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• Housing is a key Longevity asset and, to some
degree, an investment. However, as an illiquid bulk
holding, housing is not usually seen as part of the
financial asset allocation.

• First-home buyers should build up wealth with a
focus on relatively liquid assets and seek to diversify
their balance sheet. A well-considered mortgage
strategy can mitigate interest rate risk and bolster
wealth accumulation.

• The prospects for buy-to-let investments in many
cities have deteriorated. Private real estate solutions
are a better alternative in an environment with low
yields and rental growth uncertainties.
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Housing represents, on average, 50% of households’ net
wealth according to the OECD[1], and it is the main asset of
the middle class. Indeed, for a vast majority of households,
housing is an important vehicle for passing on wealth
to later generations and a crucial stepping stone on the
path to reaching their financial lifetime goals. But several
factors make it difficult to treat owner-occupied houses as a
common asset class. Hence, this note outlines some general
thoughts on home ownership and its role in the allocation
of assets in times of heightened bubble risks in many cities
around the world.
The UBS Wealth Way[2] framework helps to set the stage
for this analysis. The primary residence is a part of the
Longevity strategy, which is designed and sized to include
all of the assets and resources a family plans to utilize
for the remainder of its members’ lifetimes. A holiday
house fits into the Legacy strategy, which includes assets
that are in excess of what the family members need to
meet their own lifetime objectives. The real estate cash
flow yield from buy-to-let properties can be an integral

part of retirement funding and, as such, can be part of
the Longevity strategy. However, depending on personal
circumstances, such properties are often also regarded as a
part of the Legacy strategy given the very long investment
horizon. In the following we focus on the investment
characteristics of a primary residence and its effect on the
financial asset allocation in a Longevity context. In addition,
we touch on the implications of buy-to-let properties. Most
of the considerations apply to a Legacy portfolio, as well.
UBS Wealth Way is an approach incorporating Liquidity. Longevity. Legacy.
strategies that UBS Financial Services Inc. and our Financial Advisors can
use to assist clients in exploring and pursuing their wealth management
needs and goals over different timeframes. This approach is not a promise
or guarantee that wealth, or any financial results, can or will be achieved.
All investments involve the risk of loss, including the risk of loss of
the entire investment. Timeframes may vary. Strategies are subject to
individual client goals, objectives and suitability.

This report has been prepared by UBS Switzerland AG. Please see important disclaimers and disclosures at the end of
the document.
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Housing represents a high share of households’ total
net wealth. Why is it not usually seen as part of the
financial asset allocation?

in city centers typically has an investment share of more than
half of the purchase price, while in rural areas housing can
scarcely be considered an investment.

First, housing is an indivisible bulk asset. A first-home buyer's
asset allocation could easily change from a split of 60%
equities and 40% bonds to an allocation with, say, 18%
equities, 12% bonds, and 70% undiversified housing. This
calls into question the common asset allocation profiles, as
periodic rebalancing of such a portfolio is difficult, if not
impossible.

If housing has similar characteristics to a long-term
bond, what are the implications for the financial asset
allocation?

Second, housing is relatively illiquid, and the transaction
costs are high. In illiquid property markets, transaction
prices are affected by subjective factors and an element
of chance, which opens up a wide range of possible
valuations for a single property. Hence, the common riskreturn optimizations of an asset allocation including housing
are problematic.
Third, housing has specific non-financial features. Decisions
to buy or sell a house are typically not driven by financial
return considerations but rather by needs related to the
size, location, and potential affordability of a particular
property. It is an essential good, and homeowners who sell
an owned and currently occupied home have to buy another
one, especially if the local rental market is dysfunctional.
Furthermore, homeownership can provide a high emotional
yield.
Should housing be considered an investment?
Buying a home is essentially equivalent to the purchase
of a stream of imputed rent. From that perspective, an
owner-occupied home is an instrument with long-term
bond features but an uncertain terminal value. Such a
bond has some special characteristics. Living in your home
eliminates the vacancy risk and therefore, to a large degree,
the default risk of the bond. The payoff is non-monetary and
is perceived as higher than the comparable market rents,
since living within one’s own four walls offers an added
emotional value for many households.
Importantly, housing is only partially an investment. In
purchasing a home, you obtain a building and the
underlying land (or at least the right to use it). The land is an
investment, as it captures the value of current and (potential)
future rental income, excluding costs. The building itself is
primarily a durable good, comparable in many ways to, for
example, a car—it depreciates with use and over time. As a
result, the higher the land value, the higher the share of the
investment component of the total housing value. Housing

