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Editorial
Dear Readers,
Until a few weeks ago, real estate values were being boosted by the inexorable fall in interest
rates. Interest rates in some countries actually went into negative territory, giving even more of
an impetus to the flight to real estate. A large number of central banks used the leeway given to
them by low inflation to cut interest rates once again. This year alone, central banks worldwide
have lowered their key interest rates more than 40 times. This includes countries such as Canada, Australia and Sweden, which are suffering from overheating real estate markets and for
which the renewed cuts in interest rates are tantamount to playing with fire. Firstly because this
encourages speculative developments, which can lead to price bubbles on housing markets.
Secondly, the real estate market rallies sparked by quantitative easing and cuts in interest rates
are treading on thin ice if the fundamentals do not follow suit with a positive trend.
This is particularly true if worries about an end to monetary support measures start doing the
rounds. Thus in the euro zone we have recently seen a return to the pronounced selling of listed
real estate companies, while in China too the sustainability of the recent upward momentum in
prices cannot yet be regarded as firmly established. The more ultra-expansive monetary policy
reaches its limits around the world, the greater the degree of price fluctuation we can expect.
By contrast, values in the likes of the UK and increasingly Japan too are on solid ground thanks
to the robust fundamental data of real estate markets. This prompts us to overweight both markets in a global portfolio (see page 11).
Interest rate cuts and expansive monetary policy in general are not without consequences for
the development of exchange rates. The sharp fall in the value of the yen might be an extreme
example, but it does show the big impact that changes in interest rate conditions have on exchange rates. Even though the central banks cite the battle against deflation as the reason for
cutting interest rates, their secret aim may be to weaken their currency in order to boost exports
and therefore domestic economic growth. The current, substantial fluctuations in exchange
rates are having a considerable impact on the overall returns on real estate investments. This
brings us to the subject of currency hedging. For some – though not all – anchor currencies, the
hedging of currency risk is recommended in order to reduce the volatility of returns (see
page 8).
On behalf of the authors, I hope you find our publication informative and insightful.

Fredy Hasenmaile
Head of Real Estate Research & Regional Research
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Boom in Australia: The next steps
Australia's housing market has seen strong price growth in recent years. Given record-low interest rates and persistently strong demand, this trend is likely to continue
in the coming quarters – even if the risks are increasing. In the commercial sector, the
sharp divergence in developments in regional terms is becoming increasingly clear.
Sydney and Melbourne
have shown the strongest
price growth of late

House prices in Australia have risen by 93% in real terms since the start of the year 2000.
Activity on the part of real estate purchasers is concentrated in Sydney and Melbourne in particular. Although the growth in prices slowed slightly last year, the nominal annual growth rates for
Australia's two largest metropolitan areas in 2014 were around 13% and 5% respectively (see
Figure 1). The recent slightly weaker pace is also reflected in the transaction data. During
2014, the annual growth in monthly sales figures slowed from well into double-digit territory to
the low single digits.

First-time buyers often
purchase with the intention
of letting

A glance at the buyers shows that the proportion of purchasers from abroad has risen sharply
since 2011. According to a survey by National Australia Bank (NAB), this section of buyers
accounted for 16% of new homes at the end of Q1 2015 and nearly 8% of existing properties.
What's more, in both categories one in every four transactions is a first-time purchase. It is
worth noting that approximately 40% of these first-time buyers purchase the property with the
intention of letting it and therefore view it purely as an investment. If we add in buyers from
abroad, the section of buyers acquiring residential property for investment reasons accounts for
26% of the total demand for new properties (18% in the case of existing properties). Even
though investment by these sections of buyers is not necessarily attributable to speculative activities, the high proportion nevertheless constitutes a degree of risk. If the outlook for the housing market deteriorates, these two groups are likely to review their investments and may opt to
sell again quickly.

Affordability is increasingly
a problem for home buying

Additional risks include affordability as well as the level of debt among private households. Thus
the ratio of house prices to disposable per-capita incomes is markedly above the long-term
average. Indebtedness among private households has also risen sharply. The ratio of debt to
disposable income climbed from 94% at the start of 2000 to 154% at the end of 2014 (see
Figure 2).

Figure 1

Figure 2

House prices rising fastest in Sydney

Sharp rise in debt among private households
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Continued high demand
likely to ensure further
growth in house prices

Despite the recent slightly slower momentum, there are currently no signs of the demand for
home buying in Australia fading any time soon. Asked whether now is a "good or a bad time to
buy a home," a majority of survey participants recently chose the former response. NAB survey
data also point to continuing, positive underlying sentiment on the real estate market. Thus
sentiment has improved in all areas with the exception of Western Australia. The Australian central bank is likely to have played no small part in this by cutting interest rates to a new record low
in May this year, thus keeping mortgage interest rates at a low level. Despite increasing risks,
we therefore expect continued moderately positive growth in house prices for the quarters
ahead.

