specializing in deliveries over short distances (e.g. short-range deliveries of goods to retail-
ers and consumers). Another important locational factor can be proximity to transport firms and 
parcel centers. Additionally, public incentive programs (active economic incentives) can affect 
the choice of location, in particular in the case building land being made available by districts or 
cantons at favorable prices. Given the increasing degree of complexity and automation at logis-
tics firms, the available supply of highly qualified staff is also playing an increasingly important 
role.  

 
Demand for logistics properties is volatile and principally dependent on the market for the trade 
in goods (industry, wholesalers and retailers). Figure 62 illustrates this relationship in terms of 
external trade and retail trade. Spending on logistics properties runs largely in parallel with the 
expansion of retail sales and external trade volumes. Besides these economic demand-side 
factors, the logistics market is strongly driven by structural trends, two mega trends in particular 
that go back years and even decades. The first is the relentless process of specialization and di-
vision of labor. With regard to production processes, this means that evermore semi-finished 
and pre-production goods need to be transported from one place to another. The second major 
trend, globalization, is simply the expansion of the division of labor on a worldwide level. One 
more recent trend likely to have an increasing influence on demand for logistics properties is the 
growing significance of e-commerce and multi-channel retailing6: This trend will mean that part 
of today’s demand for retail space will eventually move into the logistics space (cf. text box, 
page 62 f.) because door-to-door logistics chains will make bricks and mortar retailers redun-
dant.  

 
Given our estimate in last year's property overview that a third of retail sales will be generated 
online within 15 years, there is huge potential here. Transport volumes and local-level distribu-
tion facilities will increase in importance because the size of deliveries will become ever smaller. 
What is even more important, however, is that this will mean logistics and delivery services will 
become sales-relevant factors. For consumers, not just price and product quality but also deliv-
ery service will be a key criterion when deciding what to buy and where. This means logistics 
services will gain hugely in importance. More than any other sector, logistics service providers 
and the properties used for logistics purposes must adapt to these challenges and offer ever 
more efficient processes.  

 
Given the wide range of needs that logistics service providers and firms handling goods in trade 
and industry have, an equally wide range of offerings is required to meet these diverse needs. 
One limiting factor on the supply side is that Switzerland has only a certain quantity of locations 
with good transport links. This together with the high price of land and labor means that Switzer-
land, despite the potential for increasing demand, is of limited attraction for major European 
distribution centers and logistics parks. However, there is a sufficient quantity land for medium-
sized and smaller operations. New plots are being released through the decline of manufactur-
ing industry. Floor space previously used for retail properties that has become redundant be-
cause of e-commerce can also partly be converted into logistics space. Over the past 10 years 
an average of CHF 0.5 billion has been invested into new building of logistics properties 
(cf. figure 62). Nevertheless, the stock of logistics properties is relatively old. For example in the 
cantons of Aargau, Basel-Landschaft and St. Gallen over 50% of the logistics buildings are 
more than 40 years old.7 These properties are no longer able to meet the needs of a more 
complex and more highly automated logistics sector. As a result, each year more than CHF 200 
million is being invested in the rebuilding and expansion of logistics properties. 

 

 
6 See Credit Suisse Global Research (2013): Swiss Issues Real Estate – Real Estate Market 2013, Structures and Prospects, page 46 ff, also Jones Lang Lassalle (2013): 

A New Environment for Logistics Properties: The Influence of Multi-Channel Retailing on Logistics.  

7 See Stölzle/Hofmann/Gebert (2010): Logistics Market, GS1 Schweiz, Bern, page 57. 
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In the Anglo-Saxon sphere and increasingly also in Europe, logistics properties have established 
themselves as an independent investment asset class because their high cash flow yields ex-
ceeds the average gross yield of other property classes (cf. figure 64 and figure 65). Specialist 
property investment companies such as Prologis (USA), Segro (Great Britain) and Garbe (Ger-
many) are developing projects (in part even on a speculative basis – despite the strongly user-
dependent demands placed on logistics properties), letting these properties and offering asset 
management and consultancy services. The central criterion here for investors is how utility such 
properties offer third parties. Key to this are location, but also a number of qualities specific to 
the building such as height, weight-bearing capacity of floors, floor area and proportion of office 
space. 

 
Figure 64 

Commercial Property Yields: UK 
Average initial yield, in % 

Past performance is no guarantee for future trends. Performance can be affected 
by commission, fees and other costs as well as foreign currency movements. 

Source: Datastream, Credit Suisse  
 

 Figure 65 

Commercial Property Yields: USA 
Average yield in % 

Past performance is no guarantee for future trends. Performance can be affected 
by commission, fees and other costs as well as foreign currency movements. 

Source: Moody's/RCA, Credit Suisse  

 
In Switzerland by contrast logistics properties still play only a subsidiary role in property invest-
ments. The market is relatively small, with annual investment volume of around CHF 0.5 billion8 
(new build), and it has a high share of owner occupation. More than half the warehouses and 
distribution facilities are the property of their users. However, there is a gradual increase in sig-
nificance of renting.9 Swiss and foreign institutional investors have either purchased or devel-
oped a number of logistics properties in Switzerland over the past two years. Swiss property 
companies quoted on the SIX Swiss Exchange have so far taken a reasonably restrained ap-
proach to logistics properties which play a largely subsidiary role in their portfolios as compared 
with residential, office or retail space. Many of the listed investment vehicles invested in com-
mercial properties hold positions of approximately 4%–7% of related storage space. That is 
however in most cases mixed-use space of smaller size and not pure logistics properties.  

