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Editorial
Dear readers,

The rapid speed of change over the past year has shown no signs of abating 
since our last edition of Insights. Low interest rates have continued  
and further reductions are being priced in by the market. This is expected  
to preserve the relative attractiveness of real estate investments in  
Europe, although variations between individual countries must be considered. 

In the UK we look at how London’s status as a global city could ensure its 
long-term resilience and consider what characteristics investors should look 
for to identify submarkets with the strongest growth potential. In Switzer-
land, alpine hotel visitor numbers were slowing while tourism demand shifts 
towards city breaks. New hotel developments are likely to follow this trend.  
In France high street retailers are making a comeback and could comfortably 
compete against online retail, with significant players in the digital market 
starting to move to bricks and mortar outlets. In Germany we examine why 
further digitalisation in the industrial and logistics sector may not change  
real estate demand, underpinned by examples in the automotive industry. 

Change, with both its positives and negatives, is the broad theme of our 
current edition and I hope you will find its contents timely and informative.

Stefan Mächler
Group Chief Investment Officer Swiss Life
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Economic environment

It was in the summer of 2018 when discus-
sions about a possible recession started, 
after markets experienced a synchronous 
global upswing and the prospects were 
not as gloomy anymore. A year later, the 
global economic dynamics have indeed 
slowed down and the probability of patch-
es of recession has further increased. In 
the eurozone, Germany has emerged as a 
problem child due to its struggling indus-
try sector; forward-looking indicators 
show signs of lasting reduction in indus-
trial production over the third quarter. 
Given the sheer size of the German econo-
my, the risk of a shallow recession out-
weighs positive trends elsewhere in the 
eurozone. Italy, another large euro mem-
ber, has become increasingly likely to see a 
temporary recession as well. More posi-
tively, France appears less affected by glob-
al headwinds. Consumer confidence re-
covered during the second quarter and the 
PMI has held around the 50-points expan-
sion threshold. The uncertainty about 
Brexit in the UK remains unchanged: Bo-
ris Johnson, the new Prime Minister, will 
soon start another attempt to re-negotiate 
the Brexit Deal. However, with only little 
time left and apparent unwillingness from 
the European side to grant meaningful 
concessions, uncertainty regarding the fi-
nal Brexit outcome is set to increase in the 
near term. 

As if that were not enough, a com-
parison of the FED’s interest path fore-
casts in 2018 and 2019 reveals a striking 
difference. A year ago, hikes were expected 

Changing while not changing
The economic environment has gone from an upswing at the beginning of 2018 to possible  
patches of recession in the second half of 2019. While the economy changes, one thing persists:  
the demand for real estate investments. 
Francesca Boucard, Economist Real Estate, Swiss Life Asset Managers

in 2019, yet the outcome is different: in 
July, the FED cut interest rates for the first 
time since 2008 and there is another cut 
expected in the third quarter of 2019. 
While the reasoning remains controver-
sial, there is currently no economic scenar-
io in which rising interest rates are expect-
ed. This very strongly supports the case 
for real estate investments. Nevertheless, 
the first half of 2019 has seen a decrease in 
transaction volumes as well as, partly, in 
yields. The reason for this is a combina-
tion of a slowing economy and high pric-
es, but mainly the lack of good quality 
assets. In such an environment asset selec-
tion is key, especially since “real estate“ 

Global aggregate negative yielding debt (USD)

cannot be lumped together. Although the 
retail sector is struggling due to structural 
changes, opportunities in very good loca-
tions are still available across Europe – es-
pecially in countries where the retail sec-
tor still dominates, such as in Spain and 
Italy. At the same time, we strongly believe 
that London’s real estate market will 
prove resilient in the current environ-
ment, considering the variation across the 
markets and the polarisation among dif-
ferent submarkets. When investing, the 
story behind the sustainable income 
stream of each and every asset is the one 
to be told. 
12 August 2019