Australia's office markets
drifting further apart

In the commercial real estate sector, the end of the investment boom in the mining sector and
collapse in commodity prices are having a noticeable impact on the highly commodity-dependent
cities in particular. Thus the office markets in Sydney and Melbourne are drifting apart from
those in the highly commodity-dependent cities of Brisbane and Perth in terms of rental growth
and vacancies. While vacancies in Sydney fell from 9.2% to 7.7% in the 12 months to the end
of Q4 2014, Perth showed a rise from 9.0% to nearly 14.0% in the same period (see Figure
3). Although the actual growth in rents is fairly sluggish in general, there are big differences
here too. Sydney and Melbourne showed positive annual growth of 8% and 4% respectively to
the end of Q1 2015. By comparison, Brisbane and Perth suffered sharp falls of –8% and
–23% respectively.

Expansion of supply in
Brisbane and Perth also a
negative factor

Further rises in vacancy rates and negative rent increases are expected for Brisbane and Perth
as a result of the sharp expansion in the supply of office property in the period to end-2016.
Independent international real estate researcher PMA expects the vacancy rate in Perth to rise
to more than 20% by the end of 2015 before falling back again to 16% by the end of 2017.
The fact that supply and demand are relatively balanced in Sydney and Melbourne, on the other
hand, should therefore ensure further rental growth in the short term. Added to that, demand in
both these centers has historically been relatively broadly diversified across the various sectors.

Australia remains attractive
to commercial real estate
investors

Real estate investors that are aware of the regional differences within the country will consequently be able to continue benefiting from stable and relatively high total returns. These have
consistently averaged between 9% and 11% in the last five years for both retail and office
properties (see Figure 4). According to our model, the capital growth return – one of the two
components of the total return – is likely to fall slightly over the coming years; consequently, a
total return of between 7% and 8% can be expected.

Figure 3

Figure 4

Office markets: Vacancies on the rise in Brisbane and Perth

Office properties offer stable total returns
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Commercial real estate set for new records
The trend toward rising capital values for prime office space is likely to continue in the
coming years. Capital values in most markets will likely exceed their pre-crisis peak
levels by the end of 2017; this will be mirrored in a fall in initial yields to new historic
lows.
Prime office property likely
to continue increasing in
value in the years ahead

Investor interest in commercial real estate has continued unabated in recent years, causing
capital values to skyrocket in many places. In 23 of the 59 most important markets worldwide,
capital values for prime office space at the end of 2014 exceeded their peak levels for the
2005–2008 period by more than 5%. This trend will continue in the years to come, with forecasts from PMA suggesting this number will increase to 37 by the end of 2017. Future capital
values are expected to be more or less on a par with their previously observed peak levels in
eight markets, while in 14 markets they will be more than 5% below these levels. The two top
spots are taken by Beijing and San Francisco. There, capital values are likely to more than double by the end of 2017 compared with 2008 and 2007 respectively. The two German cities of
Stuttgart and Munich are also among the leaders in terms of capital growth. Bringing up the rear
are the markets in Brisbane and Perth as well as Moscow, all of which are in a state of upheaval.

Initial yields falling below
pre-crisis levels in many
places

The picture is similar for initial yields: In 39 of the 59 office markets observed, initial yields at the
end of 2017 are expected to have fallen to more than five basis points below their trough levels
for the 2005–2008 period. Exceptions include the peripheral countries of Europe, which were
distinctly overheated prior to the real estate crisis. In the major office markets of Italy, Spain and
Ireland, but also in some cities of Eastern Europe (Budapest, Warsaw and Moscow), forecasts
for initial yields at the end of 2017 are 20 to 90 basis points above their pre-crisis levels.

Major volatility differences
in total returns

For investors, income returns play a major role alongside the growth in capital values. The resulting total returns for individual markets have varied sharply in the past, not only in terms of
absolute levels but also with regard to volatility. A historical comparison shows that markets in
the US in particular tend toward higher volatility. Seven of the 11 US office markets included in
the calculation can be found among the 20 office markets with the highest standard deviation in
total returns. The traditionally highly dynamic markets in Singapore and Hong Kong also show
relatively high standard deviation. By contrast, total returns in a large number of continental European markets were relatively stable.

Figure 1

Figure 2

Capital growth: 10 strongest/weakest markets

Risk/return comparison for prime office space
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FX influences on global real estate investments
Fluctuations in exchange rates exert a considerable effect on the performance of international real estate investments. Where the EUR or CHF is the anchor currency, the
hedging of currency risk is recommended in order to reduce the volatility of returns.
Exchange rates have a
strong influence on the
returns and volatility of
international real estate
investments

Fluctuations in exchange rates affect the risk/return profile of international real estate portfolios
in both the short and long term and should therefore be incorporated into investment decisions.
Figure 1 illustrates the impact of fluctuations in exchange rates on the total return of a fictitious,
globally diversified portfolio of prime office properties. After stripping out currency effects, i.e. in
local currency, this portfolio achieved an annualized return of nearly 6% between 1990 and
2014 on volatility of 11.8%. This raises the question of whether the currency risk associated
with investment countries should be hedged. With hindsight, a USD investor, for example,
would have been able to forgo currency hedging. As the USD weakened during this period, the
portfolio returned 6.2% p.a. in USD without hedging; based on hedging costs, the return would
have been lower with similar risk.