 
From an investor’s perspective, the attraction of logistics properties lies in the expectation of 
high yield. Investing in logistics properties also leads to better diversification of a real estate 
portfolio. However, the risks are not negligible, despite the generally supportive structural trends 
such as the move from bricks and mortar retailing to e-commerce. The logistics market has 
become significantly more complex through innovation and trends in retailing and distribution as 
well as through technical innovation. To achieve sustained investment success in the logistics 
properties segment, extensive knowledge of the logistics market and its sub-markets is there-
fore essential. In addition the volume of the Swiss logistics property market is relatively modest 
and the potential for specialized investors limited. Due to ongoing outsourcing processes as well 
as trends in commerce and distribution, there are good opportunities for growth. However, Swit-
zerland will remain a location with very limited potential for international logistics, mainly because 

 
8 For office properties, average annual building investment over the last ten years was approximately CHF 1.5 billion; CHF 1 billion was invested in retail properties. 

9 See Stölzle/Hofmann/Gebert (2010), Logistics Market, GS1 Schweiz, Bern, page 61 ff. 

4%

5%

6%

7%

8%

9%

10%

11%

12%

1972 1976 1980 1984 1988 1992 1996 2000 2004 2008 2012

Office space

Retail space

Logistics/industrial buildings

4%

5%

6%

7%

8%

9%

10%

11%

12%

2001 2003 2005 2007 2009 2011 2013

Office space inner city

Office space outer areas

Third-party trading space

Residential apartments

Industrial/logistics properties

International trend:  
Logistics properties  
as an asset class… 

… has had only limited  
impact in Switzerland 

Summary: Attractive  
addition to investments in 
office and retail space  



 
Credit Suisse Economic Research 

 

Swiss Issues Real Estate – Real Estate Market 2014   62 
 

of inordinately high cost factors, the diminishing availability of building land and its geographical 
position. Broadly speaking, however, Swiss logistics properties do offer institutional investors at-
tractive opportunities for diversifying existing portfolios of commercial properties.  

 
 The Last Mile: How do Goods Ordered Online Reach the Consumer?  

 Online and multi-channel retailing will continue to gain ground over the next few years 
(cf. page 50 ff.). This trend will have a corresponding effect on the logistics sector because 
retailers’ delivery services play a key role in the competition for customers. The critical 
competitive advantages are short delivery times and a high degree of reliability. Added value 
for the customer is also created by making it possible to monitor the status of an order at 
any time online. If there are any problems with deliveries, customers expect an effective 
and user friendly customer service. Of central importance is the choice of distribution mod-
el: In particular one-person households and two-income households are increasingly inter-
ested in more flexible models as an alternative to the traditional postal or courier services 
(see table below). This applies not only to larger deliveries that will not fit in a mailbox but 
also to deliveries of high value or those with content of a personal nature. Delivery to a 
mailbox or to the door is, however, expensive, so alternative models can be attractive to 
retailers and logistics service providers on grounds of cost. Central collection points with 
good public transport access also have advantages from an environmental standpoint. For 
this reason a number of alternative models for the delivery of goods have arisen in recent 
times, and these have in part already become widespread in some countries such as 
France or the UK. 
 
A Comparison of the Major Alternative Delivery Models  

 

 Modell Description Prevalence, potential and effect on (logistics) proper-
ty market 

 

 Collection in shop 
or showroom 

Goods are ordered online and can be 
collected in the shop. 

Examples: digitec, books.ch 

Model already well established (e.g. consumer electronics).

Consumers: (+) Can take advantage of additional services 
(advice, shopping, returns); no direct delivery costs.  
(-) Time and travel costs of collection. 

Retailers: (+) Synergy effects with bricks and mortar sales 
in terms of logistics; forging of stronger customer ties;  
(-) Additional need for staff and floor space. 

Property market: Increases demand for retail floor space. 

 

 Collection from 
easily accessible 
collection points 
(operated by third 
parties) 

Goods from various retailers can be or-
dered and paid for online and then col-
lected at a centrally located collection 
point (e.g. post office / railway station 
ticket counter, petrol station shops). 

Example: PickPost 

Model currently gaining in importance in Switzerland. 

Consumers: (+) Can take advantage of additional services 
(e.g. returns); no direct delivery costs; high degree of flexi-
bility compared to collection in shop. 

Retailers: (+) stronger customer ties (-) Coordination with 
third party providers (collection point). 

Property market: Increases demand for specialized logistics 
services: opportunity for change in utilization of retail spac-
es. 

 

 Collection from 
drive-in collection 
points 

Goods are ordered and paid for online 
and can be collected at a conveniently 
located drive-in collection point.  

Examples: LeShop DRIVE,  
coop@home Drive In 

At early stage in Switzerland, partly well established already 
in surrounding countries. 

