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UBS Swiss Real Estate Bubble Index
N

e The UBS Swiss Real Estate Bubble Index now stands at 0.82 — Bubble
marking its first decline since the end of 2008. a

Risk

e All sub-indices were either stable or fell quarter-on-quarter in the "
second quarter of 2012. ol

Boom

Balance

e Demand is still strong, though, so we do not expect the Swiss real
estate market to change direction in the quarters ahead.

-2 slump

The UBS Swiss Real Estate Bubble Index currently stands at 0.82. This 2!
represents a surprising decline of 0.13 index points compared to the
previous quarter. Given Switzerland's historically favorable financing terms,
high population growth and robust domestic economy, this decline should ~ Source: UBS
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UBS Swiss Real Estate Bubble Index

not mark the beginning of a turnaround in the Swiss real estate market. .
9 9 Perormance of the UBS Swiss Real Estate

A drop in asking prices combined with a rise in incomes and quarter-on- Bubble Index
quarter stagnation in consumer prices have for the time being stopped the
UBS Swiss Real Estate Bubble Index from continuing on its partially strong Index
upward trajectory of recent quarters. The number of loan applications for 2009 Quarter T 027
non-owner-occupied properties has dipped slightly as well. Quarter 2 -0.05
Quarter 3 0.08
Quarter 4 0.15
2010 Quarter 1 0.22
Methodology Quarter 2 0.19
The UBS Swiss Real Estate Bubble Index comprises six sub-indices that Quarter 3 0.38
track: the relationship between purchase and rental prices, the relationship Quarter 4 0.47
between house prices and household income, the relationship between 2011 Quarter 1 0.47
house prices and inflation, the relationship between mortgage debt and Quarter 2 045
income, the relationship between construction and gross domestic product Quarter 3 0.58
(GDP) and the proportion of credit applications by UBS clients for residential Quarter 4 0.80
property not intended for owner occupancy. 2012 Quarter 1 0.95
Quarter 2 0.82

The UBS Swiss Real Estate Bubble Index is calculated as the average of  <suceuss
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 AG. Please see important disclaimers and disclosures that begin on page 6. Past performance is no indication of future performance. The
market prices provided are closing prices on the respective principal stock exchange. This applies to all performance charts and tables in this publication.
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Sub-indices of the UBS Swiss Real Estate Bubble Index

Own home prices relative to annual rent

The ratio of purchase prices to rents decreased slightly in the second quar-
ter of 2012. Owner-occupied homes are currently selling for around 27.7
annual rents, which translates into an implied gross yield of 3.6 percent.
This is still well below the peak of 29.3 annual rents reached in March 1989
(which translates into an implied gross yield of 3.4 percent, but with dis-
tinctly higher interest rates).

Home prices relative to household income

In the second quarter, it took an average of 5.55 annual incomes to pur-
chase a home. This represents a slight decline over the previous quarter,
when homes sold for 5.65 annual incomes. The fall was caused by slightly
declining real estate prices and robust income growth.

Construction relative to gross domestic product (GDP)

The construction industry is not showing any signs of a major boom and is
practically unchanged, accounting for 9.6 percent of gross domestic prod-
uct (averaged). This is different from the 1980s when the real estate market
was driven by extremely vigorous construction activity.

Home prices relative to annual rent
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Home prices to annual rent (left scale)
————— Change year over year (right scale)

Sources: SNB; UBS

Home prices relative to household income
Level and change year-over-year in percent
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Home prices to household income (left scale)
————— Change year over year (right scale)

Sources: SNB; BFS; UBS

Construction relative to gross domestic product
Level and change year-over-year in percent
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Own home prices relative to consumer prices

Real prices of owner-occupied homes fell slightly in the second quarter of
2012. Consumer prices rebounded another 0.2 percent compared to the
previous quarter, while home prices shed around 1 percent. This represents
the first break in the real estate price trend since 2008.

Mortgage volume relative to income

Mortgage volume grew slightly less in the second quarter of 2012 than in
the previous quarter. However, the indicator remains more than one stan-
dard deviation above the long-term average, reflecting continued low inter-
est rates. Household mortgage debt currently stands at 164 percent of dis-
posable household income in Switzerland.

Credit applications for residential property not intended for owner
occupancy (UBS clients)

The number of loan applications for non-owner-occupied properties dipped
slightly in the second quarter of 2012. Currently, 21 percent of loan applica-
tions were intended for properties not directly used by their owners, com-
pared to 22 percent in the previous quarter. The indicator, however, is still
around 50 percent higher than in 2006.