Hedging is worthwhile in
the case of hard anchor
currencies

With the EUR as anchor currency, the return after hedging is likewise slightly lower than on an
unhedged basis. However, the currency hedge caused a significant reduction in the risk profile;
the return is therefore significantly higher in relation to the risk. The benefits of hedging are
clearest where the anchor currency is the CHF, which has strengthened over the last decade in
particular. As a result of hedging, the investor enjoys a higher return on lower volatility. Even
though historical developments typically do not recur, this shows that in the case of harder anchor currencies (i.e. more disciplined fiscal and exchange-rate policy) the hedging of currency
risk is recommended. This tends to result in an improvement in the risk/return profile of the real
estate portfolio.

Interest rate differentials
need to be considered in
investment decisions

A further conclusion is that local initial yields or income returns should not be considered in
absolute terms but from the perspective of the respective anchor currency. As Figure 2 illustrates, this can lead to different investment decisions depending on interest-rate differentials.
For example, the recent introduction of negative interest rates in Switzerland resulted in Swiss
real estate becoming more attractive from a hedged perspective – especially for US-based investors – despite its lower yield levels. In the case of professionally managed global real estate
investment vehicles, these currency influences and interest-rate differentials are directly incorporated into the investment process. They are a major factor in the choice of investment properties that are required to meet minimum requirements in terms of distribution yields and internal
rates of return.

Figure 1

Figure 2

Office portfolios: Risk/return profile

Real estate returns from an anchor-currency perspective

Synthetic portfolio (40% US, 30% euro zone, 10% each for UK, Australia and Japan)
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Transaction volumes close to all-time high
Transaction markets for commercial real estate are running at full steam, driven by
yield-seeking investors that are eager to buy. Capital values are continuing to rise as a
result. Rather than a trend reversal, we expect a slowdown in the development of
market values and at the same time a rise in rents.
Positive overall economic
outlook for 2015

The performance of the world's economy is largely positive for commercial real estate markets.
There is increasing evidence of a gradual recovery in the euro zone, while the US is likely to see
a rapid return to its modest growth trajectory after a difficult first quarter. The outlook for the
emerging-market countries, on the other hand, is mixed. China is currently experiencing a bout
of weakness, although we think monetary policy easing measures will be successful at stabilizing the economy. Rents on real estate markets are therefore likely to respond to these developments with a slight time lag.

Real estate remains a
popular asset class

Real estate investments retain their popularity among investors amid a continuing dearth of
investment opportunities. Transaction volumes in the US reached a new peak in Q1 2015 according to RCA – a peak only exceeded (in nominal terms) by the first half of 2007. Transaction
volumes are also at high levels in some European countries such as Italy. Initial yields for office
property in Europe have continued to fall in overall terms, although the pace is leveling off to
some extent. The peak so far was in Q4 2014, when yields eased by more than five basis
points on a quarter-on-quarter basis in 23 out of the 35 cities observed. This was still the case
in 16 cities in Q1 2015. Only in Moscow have yields risen considerably again, and now stand at
9.6% for prime office properties.

Low mortgage interest
rates are supportive to the
owner-occupied residential
market

The situation in owner-occupied residential markets varies from country to country. Despite the
sharp rise in long-term interest rates in April and May, borrowing costs remain very low in historical terms and are continuing to push up prices. Some countries whose price growth has been
extremely worrying for a number of quarters now still show no signs of calming down. They
include Sweden (+10.3% year-on-year) and Norway (+7.2% year-on-year), but also Australia
and Hong Kong.

Outlook for direct real estate markets over next 6-12+ months

Jun. 2015

Region

Rating*

Submarket

Office market

Retail market

Housing market**

North America

Positive

USA

Positive

Positive

Positive

Europe (excl. UK, CH)

Positive

Germany
France
Spain
Italy

Positive
Negative
Positive
Neutral

Positive
Neutral
Positive
Neutral

Positive
Negative
Neutral
Negative

UK

Positive

Positive

Positive

Positive

Switzerland

Negative

Negative

Negative

Neutral

Asia Pacific

Neutral

Japan
Singapore
Hong Kong
Australia

Positive
Neutral
Neutral
Positive

Positive
Neutral
Neutral
Positive

Positive
Negative
Neutral
Positive

Emerging markets

Neutral

China
India
Brazil
Russia
Poland
Turkey

Neutral
Neutral
Negative
Negative
Neutral
Neutral

Neutral
Neutral
Negative
Negative
Neutral
Neutral

Negative
-

* Overall rating only for commercial real estate markets (i.e. without housing); ** Owner-occupied housing
Source: Credit Suisse / IDC
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REITs yield spreads remain substantial
Yield spreads between indirect real estate investments and benchmark bonds are an
important yardstick for the attractiveness of REITs. A historical comparison shows that
these yield spreads are attractive in the key countries of the universe that we cover,
and are also likely to remain so.
Yield spreads are an important valuation indicator
in a historical context