Consumers: (+) Can take advantage of additional services; 
no direct delivery costs; useful for commuters. 

Retailers: (+) strong customers ties (-) Need for additional 
staff and retail space. 

Property market: Need for specialist infrastructure easily 
accessible by road. Opportunity to expand or change usage 
of existing logistics, retail and commercial properties. 
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 Collection from 

deposit boxes or 
automated collec-
tion points (operat-
ed by third parties) 

Goods from various retailers are or-
dered and paid for online and can then 
be collected from deposit boxes or au-
tomated collection points in centralized 
locations (e.g. railway station). 

Examples: SBB GoodBox, My Post 24

At early stage in Switzerland.  

Consumers (+) Maximum time flexibility, no direct delivery 
costs, useful for commuters.  

Retailers: (+) stronger customer ties (-) Coordination with 
third parties (operators of automated collection points). 

Property market: Opportunity for change in usage of 
ground floor retail space in central locations; increases de-
mand for specialized logistics services. 

 

  

The models for delivery of goods range from collection ideas whereby goods are made 
available in deposit boxes in public places or can be collected by car, to utopian-like ideas 
such as the project recently unveiled by Amazon.com where a premium service would in-
clude delivery of goods by means of small airborne drones. What all these models for the 
delivery of goods have in common is that they have a bearing on the structure of demand 
for logistics services. For example, the small-scale distribution of goods through centralized 
collection points will require investment in small urban logistics centers. Part of the retail 
space being threatened by e-commerce could be turned over to use for logistics services 
and collection points. Collection points with deposit boxes also potentially represent an at-
tractive alternative use for vacant ground floor retail space. 
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Real Estate as an Investment 

There were divergent trends in Swiss real estate investments in 2013. While market values on 
direct investments generally continued to rise, listed indirect investments tended to shed value. 
This opposing dynamic last year serves as a preview of future challenges – increasing volatility 
in market values and transaction prices is likely in the short and medium term. In fundamental 
terms, the outlook has only clouded slightly. The situation in the residential segment remains 
stable, but the oversupply of office space is having an increasing impact on valuations.  

Direct Real Estate Investments: Becoming More Challenging 

Price momentum for residential and mixed-use investment properties recently flagged, since 
expectations of a further increase in long-term interest rates, coupled with steadily falling initial 
yields, are weighing on investor sentiment. According to IAZI, prices climbed 1.1% quarter-on-
quarter in the fourth quarter of 2013, resulting in impressive growth of 5.5% for the year. Pric-
es for investment properties are still rising at a brisker pace than relevant benchmarks such as 
economic strength or rental prices (cf. figure 66), and they are thus exposed to an increasing 
risk of a correction. Although price growth was markedly slower in the second half of 2013, a 
trend reversal is not yet on the cards.  

 
When prices for residential properties rise more steeply than rental income, gross initial yields 
are driven down (cf. figure 67). Compared to 2012, the decline in yields has decelerated, but 
this phenomenon is only observed in major cities. Two trends are at play here: on the one hand, 
real estate market players sense that the gold rush era is nearing an end, and are increasingly 
seeking quality investments in central locations. Such locations already command very high pric-
es, bringing gross initial yields for all objects traded close to the 4.5% threshold. On the other 
hand, investment pressure is forcing some buyers ever farther from town centers in search of 
returns. Since returns on properties typically increase with greater distance from the centers, 
gross initial yields held steady at the previous year's level on properties outside cities. On bal-
ance, the widening gap between yields in major cities and those in outlying areas suggest that 
investors are again demanding a risk premium on non-central properties. In general, it appears 
that buyers are prepared to accept surprisingly low yields in peripheral regions. Transactions at 
the top of the yield scale are thus scarce. We believe that as a result of the emerging return to 
quality, it will be increasingly difficult to find buyers for properties that are poorly maintained or in 
inconvenient locations, and that the price objectives of sellers and buyers will increasingly drift 
apart. This may be why only few transactions in the high-yield segment are taking place.  

 
Figure 66 

Price Trend for Investment Properties  
Annual growth rate in %, indices for price development: 1Q 2002 = 100  

 

Source: IAZI, Homegate, Swiss Federal Statistical Office, Credit Suisse  
 

 Figure 67 

Development of Initial Yields 
Gross initial yields (median) = gross rental income / transaction price in %  

* 1st half-year, ** Sample for 2011 too small 

Source: REIDA, Credit Suisse;  
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Despite a brief narrowing last year, the yield spread between real estate and government bonds 
is still wide. Hence it is very likely that capital in search of returns will continue to flow generous-
ly into the residential property market in 2014, translating into a further small decline in gross in-
itial yields. This would only encourage the return to quality, so that yield discounts in the major 
cities would continue to exist or even increase. The trend is different for office properties, where 
a correction is already under way: the price trend is reversing, thus gross initial yields are creep-
ing up again. The current risk premium on office properties, most of which are in urban centers, 
compared to residential properties, already reflects the heightened risk in the form of clouded 
fundamental factors.  

