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The Innovation Drive for Real Estate

• In the near past, financial innovation for the real estate asset
class started 
• Structured products
• IPD Deals : Cross Country Swap CH – GB: ZWEX vs. 

Halifax Index
• Real-Estate-Index-Linked Mortgages
• Fonds
• Real-Estate-Index-Linked Saving

• Which products offer meaningful risk and return profiles from 
a demographic change view?
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Three Cases for Individuals

• Case DINKS
• Wealthy couple, no children

• Case INVEST
• Family with children

• Case POOR's
• Not wealthy people, single or married status, with or 

without children
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Three Cases for Individuals, Motivation

Bequest Motif

Demographic Threat 
Threat = Collapse/Changes Pillar I / II
Impact on Living Circumstances when Retired if 
Threat Realizes ...

Real Estate 
Investment Motivation

DINKS none ... none Consume the House

INVEST yes ... small Risk & Return Investment

POOR's yes / none ... large

100% Capital 
Protection
Savings Alternative
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DINKS : Reverse Mortages ~ Consume 
House
• Home Keeper Mortgage (Fannie Mae)

• Borrow against value of your home up to a maximum 
value, receive loan proceeds if you are at least 62 years 
old

• Payments: Credit line or annuities or combinations
• Right to stay in the property as long as you choose if you 

pay property taxes and insurance 
• Two types: Selling the house 

• on the spot;
• on a future date forward
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Reverse Mortgage: Does it pay ? Mostly 
not.
• Value of Property CHF 1'000'000 
• Mortgage CHF 500'000 / CHF 0
• Interest Rate Mortgage 4% (constant)
• Residential Rent 5% (constant)
• Tax Rate 20% (constant)
• Renter Female
• Other costs fees not considered (Administration costs, Insurance costs,etc. )

*Source: CS Insurance Lab

Rent Without Reverse Mortgage With Reverse Mortgage

Age
Interest 
Rate

Eigenmiet-
wert Steuer
notional 
rental 
value

Result
p.a.

3'000
=(5%*1'000'000
*0.7 –
20'000)*0.2

-23'000

-7000
7'000 
=(5%*1'000'000
*0.7 )*0.2

20'000

0

Buy 
Insurance

Gross Rent 
p.a.* (before 
Tax and 
Residential 
Rent)

Rent
p.a.

Net Rent p.a. 
(After Tax and 
Residential Rent)

65 22'860 -28'968
75 31'348 -21'159
85 47'748 -6071
65 45'978 -7700
75 62'000 7040
85 95'869 38'199

1'000'000
Without
Mortgage

50'000

500'000
With
500'000
Mortgage



8th International Sustainability Forum8 Paolo Vanini

INVEST : Two Types of Investment 
Vehicles 

Properties

Funds, REITs/REOCs

Index

Derivatives (Swaps, 
Futures, Certificates)

Fund of funds, Certificates, Mandates

Synthesize it

Wrap it

Pool it Pool it

Create it

Tranche it & Recompose it
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INVEST : Investment Universe

Markets

Vehicle

Control

Private/Non listed

Closed-end 
Fund/ Private 
REIT

Real Estate ValuationValuation

Investor

Indirect Real EstateDirect Real Estate

In-house portfolios

Real Estate Valuation

Public /Listed

Property 
company
Public REIT
Listed CH-Fund

Capital Market
Pricing

Open-end 
Fund/ Private 
REIT

Property

Closed-end Closed-endOpen-end

Real Estate market

Synthetic Index

Public /Listed

Capital Market
Pricing / Appraisal 
/ Transaction Based

IPD Cross 
Country Swaps
Structured Prod.: 
Casual ZWEX

Derivatives
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INVEST : Comparing Investment Types
Direct Indirect Derivatives

( )
( )

( )

( )
( )

Single Object Several Objects, Management Index of Objects

Concentrated, Object Market & Business Market Risk

Stockpicking Flawed Market Risk Market Risk

( )

( )

Diversification benefits

Transaction costs

Administration costs 

Property taxes

Implementation speed

Hedging / Short selling

Premium over NAV

Cherry Picking

Maturity

Risk Carrier

Risk

Lex Koller

Return

advantage   disadvantage
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INVEST : Many Opportunities, but ...

• ... some investments are considered to be illiquid (direct 
ones, derivatives with present market maturity)

• ... Markowitz applies only if market conditions are normal. 
Else real estate risk might be more than simple 'statistical 
correlation risk': 
• Real estate risk ... 