Bonds and real estate investments are to some extent substitutes due to their relatively high
yields. For cash flow-oriented investors, comparison of the distributions yields of different vehicles is therefore an essential valuation indicator. To analyze whether REITs are "expensive," we
look not only at the yield spread but also at three other valuation indicators: the dividend yield,
premium to NAV and current market price as a multiple of funds from operations (FFOs). Where
current values or forecasts deviate significantly from normal historical values, this may be a buy
or sell signal.

Yield spreads are high by
long-term standards

Yield spreads versus government bonds in the main countries of the FTSE EPRA/NAREIT
global index are high in historical terms. Dividend yields in the US, for example, are around
4.0% (expected dividend for next year divided by current price), while 10-year bonds are yielding 2.1%; this gives a differential of 1.9% (see Figure 1). Spreads on US REITs have therefore
returned to their 2012 levels. Only in the period between the end of 2008 and mid-2009 were
they higher, when a sell-off occurred in real estate equities. The picture is very similar in the
other countries of the index (see Figure 2). Since the start of 2014, yield spreads have widened
again in the five most important countries. This is despite the fact that dividend yields – except
in the case of Japan – have fallen due to last year's extraordinarily good performance.

Spread versus corporate
bonds persists in the US

Distributions by US REITs also currently exceed those of corporate bonds and are accordingly
attractive (see Figure 1). In the period between 2007 and 2012, this spread was only positive
during the period of greatest market turbulence.

Yield spread likely to come
under pressure

The spread versus government bonds is likely to narrow in the key countries going forward,
although this is unlikely to be a smooth process. Both components are likely to contribute to a
narrowing of the spread. First, we expect higher yields on government bonds. Second, investment pressure is likely to put slight pressure on dividend yields for real estate investments. Yield
spreads are nevertheless expected to remain above-average in historical terms in the years
ahead.

Figure 1

Figure 2

Substantial spread vs. govt. bonds in historical terms

REITs yield spreads more attractive than at start of 2014
FTSE/EPRA NAREIT country indices for five most important countries in the global
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Volatile time for REITs
Following a strong start to 2015 for REITs and other real estate equities, volatility has
increased sharply of late. This has led to a correction in some regions. In light of persistently high dividend yields compared with government bonds, REITs remain attractive for investors.
US and euro zone REITs
have corrected since the
end of Q1 2015

After an impressive Q1 2015, REITs have not shown such strong across-the-board performance of late. US REITs recorded the biggest losses, with a fall of nearly 6% in April this year.
So far, they have failed to recoup the ground lost. Even though the recovery on US real estate
markets continues unabated in fundamental terms, the outlook is clouded by an imminent hike
in key interest rates. The euro zone is also among the big losers with a drop of 10.1% since the
end of Q1 2015. Reasons include the sharp rise in 10-year government bond yields in the euro
zone since April 2015 as well as renewed uncertainty about the stability of the single-currency
bloc. The recent correction makes the relatively high valuations of euro zone REITs look more
attractive again. In overall terms, we are retaining our neutral weighting for the US and the euro
zone.

We recommend overweighting the UK and Japan

The convincing victory by the Conservatives in the UK parliamentary elections in May this year
also boosted UK REITs. Having temporarily risen to nearly 6% above their end-April level, REITs
were still holding on to price gains of +2.7% at the end of May. The fundamentally solid real
estate market and improved picture in terms of technical analysis contribute to our recommendation of an overweighting of UK REITs. Japanese REITs posted a very solid performance in
April and May. They are benefiting from the ongoing recovery in the commercial real estate
market, which is also increasingly permitting rent increases for existing tenants at prime locations in Tokyo. The outlook is supported by the central bank's J-REIT purchasing program and
the changed investment structure of the world's largest pension (GPIF), which among other
things is favorable to REITs.

China: Rally in April

Chinese real estate companies recorded a 25% increase in share prices in April. This was due
to a sudden improvement in market sentiment. In fundamental terms, there has not been any
material improvement in the situation on the real estate market. Although the fall in prices in the
residential segment has slowed, the supply overhang remains.