It is important to consider the interest rate risk. Historically,
rising interest rates have been the main trigger for
corrections of housing markets. Consequently, you might
want to think about reducing the duration of your financial
portfolio if the bulk of your wealth is in housing.
The price-to-rent ratio is a useful indicator for assessing
the interest rate risk: the higher the ratio, the higher the
price dependency on low interest rates. For example, cities
like Munich or Zurich are especially vulnerable to spikes in
interest rates. A single percentage point increase in interest
rates in these cities could reduce housing values by up to
20%.
Housing is usually acquired to a large degree with
debt. What opportunities does this create, and how
does this affect investment strategies?
Mortgaging is a tool homeowners can use to build
wealth, accumulate assets, and manage liquidity. It can
be worthwhile postponing the debt amortization if the
expected return on financial investments exceeds the
mortgage interest rate costs. The longer the financial
investment horizon, the more attractive it is to keep the
mortgage and invest surplus cash in asset investments.
Last but not least, fixed-rate mortgages are partly a hedge
against rising interest rates in a portfolio context. Overall,
a well-considered mortgage strategy can mitigate interest
rate risk and bolster wealth accumulation.
In the vast majority of OECD countries, less than 10%
of homeowners use their primary house as collateral
for financial investments. Are the risks simply too
high?
Leverage increases the risks for your invested capital. The
risk involved depends on the loan-to-value ratio and other
idiosyncratic factors such as an individual’s job security. In
global housing markets, the average nominal price decline
during correction phases has been around 17% over the
past 40 years. The price corrections exceeded one-third
in only 10% of cases. So, when loan-to-value ratios are
less than 60%, a shortfall becomes rather unlikely. But the
mortgage has to remain affordable even if the household
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suffers some income losses. This point is especially important
since housing crashes typically coincide with economic
recessions. In summary, households need financial reserves
and sufficient risk tolerance to use the primary residence as
collateral.
"Don't put all your eggs in one basket" is a common
investment adage, but how much direct real estate in
a financial asset allocation is too much?
The asset allocation of a first-home buyer is typically illiquid
and not highly diversified given today's high house prices. So
when building wealth over time, the household should focus
on accumulating liquid assets to increase diversification and
financial flexibility.

returns compared with buy-and-hold strategies involving
investment properties.
[1] Housing, wealth accumulation and wealth distribution:
Evidence and stylized facts; OECD Economics Department
Working Papers No. 1588
[2] See related report Liquidity. Longevity. Legacy. A purposedriven approach to wealth management, published on 20
September 2018
[3] See related report UBS Global Real Estate Bubble Index,
published on 30 September 2020

