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• The UBS Swiss Real Estate Bubble Index remained in the risk zone
at 1.39 points in the first quarter of 2017 following a moderate
increase.

• The increase in home prices outpaced the increase in rents and
income.

• Demand for buy-to-let investments also rose, in spite of heightened
market risks.

The UBS Swiss Real Estate Bubble Index remained in the risk zone in
Q1_2017 at 1.39 index points. The index increased moderately over the
slightly revised figure for the previous quarter. The rise was driven mainly by
a slight acceleration in nominal price increases for owner-occupied homes
amid stagnant rents and income. Demand for buy-to-let investments rose
as well.

Buy-rent ratio deteriorates further
Stagnant rents caused the buy-rent ratio to deteriorate for the tenth time
in a row in Q1 2017. At the same time, the percentage of loan applications
received by UBS for properties not intended for personal use experienced
another slight increase. This can be explained by the fact that buy-to-let
investments can produce high returns on equity if they are highly leveraged.

Given the continued large number of building permits, it seems likely
that construction activity will remain (too) strong in this current year. We
estimate that the construction of new apartments will exceed the additional
demand for apartments by approximately five to ten thousand units this
year. This should keep rents on a downward trajectory, particularly for
new apartments. In other words, life is about to get even more difficult
for landlords. Investor demand for owner-occupied homes is primarily
attributable to the entrenched expectation that interest rates will remain
low. However, a rate increase would most likely bring strong demand for
buy-to-let investments to an abrupt halt.

Reduction of imbalances on the horizon
The performance of the real estate bubble index was hampered somewhat
by a higher inflation rate. The quarter-on-quarter increase of 0.6 percent
in consumer prices was only a one-time effect, though. We expect the
inflation rate to average just 0.4 percent for the whole year. Nevertheless,
the imbalances in the owner-occupied housing market should abate
somewhat by year-end. Current leading indicators point to an acceleration
in economic growth while owner-occupied home prices are expected to
flatten out by the end of the year.

UBS Swiss Real Estate Bubble Index

-3

-2

-1

0

1

2

3

1982 1987 1992 1997 2002 2007 2012 2017

Risk

Boom

Balance

Bubble

Slump

Source: UBS
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2014-Q1 0.78 2016-Q1 1.32

2014-Q2 0.84 2016-Q2 1.31

2014-Q3 0.89 2016-Q3 1.31

2014-Q4 0.95 2016-Q4 1.33

2015-Q1 1.14 2017-Q1 1.39

2015-Q2 1.24

2015-Q3 1.32

2015-Q4 1.42

Source: UBS. Owing to data revisions and varying weightings of the sub-
indices, slight adjustments can be made to the index values every quarter.

Methodology: The UBS Swiss Real Estate Bubble Index

comprises six sub-indices. The index is calculated as the

average of trend-adjusted and standardized indicators

weighted using a principal component analysis. The index

level shows the deviation in standard deviations from the

average, which is normalized to zero. The index value

is categorized into one of five levels: slump (below -1),

balance (between -1 and 0), boom (between 0 and 1), risk

(between 1 and 2) and bubble (above 2).

This report has been prepared by UBS Switzerland AG. Please see important disclaimers and disclosures at the end of the document.



Sub-indices of the UBS Swiss Real Estate Bubble Index

Owner-occupied home prices relative to annual rent payments

• An above-average buy-to-rent ratio indicates a high dependency on
sustained low interest rates or implies expectations of future price
increases.

• The long-term average is 26.1 annual rents. In March 1989, the indi-
cator peaked at 29.3.

• In Q1 2017, it took 29.6 annual rents to purchase a comparable home
– a new indicator high. The indicator thus increased a tenth quarter
in a row.
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Owner-occupied housing prices relative to household income

• The indicator shows whether the price behavior of the owner-occupied
housing market is supported by changes in household income. A
decoupling of prices from average household income can be inter-
preted as a sign of interest rate risks.

• In terms of a long-term average, it takes 5.3 annual incomes to pur-
chase an owner-occupied home in the medium price segment.

• In Q1 2017, it took around 6.4 annual household incomes to purchase
an owner-occupied home in the medium price segment. Compared to
the previous quarter, the index rose slightly.

Owner-occupied housing prices relative to
household income
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Construction relative to gross domestic product (GDP)

• If the construction sector gains weight within the national economy,
this can signal an overheating of the real estate market.

• The current values are significantly below the peak values of the 1980s.

• Nominal construction activity fell in Q1 2017. Investment in the sector
declined 1.3 percent compared to the previous year. The construction
industry's contribution to the gross domestic product declined from
9.5 to 9.4 percent over the year.