Global Real Estate Equity Indices¹
Key data

Market data
Last 30 days

View³

10.06.2015

YTD %

Div Yield

Spread⁴

P/B

12M fwd P/E

Relative

World
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Swiss Listed Real Estate²

Data as of market close of 10/6/2015, with band representing +/- standard deviation from period average
1) FTSE EPRA/NAREIT indices, 2) SXI Real Estate Shares / SXI Real Estate Funds (price-to-book ratio is measured by agio, dividend yield by distribution yield)
3) Overall view of Investment Committee for 3-6 months, relative to benchmark world
4) Spread between dividend yield and 10-year government bond in basis points. For USA, Asia ex-Japan, World: US-Treasuries; Rest: local government bonds
Past performance is not an indicator of future performance. Performance can be affected by commissions, fees or other charges as well as exchange rate fluctuations.
Source: Datastream, Bloomberg, Immobilienbrief, Credit Suisse/IDC
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Region: North America

Commercial real estate: Regional disparities remain

Past and future expected growth in rents
Annual growth in rents for prime office space in %
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The recovery on the US office market is continuing. Rents in
the country's 11 largest markets rose by an average of 6.2%
in 2014. Strong technology-driven demand in San Francisco
has resulted in an 84% increase in rent levels in the last four
years. Owing to the expected expansion in the supply of space,
a significant cooling is expected in the medium term. Other
markets are at a less well advanced stage in their real estate
cycle. Bottom-of-the-table Washington seems to be only just
on the point of starting to turn the corner. The vacancy rate
was at an all-time high of 17.2% at the end of Q1 2015. Solid
average yearly growth in rents of 5.6% and 5.2% is expected
for New York and Boston respectively in the period to end2018. In Houston, however, the outlook is clouded to a considerable extent by the slump in oil prices and expected, substantial addition of new office space.

Source: PMA, Credit Suisse

Residential real estate: More traction again of late

Annual growth rates for US house prices
S&P/Case-Shiller house price index for 20 metropolitan regions, annual growth in %

The owner-occupied residential market has attracted attention
thanks to positive data. After a relatively weak Q1 2015 due to
the bitter winter, key construction activity data in April proved
better again. The number of seasonally adjusted, annualized
housing starts was up 9% on the previous year. Whereas April
sales figures for new residential units improved significantly
(+6.8% month-on-month), those for existing units disappointed
(–3.3% month-on-month). Reasons include the relatively limited number of houses on sale on the market, plus higher price
levels. Growth in house prices has accelerated again of late
after a noticeable cooling toward the end of 2014. The latest
data are an indicator that the recovery on the residential market
is gaining speed again.
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Hotel properties: Positive outlook in future too

Development of initial yields in commercial sector
Initial yields by sector, in %

2014 was a good year for the US hotel industry. Revenue per
available room (RevPAR) rose by 8%, while average occupancy
improved to 64.4%. Investors have also been showing increased interest. According to RCA, the volume of transactions
in the hotel sector in the first four months of 2015 increased
by 68% year-on-year, while prices were up 33% year-on-year
at the end of the first quarter. The outlook is also positive.
Besides modest expected growth in space, positive employment growth is supportive to the demand for overnight accommodation whether from business or vacation travelers. According to CBRE, the negative impact of the strong USD is evident
above all in the high-end segment as well as in gateway cities
such as New York and Miami. However, these markets currently show record occupancy ratios and should therefore be
able to cope with a degree of softening.
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Region: Asia-Pacific

Commercial real estate: Still not much momentum

Tokyo office market: Rents and vacancy rates
Office space: Rent index (Q1 2005 = 100), vacancy rate in % (RHS)

Office markets in Asia are already at a relatively advanced stage
in their real estate cycle in many instances, with the result that
modest average growth in rents of 1.5% and 3.0% is expected
for the key cities in 2015 and 2016 respectively. Tokyo ranks
as one of the most dynamic office markets. Here the vacancy
rate has fallen from more than 9% in mid-2012 to 5.3% in April
2015, with the annual growth in rents having risen to 4.9%.
The construction industry has responded with a corresponding
expansion of its activities. Additional new office stock of between 1.5% and 2.0% is expected to be added on an annual
basis from 2016. While Tokyo remains among the world's top
destinations for overall returns in the short term, weaker growth
in rents and stagnating vacancy rates are expected in the medium term.
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HK residential real estate: New measures to cool market

Hong Kong: Owner-occupied sales figures
Monthly sales figures, three-month averages in thousands of units

The Hong Kong owner-occupied residential market has once
again been drawing attention to itself due to its volatility. Annual
growth in prices has surged from 1.6% to 19.6% (March 2015)
within a year. In February 2015, the regulatory authorities therefore took further measures to dampen down the real estate
market. They include a lower loan-to-value ratio for mortgages
on residential properties with a value of up to HKD 7 million as
well as a reduction in the proportion of income that can be used
for debt servicing in relation to purchases of second homes.
Monthly transaction figures subsequently slumped from more
than 6,000 at the start of 2015 to just over 4,000 in March and
April. Sales in May returned to over 5,000. In Singapore, prices
for owner-occupied residential real estate fell for the sixth time
in succession in Q1 2015 (–1% quarterly growth). Prices are
expected to fall further this year.