Trillion USD
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Switzerland

Business trip instead of skiing
The short-term increase in overnight stays 
cannot erase the fact that Swiss tourism 
has taken a hit over the past years. The 
strong Swiss Franc and structural changes, 
including competition from the sharing 
economy (e.g. Airbnb), are weighing on tra-
ditional hoteliers. But the sector as a whole 
isn’t suffering: in major Swiss cities, the 
number of overnight stays has increased by 
almost 30% since 2008. The growth has 
been particularly pronounced in Zurich 
(+40%) and Basel (+35%), but somewhat 

more moderate in Bern (+22%) and Geneva 
(+14%). Hotels in urban regions benefit es-
pecially from a higher share of business 
travellers, as well as from a growing trend 
towards city tourism. During the same pe-
riod, the number of overnight stays in Al-
pine destinations fell by around 6%.

International hotel chains on  
the rise
The pleasing figures posted for Swiss city 
tourism have not gone unnoticed abroad. 
Numerous international hotel operators 
have been looking to enter the Swiss mar-
ket since 2017. As the example of Zurich 
reveals, the Swiss hotel industry is in a 
state of flux. Since 2017, eight new hotels 
with almost 1,600 rooms have opened in 
the Zurich region alone. At least nine fur-
ther hotels with a total of 1,600 rooms are 
in planning for the end of 2021. The great 
majority of these hotels are run by interna-
tional chains. The new offerings are con-
centrated in the city of Zurich and the con-
urbation communities near the airport. As 
at the end of 2018, there were some 120 
hotels with 15,000 rooms in the city of  
Zurich. The planned project pipeline is to 
expand the offerings by over 10% in terms 
of the number of rooms.

Smart in the city
The market entry by new participants will 
intensify competition and create individual 

According to the Swiss Federal Statistical 
Office, hotels in Switzerland hosted 16.7 
million overnight stays during the winter 
tourist season (November 2018 to April 
2019), the best result since the 2007/2008 
winter season. An increase of 0.7% 
(+117,000 overnight stays) was recorded 
over the same period of the previous year. 
The outlook, too, is positive again for the 
first time in a while. The Swiss Economic 
Institute (KOF) is forecasting a rise of  
2.7% and 2.4% in overnight stays coun-
try-wide for 2019 and 2020, respectively.

Shift from alpine to urban
After a long slump, the Swiss hotel sector is seeing an uptick in overnight stays, driven by 
the growing streams of tourists in the major cities. Alpine tourism, on the other hand,  
is in the midst of a protracted structural change. This divergence must be kept in mind when 
investing in hotels.

Alfonso Tedeschi, Real Estate Product & Service Manager, Swiss Life Asset Managers

Development of overnight stays in Swiss tourist destinations 



 1 25 Hours, City District 4 170 2017

 3 Acasa Suites, City District 11 140 2017

 2 Motel One, City District 2 394 2017

 4 a-ja Resort Zurich, City District 9 319 2018

 5 Citizen M, City District 9 160 2019

 6 Sorell Hotel St. Peter, City District 1 100 2020

 7 Green City Hotel, City District 2 170 2021

 8 Hotel Ruby, City District 1 210 2021

Number  
of rooms

Year of 
opening

 9 B&B Hotel Zurich Airport, Rümlang 170 2018

10 B&B Hotel, Wallisellen 142 2019

11 Hilton Garden Inn, Spreitenbach 119 2019

12 Hotel Harry’s Home, Wallisellen 123 2019

13 Hyatt Place, Kloten 300 2020

14 Hyatt Regency, Kloten 250 2020

15 Intercity Airport West Gate, Kloten 250 2020

16 Leonard Hotel Zurich Airport, Kloten 116 2020

17 Niu Hotel, Glasquartier, Bülach 131 2021

Number  
of rooms

Year of 
opening

Source: htr.ch and Swiss Life Asset Managers
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Switzerland