Prices for Residential Objects Can and Will Rise Further 

The low returns give the impression that the upward price trajectory for residential objects may 
soon peak, or even reverse. However, several factors suggest that the time is not yet ripe for 
this trend reversal this year. Rather, the quarterly growth rates for prices in 2014 are likely to be 
positive, but less than 1%.  

 
Considering the investment pressure particularly exerted on institutional investors such as pen-
sion funds, there is still no way around real estate investments. Their portfolio allocation fell 
moderately due to the strong equity performance in 2013, according to the CS pension fund 
index, to an average of 19.8%. Nonetheless, new assets continue to be channeled into real es-
tate. Since Swiss equities have reached high valuations again and investments in bonds face 
challenges due to the imminent increase in long-term interest rates, investments in real estate 
are attractive. This is not to say that real estate investments are immune to changes in interest 
rates – their sensitivity is considerable because of their long durations. Nonetheless, since rent-
al income is linked to interest rate levels (commercial leases are usually indexed and residential 
rental contracts pegged to the mortgage reference rate), the risks inherent in changing interest 
rates are lower than they are for long-term bonds.  

 
Many aspects suggest that the price cycle for residential and mixed-use real estate has not yet 
peaked. Real estate price cycles are typically very long, as shown by Wüest & Partner based on 
price trends for apartment houses from 1930 onward. They last considerably longer than eco-
nomic cycles – generally at least twice as long – and their peaks are often toppled by a real 
estate crisis. By the end of each of the long advances since 1930, prices for investment proper-
ties had at least doubled. The real appreciation of just under 50%, according to IAZI, in the cur-
rent cycle, which began in 2002, is far removed from such a peak. Data of the city of Zurich in-
dicate that net cash flow yields were lower than 3.1% in 20% of the years. This was particularly 
the case between the mid-1950s and mid-1960s, as well as in the second half of the 1980s. 
Yields in this sample from the city of Zurich are probably lower than in Switzerland as a whole, 
but net cash flow yields on standing Swiss properties are now at 4.2%, still considerably higher 
than the historical lows. 

 
Likewise there is little in fundamental terms pointing to an imminent end to the price increases 
on residential and mixed-use properties. The Swiss economy is in a super cycle, powered by 
immigration and low interest rates, which should remain in force in 2014. Strong economic 
growth supports prices. We believe that each additional percentage point of economic growth 
raises the prices of residential and mixed-use properties by somewhat more than 1%, all other 
factors being constant. Furthermore, the regulatory measures already implemented or under 
discussion are not sufficient to rein in price growth in a lasting way. This would take a sharp rise 
in interest rates, rigorous limitations on immigration or an unexpected economic slump. 

 
Is it still a good time to embark on a new construction project? There is no clear answer: on the 
one hand, interest rates and construction price inflation are still low, which depresses immediate 
costs and leaves open the option to sell apartments as condominiums. Furthermore, new build-
ings do relatively well in a competitive market if their prices are also competitive. Only in regions 
where there is a wide spread between existing rents and market rents – and thus tenants with 
little motivation to move – may there be problems with absorption of new buildings. According to 
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REIDA data10, this effect may be more pronounced in Western Switzerland than in the German-
speaking regions. On the other hand, a project started today stands a greater chance of coming 
to a less favorable market, i.e. one with higher vacancy rates and a less attractive interest rate 
level.  

 
Investments in office space are exposed to increasing risk since the market continues to churn 
out offices while demand is flat, vacancies are rising and leases are beginning to edge down-
ward (see the section on office property from page 31). This is equally true for new buildings in 
less desirable locations as for existing objects in central locations where current leases are high-
er than market leases, or for existing objects that have become run-down and have a high num-
ber of lease contracts approaching expiry. The office market differentiates between individual 
locations and market opportunities to a much greater degree than is currently the case in the 
housing market. Still, the risks inherent in a misplaced investment in office space are not neces-
sarily higher. As the correction continues, opportunities for professional investors should 
emerge. However, we believe the time is not yet ripe for investing in office property, since in our 
view market prices do not yet fully discount the deteriorating market situation.  

Unequal Regional Distribution of Risk 

In the environment of stable vacancy rates and steadily rising rents and property prices over the 
last few years, it has been possible to generate reliable returns at a manageable risk in nearly all 
regional and price segments of the residential market. The recently observed revival of interest 
in quality – or the rediscovery of risk premiums for second-class objects – is taking place not 
only because the real estate market is in a mature phase of the cycle, but also because the 
fundamental parameters for urban and rural locations differ more sharply. If demand were to 
ease in future, there would be a clearer delineation between the wheat and the chaff; once 
again, local market knowledge would be required for developers and investors to generate ex-
cess returns, after years in which prices only ever went up, regardless of familiarity with the local 
market, and failure was virtually unknown.  
 
In areas outside the major urban and regional centers and their suburbs, oversupply is likely to 
become an increasingly pressing issue in the years ahead. The housing market situations in 
urban and rural areas have been diverging for some time, and will probably drift further apart in 
future. There is a simple reason for this: demand is focused sharply on urban areas, while sup-
ply is shifting to the periphery due to high land prices and scarce space in cities. This is unprob-
lematic as long as demand remains high and the dearth of housing in city centers encourages 
households to accept non-urban locations. Improvements in transportation infrastructure, great-
er household mobility and the increasing importance of recreational areas close to nature have 
supported this trend.  