16
14
12
10
8
6
4
2
0
2005 2006 2007 2008 2009 2010 2011 2012 2013 2014 2015
Source: Hong Kong Land Registry, Bloomberg, Credit Suisse

Dubai: Outlook is more subdued

Dubai: Prices for apartments and villas
Dubai price indices (apartments and villas by price segment), Q1 2006 = 100

The Dubai residential market has cooled significantly. After
sharp price rises in 2013 and in the first half of 2014 with annual growth rates of up to 50%, a downward trend can now be
observed. In the mid-market segment, prices for apartments
have eased by 1.9% and prices for villas by 10.7% on a yearon-year basis (as at April 2015). By contrast, the prime office
market has been relatively stable in the last 12 months. The
vacancy rate in the central business district fell slightly to 23%
in Q1 2015, while rents rose slightly (+1% annual growth). New
additions amounting to 19% of the current prime office stock
are expected by the end of 2017. Office rents are likely to fall in
2015 due to the supply overhang and oil price-induced dampening of investor sentiment.
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Region: Europe

Commercial real estate: Rental growth unevenly distributed

15 European cities with strongest rental growth
Average expected annual growth in rents for prime office space
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Major investor interest in commercial real estate has caused a
downward trend in initial yields for prime office property. Rental
trends have provided few grounds for enthusiasm to date. Low
single-digit growth rates, stagnation or slight falls were observed in 2014, except in Dublin (+38%), and the outlook is
mixed. The rule of thumb is that average expected growth in
the period to end-2017 is strongest in those cities where rents
have seen a sharp correction in recent years and are well below
their historical peak levels. This is particularly the case in Dublin, Barcelona and Madrid. Lower but nonetheless persistently
positive growth is expected for German and UK cities. Oslo,
Warsaw and Moscow are at the bottom of the table. Oslo is
impacted by the fall in oil prices, while Warsaw is continuing to
suffer from excess supply.

Source: PMA, Credit Suisse

UK housing market: "Mansion tax" now off the table

House price growth in the UK
House price indices, annual growth in %

Uncertainty began brewing in the UK residential market in May
2015 in the run-up to the general election. Many market participants took a wait-and-see approach, as shown by the fall in
sales instructions for March and April this year. Annual price
growth has continued to slow to 4.6% nationwide and 2.2%
for the top market segment in London. With the Conservative
victory, demand in the top tier of the housing market in particular is likely to get a boost from the fact that the Labour party's
proposed "mansion tax" is no longer on the table. In Germany,
the heavyweight among Europe's economies, annual growth in
asking prices for existing apartments has accelerated again to
7.1% since September 2014.
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Spain: Trend reversal imminent on housing market

Development of Spanish house prices
Nominal house price indices at national/regional level (Q1 2005 = 100)

The Spanish housing market is having a tough time resuming
its growth trajectory. Nominal house prices are down by around
30% since their peak in early 2008. Having recorded positive
quarterly growth of +0.3% quarter-on-quarter in Q4 2014 for
the first time in over six years, prices eased again in Q1 2015.
Even though transaction data and credit volumes have thus far
remained at their low levels, we expect a slow but steady recovery over the coming quarters. If we compare the euro
zone's four largest economies with one another, Spain is expected to see the strongest annual growth in GDP at 2.5% in
both 2015 and 2016. The fact that mortgage interest rates
remain at historically low levels, combined with low construction
activity, should also have a positive impact. Furthermore, the
acceleration in income growth is supportive to household balance sheets.
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Region: Switzerland
Rental apartment output soaring

Rental apartment approvals (new homes)
12-month moving sum, in residential units

Due to low interest rates and resulting dearth of investment
opportunities, rental apartments have been very popular with
investors for several years. Rental apartment approvals have
accordingly risen year after year. The total number of rental
apartments to have been given a building permit in the last 12
months currently stands at around 25,500 units. In regional
terms, the spotlight is on the major urban centers and metropolitan municipalities. However, there are also plans for a large
number of apartments in the other municipalities. The introduction of negative interest rates has further boosted the appeal of
real estate as an investment because the yield premium versus
low-risk bonds has increased. We therefore expect rental
apartment planning activity to remain at a high level. By contrast, the demand for rental apartments has fallen from its
peak. This is due to lower expected immigration in particular.
Retail: Uncertainty overshadows low interest-rate effect
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Income situation in retailing
Net figure: positive (better) vs. negative (worse) responses on income situation

The retail property market seems to be in a state of shock on
the supply side. Large-scale projects have become a rarity and
will only be completed – if ever – following a lengthy planning
phase. One example is the recently approved Ebnet superstore
complex in Sirnach (Canton of Thurgau). This is the first CHF
50 million-plus retail project to have been approved since June
2012. The uncertainties sparked by online trading and the
strong Swiss franc outweigh favorable financing conditions;
investors are consequently giving the retail market a wide berth
at the moment. Since 2011, retailers of all company sizes have
been bemoaning the worsening income situation. This represents the longest lean period since 1994. Given the economic
hit caused by the Swiss franc shock, we do not expect an
easing this year.
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40%
30%
20%
10%
0%
-10%
-20%
-30%
-40%
-50%
1994 1996 1998 2000 2002 2004 2006 2008 2010 2012 2014
Source: KOF Swiss Economic Institute at ETH Zurich, Credit Suisse