• ... might be contagious to other asset classes in your 
portfolio (Japanese Stocks 90's);

• ... might show inertia, i.e. long time to rebound 
(Switzerland 90's);
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INVEST : Product Index-Linked Mortgage

• Fix 5y maturity mortgage + put option; underlying ZWEX
• Price = 'ordinary' price + 0.4-0.6% for the put
• Impact : Capital protection 
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1980 1982 1984 1986 1988 1990 1992 1994 1996 1998 2000 2002 2004
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-14%

-12%
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-8%

-6%

-4%

-2%

0%

Put Option
Payoff

ZWEX
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Poor's : Real-Estate-Index-Linked Savings

• General Idea

1
0

0

1
'0

0
0

Dream !

Capital Growth ?
Time

http://images.google.ch/imgres?imgurl=http://www.bluefrance.com/images/haus2.jpg&imgrefurl=http://www.bluefrance.com/&h=309&w=470&sz=25&hl=de&start=14&tbnid=EC1W-mdnYa1DHM:&tbnh=85&tbnw=129&prev=/images%3Fq%3DTraumhaus%26gbv%3D2%26svnum%3D100%26hl%3Dde
http://images.google.ch/imgres?imgurl=http://www.vskrems-lerchenfeld.ac.at/arbeitsmaterialien/anlautbilder/familie.jpg&imgrefurl=http://www.vskrems-lerchenfeld.ac.at/arbeitsmaterialien/anlautbilder/page_02.htm&h=272&w=350&sz=42&hl=de&start=1&tbnid=1VV1xubsBOBBnM:&tbnh=93&tbnw=120&prev=/images%3Fq%3Dfamilie%26gbv%3D2%26svnum%3D100%26hl%3Dde
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Poor's : Real-Estate-Index-Linked Savings

• Classical – Bausparen (Germany)
• If interest rates fall,
• House prices rise,
the family's dream shrinks

• But if underlying value is a house price index and not interest rate, then 
this is not possible

• Poor's 
• Offer real-estate-index linked savings as a structured product
• Diversify saving activities: Interest rates and real estate as underlying 

values
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Poor's : Product

•Maturity 5 Jahre

•Underlying Value ZWEX® Index

•Minimum Repayment (I.e.

100% Capital Protection) 107.5%

•Min. Return p.a. 1.5% p.a.

•Max. Return p.a. 4.5% p.a.

•Partizipation Rate 100%
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Main obstacle for innovation

EBK BSV Kant.
Aufsicht BPV

Regulation
Banks

Federal
Regulation

Social Security

Cantonal
Regulation

Social Security

Regulation
Insurance

Companies

Products 
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Future of Innovations

• Goal: Structured payoffs with maturity of say 10y or even longer which 
capture future goals of the clients and which are feasible from a bank's 
side (hedge)

2007

consumption / savings
3 Pillar System

consum. / savings = ?
3 Pillar System = ?

E1 E2

E3 E4

E1 E2

E3 E4

Products: Risk & Return Transfer

2020Clients

Fin.
Markets

Global
Economy



8th International Sustainability Forum18 Paolo Vanini

Future of Innovations : Challenges

• Understand the global economic changes
• Role of climatic change ?  impact on real estate market ?
• Demography worldwide and economic growth impact on real estate 

market ?
• How does a general equilibrium model looks like and what are the

predictions: Real estate -, equity -, interest rate returns, consumption 
levels, risk premia

• Specific Swiss questions
• Is the assumption of an increasing live expectancy reasonable ? 

impact on real estate market ? 
• Which price for solidarity is the population willing to pay in the social 

security system ? Stability of I and II Pillar
• Design meaningful payoffs for the clients and develop liquid marktes



8th International Sustainability Forum19 Paolo Vanini

Disclaimer

We are providing these materials solely for the purpose of providing information that may 
be useful in analyzing the markets and products discussed herein; however, the information 
herein should not be construed or interpreted as recommending any investment in any 
particular product, instrument, security or securities and should not be relied on as the sole 
source of information upon which to base an investment decision. The information 
contained in these materials was obtained from sources believed to be reliable, however, 
we make no guarantee regarding its accuracy or completeness.  Any discussion in these 
materials reflects the views and judgment of the party or parties that prepared it as of the 
date of hereof, and is subject to change.  You hereby unconditionally agree that we are not 
responsible to you for any of the information or content herein and that any use you make of 
this information is totally your own responsibility and at your own risk.  Any decisions you 
make to invest in the instruments discussed in these materials will be based solely on your 
own evaluation of your financial circumstances, investment objectives, risk tolerance, 
liquidity needs and any other factors that you deem relevant.

This information may not be reproduced or circulated without our written permission, and 
may not be distributed in any jurisdiction where such distribution is restricted by law or 
regulation.
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