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Key takeaways

— End of rate hike cycle: The Swiss National Bank raised the key interest rate to 1.75% in June. We now ex-
pect the hiking cycle to come to an end, with a total increase of 225 basis points. Nominal interest rates on
government bonds rose less in comparison, and we expect them to fluctuate around 1% next year. We expect
to see the first key interest rate reductions by the end of 2024.

— Gap between price expectations closes: With the interest rate situation more clear, the period of pricing
uncertainty amongst buyers and sellers is also coming to an end. Demand remains strongest for residential
properties that are not in need of renovation. Other commercial sectors are also of interest, but only high-
quality assets in well-connected locations.

— Market rents continue to rise: A resilient labour market and persistently high immigration, combined with
a reduction of construction activity is driving demand for space and pushing asking rents higher.

— A greater focus on refurbishments for the construction industry: Due to tightening decarbonisation tar-
gets, investors are likely to shift away from new builds and focus on improving energy-efficiencies of exist-
ing buildings. Experts expect a capacity utilisation of 70% for the construction workforce for refurbish-

ments, which will be restrictive of new supply.
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We are now seeing increased financing costs in the real
economy. The purchasing managers’ indices for man-
ufacturing and SMEs have recorded values below the
growth threshold. High-frequency data on economic
momentum in Switzerland, such as SECO’s index of
weekly economic activity (WEA), has indicated a stag-
nant trend towards zero growth since the beginning of
the second quarter. In Switzerland, we expect real gross
domestic product to grow by 0.7% this year and by 1.3%
in 2024. Generally speaking, the current recession in
the Western world will only have a minor impact on
labour markets. We expect an annual average unem-
ployment rate of 2.0% for Switzerland. In terms of the
central banks’ inflation targets, the fall in demand is
now having the desired effect. This, along with the
elimination of supply bottlenecks following the pan-
demic, has meant that inflation rates have been falling
steadily since the second half of 2022. In Switzerland,
the inflation rate has now returned to 1.7% and is thus
within the Swiss National Bank’s target range of 0% to
2%. This is likely to bring the cycle of interest rate hikes
to an end.

Safer bets

After the interest rate turnaround, many investors are
currently wondering which sectors and macro loca-
tions they can confidently invest in again. Residential
investments should be mentioned first, due to low
structural uncertainties. At 57%, net immigration to
Switzerland from the start of the year to May 2023 was
above the average of the past eight years. Meanwhile,
at around 40 800 units, the moving annual total of all
newly constructed housing units approved at the end
of the second quarter is as low as it was almost 20 years
ago. As a result, the increase in asking rents is exceed-
ing expectations: according to the Homegate/ZKB
rental index, rents rose by 3.3% across Switzerland in
June 2023. The situation is different for commercial
space. Due to structural changes, investors need to dif-
ferentiate strongly by location. Investments are only
economically viable in areas where companies and re-
tailers are choosing to retain or expand their premises.
This is primarily the case in cities that favour a concen-
tration of rental space due to high-quality infrastruc-
ture, transport connections and public services. This is
also confirmed by current market data.
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Demand sustained in cities

As mentioned above, we expect the unemployment rate
to average 2.0% next year and drive demand for high-
quality office space due to ongoing staff shortages. Ac-
cording to the latest JLL office market study, many cit-
ies are still undersupplied: the supply rate is 2.2% in
Zurich’s district 1, 1.9% in Geneva’s city centre and
1.5% in Lausanne. The exception is Basel, where the
rate reached 7.6% at the end of last year. If entire mu-
nicipal areas are considered instead of just city centres,
the supply rates are usually higher: at the end of the
second quarter, the consulting firm Wiiest Partner re-
ported a rate of 3.8% for the whole of Zurich and 10.2%
for the whole of the city of Geneva. This concentration
of prime locations (such as Zurich’s middle to upper
Bahnhofstrasse and the Rue du Rhoéne in Geneva) is
underlined by the continuing rise in prime rents: ac-
cording to Wiiest Partner, these rents are over
CHF 900/m2 p.a., which is above the pre-pandemic
level once again.

The major refurbishment cycle

Lower availability of capital, coupled with rising prices
is severely hampering the increase of available space
through new construction activity; this is at a time
when demand in many places is growing unchecked. In
the long-term, new construction will come under even
more pressure: this is due to the refurbishment cycle
and the ambition to make real estate stock more cli-
mate neutral. More than half of the buildings in Swit-
zerland are over 50 years old. According to calculations
by Professor Thalmann of EPFL Lausanne, around 70%
of employees in the construction industry would have
to be involved in refurbishment works if the decarbon-
isation targets for building stock are to be met by 2050.
If the approved investment volume is taken into ac-
count, the industry is not yet on track: in the second
quarter of 2022, around CHF 51 billion per year pro
rata was still being spent on new construction across
Switzerland, a share of 72% (see Chart 2). In addition,
time may be running out: according to the ZKB, it now
takes an average of 140 days to obtain planning per-
mission in Switzerland, which is 67% longer than in
2010, and the trend is rising.
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Chart 1: Market rent trends in response to ex- Chart 2: Proportion of construction invest-
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