Indirect real estate: A black May for funds

Premiums and long-term interest rates
Average premium* for real estate funds (y-axis), 10-yr. CHF swap rate in % (x-axis)

Swiss real estate funds and companies had an excellent start
this year because real estate investments became even more
attractive at a stroke following the introduction of negative
interest rates. The picture has reversed completely since the
end of April and is now dominated by losses, with the result
that the total return since the start of the year stands at 3.0%
for funds and 4.4% for listed companies. This volatility is fairly
unusual, but can easily be explained by low trading volumes.
One possible reason is that funds were slightly late in reacting
to higher long-term interest rates. What's more, capital increases and a new listing in the SXI Real Estate Funds Index
are likely to have had a negative influence. Switching to vehicles with lower premiums and foreign products as well as profit-taking are also likely to have played a role.
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Risk warning
Every investment involves risk, especially with regard to fluctuations in value and
return. If an investment is denominated in a currency other than your base
currency, changes in the rate of exchange may have an adverse effect on value,
price or income.
For a discussion of the risks of investing in the securities mentioned in this report,
please refer to the following Internet link:
https://research.credit-suisse.com/riskdisclosure
This report may include information on investments that involve special risks. You
should seek the advice of your independent financial advisor prior to taking any
investment decisions based on this report or for any necessary explanation of its
contents. Further information is also available in the information brochure “Special
Risks in Securities Trading” available from the Swiss Bankers Association.
The price, value of and income from any of the securities or financial instruments
mentioned in this report can fall as well as rise. The value of securities and
financial instruments is affected by changes in spot or forward interest and
exchange rates, economic indicators, the financial standing of any issuer or
reference issuer, etc., that may have a positive or adverse effect on the income
from or price of such securities or financial instruments. By purchasing securities
or financial instruments, you may incur a loss or a loss in excess of the principal
as a result of fluctuations in market prices or other financial indices, etc. Investors
in securities such as ADRs, the values of which are influenced by currency
volatility, effectively assume this risk.
Commission rates for brokerage transactions will be as per the rates agreed
between CS and the investor. For transactions conducted on a principal-toprincipal basis between CS and the investor, the purchase or sale price will be
the total consideration. Transactions conducted on a principal-to-principal basis,
including over-the-counter derivative transactions, will be quoted as a purchase/bid price or sell/offer price, in which case a difference or spread may
exist. Charges in relation to transactions will be agreed upon prior to transactions,
in line with relevant laws and regulations. Please read the pre-contract documentation, etc., carefully for an explanation of risks and commissions, etc., of the
relevant securities or financial instruments prior to purchase
Structured securities are complex instruments, typically involve a high degree of
risk and are intended for sale only to sophisticated investors who are capable of
understanding and assuming the risks involved. The market value of any structured security may be affected by changes in economic, financial and political
factors (including, but not limited to, spot and forward interest and exchange
rates), time to maturity, market conditions and volatility, and the credit quality of
any issuer or reference issuer. Any investor interested in purchasing a structured
product should conduct their own investigation and analysis of the product and
consult with their own professional advisers as to the risks involved in making
such a purchase.

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

Alternative investments
Hedge funds are not subject to the numerous investor protection regulations that
apply to regulated authorized collective investments and hedge fund managers
are largely unregulated. Hedge funds are not limited to any particular investment
discipline or trading strategy, and seek to profit in all kinds of markets by using
leverage, derivatives, and complex speculative investment strategies that may
increase the risk of investment loss.
Commodity transactions carry a high degree of risk and may not be suitable for
many private investors. The extent of loss due to market movements can be
substantial or even result in a total loss.
Investors in real estate are exposed to liquidity, foreign currency and other risks,
including cyclical risk, rental and local market risk as well as environmental risk,
and changes to the legal situation.

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

Some investments discussed in this report have a high level of volatility. High
volatility investments may experience sudden and large falls in their value causing
losses when that investment is realized. Those losses may equal your original
investment. Indeed, in the case of some investments the potential losses may
exceed the amount of initial investment, in such circumstances you may be
required to pay more money to support those losses. Income yields from investments may fluctuate and, in consequence, initial capital paid to make the investment may be used as part of that income yield. Some investments may not be
readily realizable and it may be difficult to sell or realize those investments,
similarly it may prove difficult for you to obtain reliable information about the
value, or risks, to which such an investment is exposed. Please contact your
Relationship Manager if you have any questions.
Past performance is not an indicator of future performance. Performance
can be affected by commissions, fees or other charges as well as exchange rate fluctuations.