There’s no reason homeowners should refrain from real
estate investments in their financial asset allocation, as the
correlation between local house prices and broad diversified
real estate is generally low. But households should minimize
additional real estate investments in the same economic area
as their home in order to reduce their dependency on similar
long-term return drivers. The same applies for buy-to-let
investors. Relying on the rental income stream of a very few
properties in similar locations exacerbates the vacancy risks.
Overall, the illiquidity of most direct real estate investments
poses a limit to the advisable share of direct real
estate within a financial asset allocation. Furthermore, the
high transactions costs make a long investment horizon
necessary. Taking an endowment style portfolio as a guide
value, the share of illiquid assets is rarely above 40%.
Housing has become prohibitively expensive in many
cities, and the outlook is not encouraging. What
action should investors take given the current market
situation?
According to the UBS Global Real Estate Bubble
Index 2020[3], the prospects for long-term real capital
appreciation are dull in many cities. Homeowners are
exposed to substantial duration risks, especially in places
with very high price-to-rent ratios (i.e., low rental yields).
Profit taking can be an option, as there are assets which
currently provide superior risk-adjusted returns.
For homeowners seeking alternatives within real estate,
we currently recommend well-managed private real estate
funds that follow value-add strategies—refurbishing and
repositioning underperforming assets with a significant
portion of leverage. We expect them to provide better total
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Appendix
UBS Chief Investment Office's ("CIO") investment views are prepared and published by the Global Wealth Management business of UBS
Switzerland AG (regulated by FINMA in Switzerland) or its affiliates ("UBS").
The investment views have been prepared in accordance with legal requirements designed to promote the independence of investment
research.
Generic investment research – Risk information:
This publication is for your information only and is not intended as an offer, or a solicitation of an offer, to buy or sell any investment or other
specific product. The analysis contained herein does not constitute a personal recommendation or take into account the particular investment
objectives, investment strategies, financial situation and needs of any specific recipient. It is based on numerous assumptions. Different
assumptions could result in materially different results. Certain services and products are subject to legal restrictions and cannot be offered
worldwide on an unrestricted basis and/or may not be eligible for sale to all investors. All information and opinions expressed in this document
were obtained from sources believed to be reliable and in good faith, but no representation or warranty, express or implied, is made as to its
accuracy or completeness (other than disclosures relating to UBS). All information and opinions as well as any forecasts, estimates and market
prices indicated are current as of the date of this report, and are subject to change without notice. Opinions expressed herein may differ or be
contrary to those expressed by other business areas or divisions of UBS as a result of using different assumptions and/or criteria.
In no circumstances may this document or any of the information (including any forecast, value, index or other calculated amount ("Values"))
be used for any of the following purposes (i) valuation or accounting purposes; (ii) to determine the amounts due or payable, the price or
the value of any financial instrument or financial contract; or (iii) to measure the performance of any financial instrument including, without
limitation, for the purpose of tracking the return or performance of any Value or of defining the asset allocation of portfolio or of computing
performance fees. By receiving this document and the information you will be deemed to represent and warrant to UBS that you will not use this
document or otherwise rely on any of the information for any of the above purposes. UBS and any of its directors or employees may be entitled
at any time to hold long or short positions in investment instruments referred to herein, carry out transactions involving relevant investment
instruments in the capacity of principal or agent, or provide any other services or have officers, who serve as directors, either to/for the issuer,
the investment instrument itself or to/for any company commercially or financially affiliated to such issuers. At any time, investment decisions
(including whether to buy, sell or hold securities) made by UBS and its employees may differ from or be contrary to the opinions expressed in
UBS research publications. Some investments may not be readily realizable since the market in the securities is illiquid and therefore valuing the
investment and identifying the risk to which you are exposed may be difficult to quantify. UBS relies on information barriers to control the flow
of information contained in one or more areas within UBS, into other areas, units, divisions or affiliates of UBS. Futures and options trading is
not suitable for every investor as there is a substantial risk of loss, and losses in excess of an initial investment may occur. Past performance of
an investment is no guarantee for its future performance. Additional information will be made available upon request. Some investments may
be subject to sudden and large falls in value and on realization you may receive back less than you invested or may be required to pay more.
Changes in foreign exchange rates may have an adverse effect on the price, value or income of an investment. The analyst(s) responsible for
the preparation of this report may interact with trading desk personnel, sales personnel and other constituencies for the purpose of gathering,
synthesizing and interpreting market information.
Tax treatment depends on the individual circumstances and may be subject to change in the future. UBS does not provide legal or tax advice and
makes no representations as to the tax treatment of assets or the investment returns thereon both in general or with reference to specific client's
circumstances and needs. We are of necessity unable to take into account the particular investment objectives, financial situation and needs of