winners and losers. In addition to a strate-
gically good location, clear positioning and 
specialisation are of pivotal significance. 
We believe innovative hotels with moderate 
prices and modern design in central loca-
tions continue to be promising. We are san-
guine about the hotel projects of experi-
enced providers, whose concept and 
immediate proximity to the airport specif-
ically target the growth segment of busi-
ness travellers. But established luxury ho-
tels, too, are likely to continue enjoying 
very high booking rates in view of their 
unique selling propositions and clear focus 

on a particular clientele. In contrast, prop-
erties in peripheral areas with outdated 
concepts are in danger of being pushed 
aside. In such a challenging environment, 
precise coordination of customer needs 
and the services on offer, the selection of 
an experienced operator and meticulous 
location scouting will be critical success 
factors for hotel investments. 

Hotel projects in the Zurich region 

Swiss Life’s European Hotel strategy  
is building up a Core/Core+ pan-Euro-
pean portfolio of mainly 3-star and 
4-star hotel assets in urban locations, 
targeting stable income through 
indexed long-term leases and attractive 
returns for investors. The invest- 
ment focus is on Western and Southern 
Europe. The strategy is supported by 
secular trends as e.g. increased travel 
to European gateway cities or millen- 
nial consumer trends and targeting in- 
ternational institutional investors.

City Center

Outside City Center
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France

In Europe, retail REITs are trading at an 
average discount of 30% below NAV due to 
an enduring risk aversion for shopping 
centres. However, according to MSCI, to-
tal returns for high street shop submar-
kets in wealthy European capitals held up 
well in 2018. In Paris for instance, total 
returns for these submarkets averaged 
7.4%, while shopping centres overall were 
underperforming. High street shops in 

Smart high street retail is the new  
high street in France
Retail bashing has been popular in Europe of late, but the high street retail sector in large French  
cities is performing well, despite the solid growth of online shopping. The combination of  
online and offline retail has enhanced profitability for retailers, as well as property returns for owners.
Beatrice Guedj, Head of Research & Innovation, Swiss Life Asset Managers France

other large French cities remain in good 
shape despite an online sales growth trend 
of 14% p.a. since 2011. 

Today, retail is multichannel and 
has gone “m-line” for mobile phones: 
m-commerce now represents 25% of the 
total turnover of e-commerce in France, 
according to Fédération e-commerce et 
vente à distance (national body which 
tracks digital retail turnover). In cities, 

synergies between online and offline are 
optimal for both consumers and retailers. 

Intelligent mix of online and 
offline
On the retailer side, online is a driver to en-
hance competitiveness. It also increases 
traffic in stores – by “click and collect” for 
instance. As such, digitalisation across the 
whole retail value chain enables retailers to 
optimally manage logistics and spread pre-
dictive algorithms in stores – and more spe-
cifically in high street shops where the stor-
age space is limited. In Paris for instance, 
both luxury and mass market brands are 
able to customise ex-ante the right offer per 
district, street and shop. By profiling clients 
through quantitative techniques, using 
neural networks or artificial intelligence, 
brands are able to adapt algorithms and en-
hance their turnover per square meter 
across their high street shops’ portfolio. 

Major players in online market: 
unexpected changes
The high street shop market in France 
overall is being increasingly chased by 
pure players which struggle to fight 
against the exponential cost of reverse 
logistics: this is the other side of free deliv-
ery for consumer’s loyalty. Last December, 
ASOS, the top British fashion online pure 
player, released an unexpected profit 
warning: its shares fell by almost 40%, trig-Source: Terreïs

A lively area at 31, Boulevard Sébastopol in Paris.
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France

gering a domino effect on other major on-
line brands in the wake of an increasing 
marginal cost of reverse logistics. Simulta-
neously, many online players announced a 
change in their business model, targeting 
more high streets. In France, major online 
retailers such as Fnac, Leclerc and Carre-
four, representing 24% of the top 10 ac-
cording to FEVAD, are optimising their 
high street portfolio, combining online 
and offline. Amazon, Vente privée, C-dis-
count and Groupon (50% of online de-
mand) are now looking for high street 
premises in France to boost their profita-
bility as a whole, in addition to the tradi-
tional click and collect. 