Construction relative to gross domestic
product
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Owner-occupied home prices relative to consumer prices

• In the long term, owner-occupied housing prices are likely to be ori-
ented towards the development of construction costs and general
inflation. A sharp and lasting increase in inflation-adjusted owner-
occupied housing prices is thus a warning signal for a possible cor-
rection.

• After adjustment for inflation, owner-occupied housing prices are now
barely above the high of 1989.

• The inflation rate stood at 0.6 percent in the first quarter of 2017. As
a result, home prices declined marginally, when adjusted for inflation.
Year-on-year, however, a nominal rise of 1.2 percent was recorded.

Owner-occupied home prices relative to con-
sumer prices
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Mortgage volume relative to disposable household income

• A sharp growth in mortgage debt is a clear indication of the owner-
occupied housing market overheating. In the event of an increase in
interest rates or a correction in owner-occupied housing prices, high
household debt increases the negative consequences for the national
economy.

• The volume of outstanding household mortgages rose by 2.6 percent
compared to the previous year. The downward trend in household
debt growth thus continued in Q1 2017.

• The sharp slowdown in household debt growth dampened the devel-
opment the Real Estate Bubble Index in the last few quarters.

Mortgage volume relative to income
Mortgages of private households relative to
income (trend-adjusted, standardized)
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UBS loan applications for real estate intended for leasing

• High demand for residential property for the purpose of leasing (buy-
to-let) indicates speculative demand.

• However, the current value remains below the record high in 2015.

• The number of loan applications for non-owner-occupied properties
rose in the first quarter of 2017. Buy-to-let nevertheless remains a
popular investment strategy, accounting for 18.5 percent of all loan
applications.

Credit applications for residential property
not intended for owner occupancy
Share of total
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Regional analysis
The Geneva, Nyon and Morges regions are in a correction phase. Local
owner-occupied housing markets have already cooled in these regions. In
the past three years, price corrections in Valais, Bernese Oberland and parts
of Grisons mean that there are no longer tourist regions on the risk map.
The regional risk focus is gradually shifting from Lake Geneva to the regions
of Zurich and Central Switzerland.

Methodology
The regional risk map shows those regions posing the greatest macroeco-
nomic risks in the event of a Swiss-wide correction. The analysis is based
on the population size, the price level and the price behavior for owner-
occupied homes. The selection of risk regions is linked to the UBS Swiss Real
Estate Bubble Index. Vacancy or liquidity risks are not taken into account.

Regional risk map – 1Q 2017
Risk regions for the Swiss residential property market and regions with a price correction of more than 5 percent since 2013

Source: UBS
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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 material 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 prices indicated are current as of the date of this report,
and are subject to change without notice. The market prices provided in performance charts and tables are closing prices on the respective principal stock exchange. The analysis
contained herein is based on numerous assumptions. Different assumptions could result in materially different results. Opinions expressed herein may differ or be contrary to those
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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. 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. In developing the Chief Investment Office (CIO) economic forecasts, CIO economists
worked in collaboration with economists employed by UBS Investment Research. Forecasts and estimates are current only as of the date of this publication and may change without
notice. For information on the ways in which UBS CIO WM 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
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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. Australia:
This notice is issued by UBS AG ABN 47 088 129 613 (Holder of Australian Financial Services Licence No 231087): This Document is issued and distributed by UBS AG. This is
the case despite anything to the contrary in the Document. The Document is intended for use only by “Wholesale Clients” as defined in section 761G (“Wholesale Clients”) of
the Corporations Act 2001 (Cth) (“Corporations Act”). In no circumstances may the Document be made available by UBS AG to a “Retail Client” as defined in section 761G of
the Corporations Act. UBS AG’s research services are only available to Wholesale Clients. The Document is general information only and does not take into account any person’s
investment objectives, financial and taxation situation or particular needs. Austria: This publication is not intended to constitute a public offer under Austrian law, but might be made
available for information purposes to clients of UBS Europe SE, Niederlassung Österreich, with place of business at Wächtergasse 1, A-1010 Wien. UBS Europe SE, Niederlassung
Österreich is a branch of UBS Europe SE, a credit institution constituted under German Law in the form of a Societas Europaea, duly authorized by the German Federal Financial
Services Supervisory Authority (Bundesanstalt für Finanzdienstleistungsaufsicht, BaFin), and is subject to the joint supervision of BaFin, the central bank of Germany (Deutsche
Bundesbank), as well as of the Austrian supervisory authority (Finanzmarktaufsicht, FMA), to which this publication has not been submitted for approval. Bahamas: This publication
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