Financial market risks
Historical returns and financial market scenarios are no guarantee of future
performance. The price and value of investments mentioned and any income that
might accrue could fall or rise or fluctuate. Past performance is not a guide to
future performance. If an investment is denominated in a currency other than your
base currency, changes in the rate of exchange may have an adverse effect on
value, price or income. You should consult with such advisor(s) as you consider
necessary to assist you in making these determinations.
Investments may have no public market or only a restricted secondary market.
Where a secondary market exists, it is not possible to predict the price at which
investments will trade in the market or whether such market will be liquid or
illiquid.
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Disclosures
The information and opinions expressed in this report (other than article contributions by Investment Strategists) were produced by the Research department of
the Private Banking & Wealth Management division of CS as of the date of
writing and are subject to change without notice. Views expressed in respect of a
particular security in this report may be different from, or inconsistent with, the
observations and views of the Credit Suisse Research department of Investment
Banking division due to the differences in evaluation criteria.
Article contributions by Investment Strategists are not research reports. Investment Strategists are not part of the CS Research department. CS has policies in
place designed to ensure the independence of CS Research Department including policies relating to restrictions on trading of relevant securities prior to distribution of research reports. These policies do not apply to Investment Strategists.
CS accepts no liability for loss arising from the use of the material presented in
this report, except that this exclusion of liability does not apply to the extent that
liability arises under specific statutes or regulations applicable to CS. This report
is not to be relied upon in substitution for the exercise of independent judgment.
CS may have issued, and may in the future issue, a trading idea regarding this
security. Trading ideas are short term trading opportunities based on market
events and catalysts, while company recommendations reflect investment recommendations based on expected total return over a 6 to 12-month period as
defined in the disclosure section. Because trading ideas and company recommendations reflect different assumptions and analytical methods, trading ideas
may differ from the company recommendations. In addition, CS may have issued,
and may in the future issue, other reports that are inconsistent with, and reach
different conclusions from, the information presented in this report. Those reports
reflect the different assumptions, views and analytical methods of the analysts
who prepared them and CS is under no obligation to ensure that such other
reports are brought to the attention of any recipient of this report.
Analyst certification
The analysts identified in this report hereby certify that views about the companies and their securities discussed in this report accurately reflect their personal
views about all of the subject companies and securities. The analysts also certify
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to the specific recommendation(s) or view(s) in this report.
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Important disclosures
CS policy is to publish research reports, as it deems appropriate, based on
developments with the subject company, the sector or the market that may have
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(Research Analysts) Regulations, 2014.
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For information regarding disclosure information on Credit Suisse Investment
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Global disclaimer / important information
This report is not directed to, or intended for distribution to or use by, any person
or entity who is a citizen or resident of or located in any locality, state, country or
other jurisdiction where such distribution, publication, availability or use would be
contrary to law or regulation or which would subject CS to any registration or
licensing requirement within such jurisdiction.
References in this report to CS include Credit Suisse AG, the Swiss bank, its
subsidiaries and affiliates. For more information on our structure, please use the
following link:
http://www.credit-suisse.com/who_we_are/en/
NO DISTRIBUTION, SOLICITATION, OR ADVICE: This report is provided for
information and illustrative purposes and is intended for your use only. It is not a
solicitation, offer or recommendation to buy or sell any security or other financial
instrument. Any information including facts, opinions or quotations, may be
condensed or summarized and is expressed as of the date of writing. The
information contained in this report has been provided as a general market
commentary only and does not constitute any form of regulated financial advice,
legal, tax or other regulated service. It does not take into account the financial
objectives, situation or needs of any persons, which are necessary considerations
before making any investment decision. You should seek the advice of your
independent financial advisor prior to taking any investment decisions based on
this report or for any necessary explanation of its contents. This report is is
intended only to provide observations and views of CS at the date of writing,
regardless of the date on which you receive or access the information. Observations and views contained in this report may be different from those expressed by
other Departments at CS and may change at any time without notice and with no
obligation to update. CS is under no obligation to ensure that such updates are
brought to your attention. FORECASTS & ESTIMATES: Past performance
should not be taken as an indication or guarantee of future performance, and no
representation or warranty, express or implied, is made regarding future performance. To the extent that this report contains statements about future performance, such statements are forward looking and subject to a number of risks
and uncertainties. Unless indicated to the contrary, all figures are unaudited. All
valuations mentioned herein are subject to CS valuation policies and procedures.
CONFLICTS: CS reserves the right to remedy any errors that may be present in
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time to time may add to or dispose of such investments. CS may be providing, or
have provided within the previous 12 months, significant advice or investment
services in relation to the investments listed in this report or a related investment
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will be offered by a single entity or an associate of CS or CS may be the only
market maker in such investments. CS is involved in many businesses that relate
to companies mentioned in this report. These businesses include specialized
trading, risk arbitrage, market making, and other proprietary trading. TAX:
Nothing in this report constitutes investment, legal, accounting or tax advice. CS
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Reap rewards from the extensive know-how of Credit Suisse
As a global provider of real estate investment products, Credit Suisse offers access to
diversified property portfolios in Switzerland and abroad. Enjoy the favourable outlook
for long-term returns and benefit from the earnings stability of real estate investments.

www.credit-suisse.com/ch/realestate
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