 
Figure 68 highlights what we remarked in the section on residential property (cf. page 17): con-
struction of rental apartments is being accelerated, with the regional focus moving to the pe-
riphery. The increase of housing construction in rural areas is impressive: in just 10 years, the 
share of building permits for rental units in rural, tertiary and industrial municipalities has risen 
from 6% to 18%. Over the same period, the absolute number of approved rental units has tri-
pled. On the other hand, the percentage of planned housing projects in city centers has been 
declining steadily. Thus there is only limited concentration towards urban centers. This trend is 
still in force, although vacancy rates were already rising with the previous supply. Already high, 
the number of vacant apartments in rural areas and small suburbs is likely to increase further in 
the years to come (cf. figure 69).  

 

 
10 REIDA (Real Estate Investment Data Association) is a non-profit organization that pools and generates data for real estate investment objects. 
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Figure 68 

Construction of Rental Apartments by Type 
Rental apartments approved for construction as % of total, and total number 

Source: Credit Suisse, Baublatt, Swiss Federal Statistical Office 
 

 Figure 69 

Vacancy Rates for Rental Apartments 
As % of housing inventory, as at 1 June 

Source: Swiss Federal Statistical Office, Credit Suisse 

 
In order to better understand the regional distribution of risk, we have refined our demand indi-
cator for rental units, introduced in last year's real estate report11, and expanded the supply side 
(current project activity and available reserves of building land). The resulting risk indicator sug-
gests an oversupply of rental apartments at regional level on a two- to five-year horizon. The in-
dicator is roughly calibrated to a scenario of a slight decline in immigration, due to reduced 
growth momentum compared to foreign border areas, and of rising interest rates. However, 
should immigration remain at a high level or even increase, the risk of oversupply would be cor-
respondingly lower. Similarly, placing limits on the free movement of persons would significantly 
ease demand in urban centers and thus exacerbate the risk of oversupply in rural regions. 

 
A comparison of supply and demand on a medium-term horizon shows that the risk of oversup-
ply in rental apartments is particularly high in the Jura crescent, in Valais, in certain regions of 
the central plateau and some regions of Eastern Switzerland (cf. figure 70). This risk is lowest 
between Geneva and Yverdon, in the Lugano region, in Basel City, Canton Zurich and the areas 
towards the Walensee, Zugersee and Lake Lucerne. There also appears to be risk in the tourist 
areas of Graubünden and parts of Valais, but this mainly reflects construction of second homes. 
The demand factors in the survey (e.g. income, population growth, accessibility) hardly reflect 
demand from tourists.  

 
Figure 70 

Mid-term Risk Indicators, Rental Apartment Market 
Based on various supply and demand indicators 

Source: Credit Suisse, Geostat 
 

 Figure 71 

Regional Percentage of Old and New Tenants 
Percentage of tenants with the same residence as five years earlier 

Source: Swiss Federal Statistical Office, Credit Suisse, Geostat 

 
11  See Credit Suisse Global Research (2013): Swiss Issues Real Estate – Real Estate Market 2013, Structures and Prospects, page 12/13. 
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A decline in immigration – whether as a result of political measures or of saturation – would 
affect the previously observed interior migration flows. A reversal of these flows would also af-
fect the rental apartment market, although interior migration is less focused than its international 
counterpart on this segment. The risk to income would be greatest in regions that are currently 
«betting» on heavy streams of renters, as expressed in the number of recently arrived tenants as 
a percentage of the total population. This percentage is especially high in the Canton of Aargau, 
as well as in the regions of Aigle, lower Zurich, Gros-de-Vaud and upper Basel (cf. figure 71). 
In these regions, the construction industry is probably counting on a continuation of the migra-
tion trend, and would be at a disadvantage if these flows were to change. Moreover, since re-
cently arrived tenants are not well rooted socially in their region, and rarely benefit from low ex-
isting rents, they may be more likely to move away again rapidly. 

Indirect Real Estate Investments: Further Interest Rate Advances 
Priced in 

The market premiums (agios i.e. premia) on net asset values paid for indirect listed Swiss real 
estate investments have begun a tangible correction on the stock market: a development that 
has been long anticipated but was expected to begin further in the future (cf. figure 72). The 
trend was precipitated by a rise in long-term interest rates and the realization that the phase of 
ultra-low rates could not last forever, even in Switzerland. Another factor weighing on prices last 
year was the large number of capital increases and new listings. Despite successful 
subscriptions, the market seemed overwhelmed in cases of shifts between individual investment 
vehicles that put pressure on agios. At the same time, the shares of Allreal and Mobimo fell 
from the Stoxx 600 when the index composition was revised, and this doubtless had an effect 
on listed real estate companies.  

 
The decline in premiums was so marked, for both real estate funds and real estate companies, 
that despite high dividend yields and a positive trend in net asset values, the performance for 
the year was negative. For the full-year 2013, the real estate funds listed on the SIX reported a 
negative total return of 2.8%, while real estate companies posted a loss of 6.9%. This is a very 
rare occurrence for real estate funds. Since the inception of the SXI Real Estate Funds Index in 
1995, the total return for a calendar year has only been negative four times (in 1998, 2000, 
2007 and 2013). If we consult the capital-weighted Rüd Blass index for previous years, the 
total return has only been negative nine times since 1961.  