Top online retailers 
are chasing high 
street shops to boost 
their profitability, 
given the high cost 
of reverse logistics. 
Phygital is the new 
retail high street 
reality.

High street is also changing in other coun-
tries. Zalando, the German online fast 
fashion retailer, is probably ahead of the 
game in terms of online shopping experi-
ence, delivery and high street synergies 
with logistics. Although logistics has been 
the backbone of its operations, Zalando is 
now leveraging a wide network of high 
street retailers in Germany to offer a larger 
retail experience in terms of both prod-
ucts and delivery efficiency. Such a new 
business route tends to minimise reverse 
logistic costs whilst reinvigorating high 
street shops in secondary or tertiary  
cities. “Phygital” is the new retail high 
street reality. 

Turnover trends overtime  
Base 100 in 2011

E-commerce –  
split of the turnover
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United Kingdom

The EU referendum result sparked con-
cerns about the London real estate market. 
Whilst the UK has not yet left the EU, so 
far London has proved very resilient. Job 
creation has been strong and numerous 
international corporates, including Goog-
le and the European Bank for Reconstruc-
tion and Development, have made major 
new commitments to the city.

A more diverse tenant base
London’s tenant base has become increas-
ingly diverse in recent years as its employ-
ment growth has been weighted towards 
knowledge-based roles in the professional, 
scientific and tech sectors at the expense of 
the financial and insurance sector. These 
industries operate in a worldwide market-
place where access to talent is the primary 
locational driver. On this basis, London 
competes with other global cities rather 
than being considered within simply a UK 
or pan-European context. This suggests 
that London will be less exposed to politi-
cal risks arising from Brexit than originally 
feared.

London’s long-term competitive-
ness will be undiminished
Furthermore, London is expected to re-
main a popular destination for talent and 
occupiers regardless of the Brexit outcome, 
as much of its attraction is tied to factors 
that are independent of the UK’s EU mem-
bership. These include location, time-

zone, language, workforce, infrastructure 
and culture. Recent occupational leasing 
activity and global talent surveys demon-
strate London’s enduring popularity even 
since the referendum. For long-term capi-
tal seeking a secure asset, the investment 
case for London remains compelling. 

Risk of short-term volatility
London is expected to be more resilient to 
Brexit than widely forecasted, but it will 

London offers attractive long-term real 
estate investment opportunities
London is well positioned for the future. It has many strong thematic characteristics; connectivity, 
networks and demographics, that augur well for long-term occupational demand. Supply of good  
quality space is set to remain constrained. Together these conditions should support rental growth.
Frances Spence, Research, Strategy and Risk, Mayfair Capital Investment Management Ltd

not be immune to a change in the UK’s 
relationship with Europe. Financial and 
insurance services are most exposed giv-
en their reliance on regulation, but job 
migration to date has been fairly muted.  
It is anticipated that Brexit-related uncer-
tainty will create some volatility in the 
market in the shorter-term. For those  
prepared to take a longer-term view, this  
volatility may present a buying opportu-
nity.

Office leasing activity in London has become more diverse
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United Kingdom

The Bonhill Building, Shoreditch, London – recently acquired by Swiss Life Asset Managers.

Source: Colliers International

Performance will vary between 
submarkets
While occupational market conditions at a 
headline level have been positive in Lon-
don, there are significant variations be-
tween submarkets and rental growth has 
been uneven. In part, this is due to differ-
ences in the supply/demand dynamics, but 
it can also be attributed to the transform-
ative impact of investment in new infra-
structure and urban realm improvements. 
A number of submarkets will benefit from 
transport improvements, such as the new 

Prospects for the 
London property 
market are strong, 
but performance 
will not be uniform 
across the city.  
Understanding sub-
market dynamics  
is critical.