our individual clients and we would recommend that you take financial and/or tax advice as to the implications (including tax) of investing in any
of the products mentioned herein.
This material may not be reproduced or copies circulated without prior authority of UBS. Unless otherwise agreed in writing UBS expressly
prohibits the distribution and transfer of this material to third parties for any reason. UBS accepts no liability whatsoever for any claims or
lawsuits from any third parties arising from the use or distribution of this material. This report is for distribution only under such circumstances as
may be permitted by applicable law. For information on the ways in which CIO manages conflicts and maintains independence of its investment
views and publication offering, and research and rating methodologies, please visit www.ubs.com/research. Additional information on the
relevant authors of this publication and other CIO publication(s) referenced in this report; and copies of any past reports on this topic; are
available upon request from your client advisor.
Options and futures are not suitable for all investors, and trading in these instruments is considered risky and may be appropriate only
for sophisticated investors. Prior to buying or selling an option, and for the complete risks relating to options, you must receive a copy of
"Characteristics and Risks of Standardized Options". You may read the document at https://www.theocc.com/about/publications/characterrisks.jsp or ask your financial advisor for a copy.
Investing in structured investments involves significant risks. For a detailed discussion of the risks involved in investing in any particular structured
investment, you must read the relevant offering materials for that investment. Structured investments are unsecured obligations of a particular
issuer with returns linked to the performance of an underlying asset. Depending on the terms of the investment, investors could lose all or a
substantial portion of their investment based on the performance of the underlying asset. Investors could also lose their entire investment if the
issuer becomes insolvent. UBS Financial Services Inc. does not guarantee in any way the obligations or the financial condition of any issuer or the
accuracy of any financial information provided by any issuer. Structured investments are not traditional investments and investing in a structured
investment is not equivalent to investing directly in the underlying asset. Structured investments may have limited or no liquidity, and investors
should be prepared to hold their investment to maturity. The return of structured investments may be limited by a maximum gain, participation
rate or other feature. Structured investments may include call features and, if a structured investment is called early, investors would not earn any
further return and may not be able to reinvest in similar investments with similar terms. Structured investments include costs and fees which are
generally embedded in the price of the investment. The tax treatment of a structured investment may be complex and may differ from a direct
investment in the underlying asset. UBS Financial Services Inc. and its employees do not provide tax advice. Investors should consult their own tax
advisor about their own tax situation before investing in any securities.
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Important Information About Sustainable Investing Strategies:
Sustainable investing strategies aim to consider and incorporate environmental, social and governance (ESG) factors into investment process
and portfolio construction. Strategies across geographies and styles approach ESG analysis and incorporate the findings in a variety of ways.
Incorporating ESG factors or Sustainable Investing considerations may inhibit the portfolio manager’s ability to participate in certain investment
opportunities that otherwise would be consistent with its investment objective and other principal investment strategies. The returns on
a portfolio consisting primarily of sustainable investments may be lower or higher than portfolios where ESG factors, exclusions, or other
sustainability issues are not considered by the portfolio manager, and the investment opportunities available to such portfolios may differ.
Companies may not necessarily meet high performance standards on all aspects of ESG or sustainable investing issues; there is also no guarantee
that any company will meet expectations in connection with corporate responsibility, sustainability, and/or impact performance.
Distributed to US persons by UBS Financial Services Inc. or UBS Securities LLC, subsidiaries of UBS AG. UBS Switzerland AG, UBS Europe SE, UBS
Bank, S.A., UBS Brasil Administradora de Valores Mobiliarios Ltda, UBS Asesores México, S.A. de C.V., UBS Securities Japan Co., Ltd, UBS Wealth
Management Israel Ltd and UBS Menkul Degerler AS are affiliates of UBS AG. UBS Financial Services Incorporated of Puerto Rico is a subsidiary of
UBS Financial Services Inc. UBS Financial Services Inc. accepts responsibility for the content of a report prepared by a non-US affiliate
when it distributes reports to US persons. All transactions by a US person in the securities mentioned in this report should be
effected through a US-registered broker dealer affiliated with UBS, and not through a non-US affiliate. The contents of this report
have not been and will not be approved by any securities or investment authority in the United States or elsewhere. UBS Financial
Services Inc. is not acting as a municipal advisor to any municipal entity or obligated person within the meaning of Section 15B of
the Securities Exchange Act (the "Municipal Advisor Rule") and the opinions or views contained herein are not intended to be, and
do not constitute, advice within the meaning of the Municipal Advisor Rule.
External Asset Managers / External Financial Consultants: : In case this research or publication is provided to an External Asset Manager
or an External Financial Consultant, UBS expressly prohibits that it is redistributed by the External Asset Manager or the External Financial
Consultant and is made available to their clients and/or third parties.
For country information, please visit ubs.com/cio-country-disclaimer-gr or ask your client advisor for the full disclaimer.
Version B/2020. CIO82652744
© UBS 2020.The key symbol and UBS are among the registered and unregistered trademarks of UBS. All rights reserved.
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