 
 

Figure 72 
 

 Selected Key Figures for Swiss Investment Vehicles 
 

 

  SXI Real 
Estate Funds

SXI Real 
Estate Shares 

Swiss 
Performance 

Index 

Swiss Bond 
Index

Agio/premium 31.12.2012 23.9% 12.2%  

Agio/premium 31.12.2013 14.3% -1.8%  

Total returns in 2013 -2.8% -6.9% 24.6% -4.3%

Before the first rise in interest rates  
(01.01.–02.05.2013) 

-1.2% 3.1% 18.0% -0.1%

During the first rise in interest rates  
(02.05.–24.06.2013) 

-2.7% -8.3% -7.5% -4.2%

After the first rise in interest rates  
(24.06.–31.12.2013) 

1.1% -1.5% 14.2% 0.0%

Trend in total returns 2009–2013 p.a. 6.9% 10.1% 11.4% 2.8%

Volatility 2013* 6.9% 8.6% 12.5% 2.7%

Discount rate 2012 4.57% 4.76%  

Discount rate 2013 4.48% 4.61%  
 

 

 
Past performance is no guarantee of future returns. Performance may be affected by provisions, fees and other costs, and 
exchange rate fluctuations. 

Source: Credit Suisse, Datastream                                                            *annualized standard deviation of weekly returns
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A breakdown of price trends in 2013 shows clearly how real estate investments react to various 
factors. The interest rate increase from 2 May to 24 June 2013 depressed prices for real estate 
funds by -2.7% and for real estate companies by -8.3% (cf. figure 72). The companies felt this 
abrupt development more keenly, mainly because they had made previous gains in step with the 
equity market. After the steep interest rate increase of more than 50 basis points (in the case of 
10-year government bonds) in less than two months, real estate funds recovered somewhat. 
This was not the case for real estate companies, most likely due to their greater focus on the 
commercial property market. Particularly in the second half-year, market participants seemed to 
realize that demand for commercial space was less brisk than expected, and that the oversupply 
might exert increasing pressure on leases. This view was strengthened by the contrary price 
trend for real estate funds. Funds that were largely invested in commercial real estate suffered 
greater declines in agios than residential real estate funds. Nonetheless, there has not been an 
extreme rise in volatility in real estate investment vehicles. The annualized volatility in weekly 
returns on funds rose only slightly, from 5.8% to 6.9% (long-term average: 5.9%). Thus the 
alignment between the listed asset classes remains largely unchanged, since the volatility of the 
funds is lower than that of real estate companies, which in turn display a lower volatility than the 
equity market.  

Tactically Attractive Buy Opportunities Thanks to Lower Premiums 

Thanks to the tangible decline in premiums last year, market valuations for indirect real estate 
investments are once again attractive. In light of the current interest rate level and against the 
backdrop of the connection observed in the past between interest rates and agios, the latter are 
favorably valued. Real estate funds are most comparable to bonds, due to their characteristics 
of value retention and their stable dividend payouts, and thus compete with this asset class in 
terms of returns. When interest rates rise, so do the coupons on bonds, which gives bonds a 
competitive advantage compared to real estate funds. Thus when interest rates increase, there 
is a general shift into bonds, putting pressure on the prices and agios of real estate funds. 
Accordingly, there is a negative connection between the interest rate level and premiums on real 
estate funds (cf. figure 73). Last year, agios and premiums fell so sharply that they could no 
longer be justified by the interest rate level. According to the simple link between the interest 
rate level and premiums, agios should have been above 20% at the end of 2013 instead of the 
14% rate observed.  

 
Figure 73 

Link Between Interest Rates and Agios on Real Estate Funds 
Agio/disagio as % of net asset value (weighted, listed and unlisted funds); basis: Monthly data since 1990 

Source: Datastream, Credit Suisse 
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The agios of the past can also be estimated with a model, which takes into account interest 
rates, economic growth and the vacancy rate. According to the model, the agio in the current 
environment should be just above 20%. Or in other words, the agio of 14% at the end of 2013 
corresponds roughly to the agio that we would have expected had interest rates risen by around 
1 percentage point and if vacancy rates were higher. In other words, investors are already 
pricing in a large part of future interest rate increases. Should the current rise in rates flatten off 
this year, it is certainly possible that agios could increase again. However, prices anticipate a 
gradual continuation of the rise in rates, which presents a tactically favorable entry opportunity. 
This is equally, or even moreso, the case for funds that invest in commercial real estate, whose 
agios have fallen even more markedly in the first half of 2013 than funds that invest mainly in 
residential property (cf. figure 74). As a result, there is a significant valuation spread that we 
believe is not justified, despite the sober outlook for commercial real estate.  