Home prices relative to consumer prices
Real home prices (CHF/m?) and change year-over-
year in percent
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Real home prices (left scale)
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Mortgage volume relative to income
Mortgage debt of private households

relative to

income (detrended series) and change year-over-year

in percent

24 fv”.}\/\ ""\ B
.Illlv‘\\ hoy ;H\ ,I‘ r 6
Vi KIN 1/ r

Cry e L sy

[ | Piw oy, i
STRERANE NN

sCEPIRANTV AT A

! ! ! ! ! ! ! |
19842 1988q2 1992q2 1996G2 2000G2 2004g2 20082 2012q2

————— Change year over year (right scale)

Mortgage volume to income (left scale)

Sources: SNB; BFS; UBS

Credit applications for residential property not

intended for owner occupancy

Share of total and change year-over-year in percent
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Regions with risk potential for the residential real estate market

The number of exposed regions declined in the second quarter 2012.
Though the regions of Unteres Baselbiet and Saanen-Obersimmenthal are
no longer considered exposed regions, they are still monitoring regions.
This adjustment was made to reflect new price data and the decline in the
UBS Swiss Real Estate Bubble Index. Furthermore, the regions of Zurich,
Geneva and Lausanne remain Switzerland's riskiest due to their national
importance. Other exposed regions include the large metropolitan areas of
Zug, Pfannenstiel, Zimmerberg, March, Vevey, Morges and Nyon as well
as the tourist regions of Davos and Oberengadin. The monitoring region
category includes Basel-Stadt, Unteres Baselbiet, Saanen-Obersimmenthal,
Knonaueramt and the Glattal-Furttal region.

Methodology

Our selection of exposed regions is tied to the level of the UBS Swiss Real
Estate Bubble Index and is based on a multi-level selection process utilizing
regional population and property price data (see appendix).

Exposed regions for the residential real estate
market
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Sources: Wilest & Partner; BFS, UBS
Number of standard deviations from the Swiss median value for population and
own home prices. The further to the right and to the top a region is located,
the greater the risks of a price correction.
Price rises over the last three years are additionally shown as a bar, with a span
of 1 unit representing an annual 10 percent gain.

Regional risk map

Exposed- and monitoring regions for the Swiss residential real estate market
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Appendix: Regional analysis
We utilize an adjusted relative market growth matrix to measure regional
risks and risk accruing to the Swiss economy in relation to the situation of
the overall market.
First, every region is assigned to one of four categories on the basis of
population and population growth (outer matrix):

e Star markets — densely-populated regions with above-average popu-

lation growth

e Saturated markets - densely populated regions with below-average
population growth
® Growth markets — small regions with above-average population
growth
® Niche markets - small regions with below-average population growth
Secondly, the regions are assigned to one of four further categories (inner
matrix), irrespective of their categorization described above, based on price
levels and housing price increases:
® Booming — expensive regions with above-average price increases
® [Expensive — expensive regions with below-average price increases
® flourishing — cheap regions with above-average price increases
® Cheap - cheap regions with below-average price increases
Thirdly, the relative market growth matrix is linked to the UBS Swiss Real
Estate Bubble Index, rendering the selection criteria dependent on the cur-
rent index level. The higher the index level, the less (relatively) restrictive
the selection of regions is.

Relative market growth matrix
With population and prices as variables

4 Population change

4 price change
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Source: UBS

Population stock

Example: The upper right quadrant — Star market, booming — contains all
regions with both above-average population growth and price increases and
that are among the most populated and expensive regions.

Categorization using the relative market growth matrix - overview
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Appendix

Global Disclaimer

UBS CIO WM Research is published by Wealth Management & Swiss Bank and Wealth Management Americas, Business Divisions of UBS AG (UBS) or an affiliate thereof.
In certain countries UBS AG is referred to as UBS SA. This publication is for your information only and is not intended as an offer, or a solicitation of an offer, to buy or
sell any investment or other specific product. The analysis contained herein is based on numerous assumptions. Different assumptions could result in materially different
results. Certain services and products are subject to legal restrictions and cannot be offered worldwide on an unrestricted basis and/or may not be eligible for sale to
all investors. All information and opinions expressed in this document were obtained from sources believed to be reliable and in good faith, but no representation or
warranty, express or implied, is made as to its accuracy or completeness (other than disclosures relating to UBS and its affiliates). 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. Opinions expressed herein may differ or be contrary to those
expressed by other business areas or divisions of UBS as a result of using different assumptions and/or criteria. At any time UBS AG and other companies in the UBS
group (or employees thereof) may have a long or short position, or deal as principal or agent, in relevant securities or provide advisory or other services to the issuer of
relevant securities or to a company connected with an issuer. Some investments may not be readily realizable since the market in the securities is illiquid and therefore
valuing the investment and identifying the risk to which you are exposed may be difficult to quantify. UBS relies on information barriers to control the flow of information
contained in one or more areas within UBS, into other areas, units, divisions or affiliates of UBS. Futures and options trading is considered risky. Past performance of
an investment is no guarantee for its future performance. 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 FX rates may have an adverse effect on the price, value or income of an investment. 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 document may not be reproduced or copies
circulated without prior authority of UBS or a subsidiary of UBS. UBS expressly prohibits the distribution and transfer of this document to third parties for any reason.
UBS will not be liable for any claims or lawsuits from any third parties arising from the use or distribution of this document. This report is for distribution only under
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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 or a comparable
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