Elizabeth line, and broader urban renewal. 
Resultantly they are well placed to outper-
form as increasing occupational demand 
underpins strong rental growth potential. 
These submarkets include Paddington, the 

Southbank and the fringe of the City core. 
As a consequence, detailed and localised 
analysis to understand the dynamics with-
in a submarket is essential when evaluating 
opportunities. 

Office rental growth across London has been uneven
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Germany

It is only natural for everyone to want their 
company to be hailed as an innovator, a 
thought leader. At the same time, it is im-
portant to ask to what extent digital tech-
nology is actually helpful. After all, more is 
not always better. Instead, companies 
should first decide whether they would be 
better off with an analogue or a digital 
product. Secondly, they should apply this 
question to analysing their own processes.

The automotive industry as a 
source of inspiration
The importance of distinguishing between 
products and processes can be clearly illus-
trated with an example from the automo-
tive industry. Various models of the Land 
Rover Defender were produced for well 
over 70 years, and the vehicle changed very 
little over time. The Defender’s engineers 
made the most of the vehicle’s sturdy but 

simple design and overwhelmingly ana-
logue components. And this simplicity un-
deniably paid off. Right now, roughly 
three-quarters of the Land Rover Defend-
ers ever produced are still roadworthy. An-
other major factor behind the vehicle’s 
success is its versatility. The Defender is 
not only a fantastic off-road vehicle, it also 
makes a great fire engine or ambulance.

While the product has hardly changed 
over the years, the same cannot be said of 
the Defender’s production processes. In the 
years before automated production, De-
fenders were produced by hand. The subse-
quent introduction of industrial robots led 
to higher precision, increased productivity 
and lower costs.

A “teaching moment” for the real 
estate sector
The parallels between the Land Rover De-
fender and the real estate industry are un-
mistakable: rather than robotic arms, our 
focus is on how digital asset managers and 
other players can best coordinate their pro-
cesses, and whether the “Land Rover philos-
ophy” can also be applied to real estate as a 
“product”. The principle of building simple, 
robust and flexible real estate would seem to 
stand in opposition to the trend towards 
“smart buildings”, where ceiling lighting ad-
justs autonomously and heating systems re-
port damage without human involvement. 

How much digitalisation does the real 
estate industry actually need?
Everyone is talking about blockchain, big data and smart leases. At the same time, we all want simple, 
sustainable products and digital detox. How can we square this circle? The real estate industry  
needs answers. And inspiration could well come from an unlikely source: an iconic off-road vehicle. 
Holger Matheis, Member of the Executive Board, BEOS AG

The Küpferhütte in Cologne’s Carlswerk prior to modernisation…

Source: BEOS AG



High load capacity Flexibility
Large windows and lots 
of natural light

Robust and durable materials

Open floor plans with no 
load-bearing wallsHigh rooms

Patina

Long, deep rooms

Source:  BEOS AG
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… and after its transformation into a state-of-the art business centre.

Source: BEOS AG

When a real estate company needs to de-
cide to what extent digitalisation makes 
sense, the following questions should be 
considered: how flexible, variable and scal-
able is the analogue or digital product? 
How often is a new digital service actually 
used? Does it offer its target users real 
added value? As a rule of thumb, wherever 
the analogue solution is more sustainable, 
companies should remain consistently an-
alogue.

Taking all of these factors into ac-
count, we are convinced that a middle way 
between analogue and digital is currently 
the best option for the real estate industry 
– you could even refer to it as “phygital”. 
On the one hand, buildings should be sim-
ple (and analogue) enough to ensure that 
they can be flexibly divided and repurposed 
to satisfy the evolving space requirements 
of the future. But on the other hand, there 
are so many administrative processes – 
from document management to tenant 
communication – which are crying out for 
new digital approaches to increase both ef-
ficiency and service quality. 

Simple, robust,  
flexible, modular, low- 
tech and cost-effec- 
tive – a building that 
meets these and  
other criteria is not only 
sustainable, it also 
creates added value.
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