 
Figure 74 

Diverging Agio Trends for Real Estate Funds 
Agio/disagio as % of net asset value 

Source: Fund annual and semiannual reports, Datastream, Credit Suisse  

 
Thanks to lower agios, it is now a better time for indirect investments in Swiss real estate. This 
is equally true for homeowners, who are often unaware that a substantial part of their assets is 
also exposed to trends on the real estate market. Even if homeowners consider their assets 
invested in their own four walls, it is always advisable to have additional, indirect investments in 
real estate. Such investments aid in regional diversification, allow participation in both the rental 
and owner-occupied markets, which are not necessarily in the same cyclical phase, and provide 
some exposure to commercial real estate through the SXI Real Estate Fund Index. An 
assessment of the Swiss market shows that given a target return of 5%, it is advantageous for 
most homeowners to include the Swiss Real Estate Fund Index in their portfolio in order to 
optimize their risk-return structure.12 The study notes, however, that the optimal allocation to 
indirect Swiss real estate investments (without restrictions on the real estate allocation) varies 
quite widely, from 0% to 39%, depending on the assumptions regarding debt. The same 
arguments currently apply to international real estate investments. In addition to the 
diversification effect, many international markets are not yet in as mature a phase as the Swiss 
market. Moreover, the minimum exchange rate to the euro makes forecasting easier and offers 
the possibility of interest margin business. 

  

 
12  See Linke, Fabian (2010): Eigenheim und Investitionen in indirekte Immobilienanlagen, Bachelor thesis at the Zurich University of Applied Sciences. An updated analysis 

arrives at the same conclusions.  

0%

10%

20%

30%

40%

50%

60%

70%

80%

90%

-10%

-5%

0%

5%

10%

15%

20%

25%

30%

35%

10/2008 10/2009 10/2010 10/2011 10/2012 10/2013

Difference (right scale)

SXI Real Estate Funds

Commercial real estate funds

Residential real estate funds

Current agios provide 
partial hedge against higher 
interest rates in future 

Indirect real estate 
investments also attractive  
for property owners 



 
Credit Suisse Economic Research 

 

Swiss Issues Real Estate– Real Estate Market 2014   71 
 

Regulatory Revisions an Ongoing Challenge 

Investors need not be unsettled by the new debt financing limit for real estate funds: Article 96 
of the Collective Investment Schemes Ordinance (CISO) now limits the debt financing of a 
property to an average of one-third of its market value (previously: 50%). The transition period 
is adequate at five years, and at the end of 2013 there was only one fund that was over the 
new threshold. The average debt financing ratio of all listed real estate funds is just 18%.  

 
The next regulatory hurdle is already in view. A motion has been presented to the Swiss 
parliament, and is supported by the Federal Council, to abolish the right of foreigners to own 
units in real estate funds and listed real estate companies, as presently permitted under Lex 
Koller. The argumentation provided by supporters of the motion is not economically sound. 
When comparing the number of properties of listed real estate investment vehicles with the total 
inventory of buildings, it becomes instantly clear that excluding foreign investors from the buyer 
pool would have no effect on the price trend for real estate. In general, the influence of foreign 
investors in the indirect real estate investment class is greatly overestimated. In the case of real 
estate funds, they account for just a few percentage points. On the other hand, tightening the 
Lex Koller restrictions would create major practical problems. It is virtually impossible to 
ascertain the nationality of a fund unit holder in a market transaction. A strict implementation 
would probably necessitate a delisting. The restrictions would thus shoot wide of the mark, and 
instead of affecting the real estate market would only impact real estate investment vehicles – 
and in a most counterproductive way. 

 
Market observers noted that the major real estate companies changed their accounting methods 
last year. For the first time, portfolios were valued according to the «highest and best use» 
approach under IFRS 13, which means that the valuation is set in consideration of the full 
exploitation of potential and a maximum return. As we expected, the effects were more 
significant than anticipated.13 For the four largest real estate companies, Swiss Prime Site, 
PSP, Allreal and Mobimo, the increase in valuation based on IFRS 13 made up around one third 
of the total revaluation gains on investment properties. Ultimately, this will increase the volatility 
in valuations over a real estate cycle. 

  

 
13  See Credit Suisse Global Research (2013): Swiss Issues Real Estate – Real Estate Market 2013, Structures and Prospects, page 62/63. 
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Outlook for Real Estate as an Investment in 2014 

Just over half of the financial analysts surveyed by Credit Suisse and the Center for European 
Economic Research (ZEW) last November considered both Swiss real estate funds and Swiss 
residential properties to be overvalued. While only a bare majority of 53% held this opinion in 
November, 78% of the survey respondents had this view in August. We, on the other hand, do 
not share this opinion, particularly as regards real estate funds. Measured by today's standards, 
agios are too low and already discount a further increase in interest rates of around 1 
percentage point. We expect interest rates to rise only slowly as the normalization process 
advances. Thus we identify clear appreciation potential that is reflected in our positive short- to 
medium-term outlook for listed real estate funds.  

 
We are more cautious on direct investments, where the potential risks have increased further 
this year. In contrast to indirect investments, the future rate increase is not yet priced into 
investment properties at all. The trend reversal point is drawing nearer, but will probably only 
become obvious when rates rise more markedly. Since there is still a significant yield spread to 
government bonds, we believe that the prices for residential and mixed-use investment 
properties will continue to rise until that point. For commercial properties, on the other hand, the 
fundamental data are deteriorating and we think the upside potential is exhausted. Prices are 
likely to decline in the near future. When considering real estate investments, it is worth looking 
beyond Switzerland's borders, since most foreign markets offer more attractive entry 
opportunities. We pointed out these opportunities in our study last year. Nothing in our 
assessment has fundamentally changed, so real estate investments abroad can still be profitable 
this year.  
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Factsheets: Regional Real Estate Markets at a Glance 

 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 

How to order individual Credit Suisse Factsheets: 
Credit Suisse clients can order factsheets on the individual economic regions in their preferred lan-
guage (English, German, French or Italian) at the following link: 
www.credit-suisse.com/immobilienstudie 
You will find a list of Switzerland's 110 economic regions on page 75. 

Key Indicators for the 110 Economic Regions at a Glance  
What are the locational qualities of the Lorzenebene/Ennetsee economic region? 
What sectors are particularly important for the region? How high are house prices in 
the region's municipalities? The Credit Suisse Factsheets answer these and many 
other questions concerning the regional economy, demographic developments and 
housing markets. Regularly updated statistics are presented in the form of meaningful 
diagrams, tables and maps. 

Regional Economy and Demographic Develop-
ments  
Are you planning to tap into new locations with your 
company or would you like to gain a picture of an eco-
nomic region? The Credit Suisse Factsheets offer you 
up-to-date statistics on topics such as locational quality, 
accessibility and population developments. 

Regional Housing Markets 
Are you planning to relocate or would you like to 
buy a home or investment property? The Credit 
Suisse Factsheets provide you with key facts 
about the regional housing market including indi-
cators such as the age of existing housing, 
vacancy rates and much more besides. 

House Prices and Rents 
Would you like to gain an overview of regional house prices and their development 
or compare the prices of different municipalities of the region? This information can 
also be obtained from the Credit Suisse Factsheets. 
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Appendix: Switzerland's Economic Regions 

Credit Suisse Economic Research has defined these economic regions on the basis of the Mo-
bilité Spatiale regions used by the Swiss Federal Statistical Office. Political borders play less of 
a role in the definitions than economic phenomena, geographical and demographic features, 
and mobility patterns. Consequently, some of these economic regions straddle cantonal bor-
ders. 
 

Switzerland's Economic Regions  

 

1 Zürich-Stadt 23 Thun 45 Sense 67 Schanfigg 89 Morges/Rolle 
2 Glatttal 24 Saanen/Obersimmental 46 Murten 68 Mittelbünden 90 Nyon 
3 Furttal 25 Kandertal 47 Glâne/Veveyse 69 Domleschg/Hinterrhein 91 Vevey/Lavaux 
4 Limmattal 26 Berner Oberland-Ost 48 Olten/Gösgen/Gäu 70 Surselva 92 Aigle 
5 Knonaueramt 27 Grenchen 49 Thal 71 Engiadina bassa 93 Pays d'Enhaut 
6 Zimmerberg 28 Laufental 50 Solothurn 72 Oberengadin 94 Gros-de-Vaud 
7 Pfannenstiel 29 Luzern 51 Basel-Stadt 73 Mesolcina 95 Yverdon 
8 Oberland-Ost 30 Sursee/Seetal 52 Unteres Baselbiet 74 Aarau 96 La Vallée 
9 Oberland-West 31 Willisau 53 Oberes Baselbiet 75 Brugg/Zurzach 97 La Broye 

10 Winterthur-Stadt 32 Entlebuch 54 Schaffhausen 76 Baden 98 Goms 
11 Winterthur-Land 33 Uri 55 Appenzell A.Rh. 77 Mutschellen 99 Brig 
12 Weinland 34 Innerschwyz 56 Appenzell I.Rh. 78 Freiamt 100 Visp 
13 Unterland 35 Einsiedeln 57 St. Gallen/Rorschach 79 Fricktal 101 Leuk 
14 Bern 36 March/Höfe 58 St. Galler Rheintal 80 Thurtal 102 Sierre 
15 Erlach/Seeland 37 Sarneraatal 59 Werdenberg 81 Untersee/Rhein 103 Sion 
16 Biel/Seeland 38 Nidwalden/Engelberg 60 Sarganserland 82 Oberthurgau 104 Martigny 
17 Jura bernois 39 Glarner Mittel- und Unterland 61 Linthgebiet 83 Tre Valli 105 Monthey/St-Maurice 
18 Oberaargau 40 Glarner Hinterland 62 Toggenburg 84 Locarno 106 Neuchâtel 
19 Burgdorf 41 Lorzenebene/Ennetsee 63 Wil 85 Bellinzona 107 La Chaux-de-Fonds 
20 Oberes Emmental 42 Zuger Berggemeinden 64 Bündner Rheintal 86 Lugano 108 Val-de-Travers 
21 Aaretal 43 La Sarine 65 Prättigau 87 Mendrisio 109 Genève 
22 Schwarzwasser 44 La Gruyère 66 Davos 88 Lausanne 110 Jura 

 

Source: Credit Suisse, Geostat 
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