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Key takeaways

The macroeconomic momentum in Central and Eastern Europe remains above average in the European
context, but has only been partially transferred to the real estate markets.

The situation in the office markets coninues to become more challenging. Following a recovery in recent
years, construction activity in Prague and Budapest has picked up significantly, reducing the prospects for
rental growth. Warsaw is still suffering from an oversupply of office space.

Retail is benefiting from the ongoing positive economic outlook and continues to provide prospects for
moderate rental growth as domestic and international retail chains expand in major cities and leading shop-
ping centres.

Starting from the currently low level, e-commerce will become increasingly important in the CEE countries
over the next few years.

The logistics sector will continue to gain in importance in line with the expansion of e-commerce, but given
the high availability of land it promises little prospect of rental growth.

The contraction in initial yields should come to an end by 2019 at the latest and move into a phase of con-

solidation with a slight upward trend.

Chart in focus

JLL Transparency Index (Score)

The real estate markets in CEE have adopted many pat-
terns seen in the West European markets since eco-
nomic liberalisation. One example is the JLL Transpar-
ency Index, which puts the markets in Poland, the
Czech Republic and Hungary on a par with many West
European countries. However, some concerns remain
in terms of market monitoring, such as take-up (which
also includes some contract renewals), prime rental lev-
els which conrtain alot of incentives or, in principle, the
market activity taking place in pre-1990 buildings,
which is typically not part of market analysis. It thus

UK FR NL DE IE SE FI CH BE DK IT ES PL AT CZ NO PT HU LU . - . « .
Sourco L remains essential to review the data critically.
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Although industrial activity slowed markedly in major
European economies, this was less pronounced in Cen-
tral & Eastern Europe (CEE) during the third quarter.
Declining unemployment rates pave the way for
stronger wage growth, which poses the risk of further
overheating and inflation. In the Czech Republic, the
central bank is steadily tightening monetary policy.
Since mid-2017, its key monetary policy rate has been
raised from 0% to 1.75%. Weakening global trade dyn-
amics are clouding the outlook for exporting sectors in
the region. Exports amount to 99% of nominal GDP in
the case of Hungary. At 97% and 54% respectively, the
same metric is still remarkably high for the Czech Re-
public and Poland.

Office markets getting bumpier

As a result of relatively restrained construction activity
and strong demand, the major CEE office markets (ex-
cept Warsaw) have recovered noticeably since 2015 and
recorded rental growth. Nevertheless, another slow-
down of the letting markets is on the horizon. In
Prague and Budapest, construction activity has already
picked up in response to the brightening of the mar-
kets and will create a lot of available space in coming
years. Warsaw is expected to continue seeing a substan-
tial number of completions of projects despite high va-
cancy rates. There are signs that building activity may
slow in the medium term, but the lessons learned have
been rare among developers so far. Against this back-
ground, the enormous take-up volumes and levels of
absorption, which brokers report on a regular basis, are
unable to balance supply and demand. Driven by the
supply side, we are increasingly sceptical about the
rental outlook for these markets. In Warsaw, stable
rents are to be anticipated over the next 2 to 3 years. In
Budapest and Prague, modest but slowing growth
seems feasible.

E-commerce 1s growing

The retail sector in the CEE countries relies on good
macroeconomic foundations: high employment levels
and rising wages that fuel consumption and retail
spending. In a European context, these countries have
the strongest growth rates in retail spending, and alt-
hough the momentum is expected to weaken slightly
(especially in Hungary) this should hold up. Store-
based retail may benefit from low penetration by e-
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commerce, but the situation is changing: the online
share of all retail sales reached 8.8% in the Czech Re-
public in 2017 against 5.3% in Poland and only 3.8% in
Hungary. According to PMA, strong growth rates
should push online retail’s share up to 14.5% in the
Czech Republic in the next five years, while a doubling
is predicted for both the other countries. Aside from
these shifts, the strong retail climate is attracting inter-
national brands to these markets (especially the capi-
tals - and thus also the major shopping centres). How-
ever, the expansion of domestic retailers and
restaurant chains must also be taken into account.
Thus there is further potential for rental growth in
high street areas and large shopping centres, with
Prague having the best prospects.

Logistics still depends on manu-
facturing

With the strong growth of e-commerce, the logistics
industry in the CEE countries will also experience a
further boost - especially those properties that serve
the distribution of goods to private customers. Owing
to the strongly industrial character of the region, the
logistics sector has already grown substantially in re-
cent years. In terms of take-up, the metropolitan areas
belong to the leading regions in Europe. However, this
momentum is only reflected to a limited extent in
rental performance, as there is sufficient land available
to be developed in many regions. We therefore expect
only very limited prospects for rental growth in the
immediate future.

Yields starting to move sideways

Investment demand remained high in the CEE coun-
tries in the first quarters of 2018, though (with the ex-
ception of Poland) a supply shortfall kept transaction
volumes below the year-ago level in the first half of the
year. Retail assets and portfolios remain very im-
portant for the region and particularly for Poland. In
both the Czech Republic and Poland, prime yields are
bottoming out. Hungary still offers higher yields, and
their compression continued in the first quarters of
2018. For 2019, however, we do not expect further con-
traction in yields in any of the countries. This applies
mainly to the office sector, as the prospects emerging
for the letting markets are less favourable.
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Chart 1: Office take-up in CEE’s main office markets Chart 2: Retail spending (real) in CEE countries com-
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Do you have any questions or would you like to subscribe to this publication?
Please send an email to: info@swisslife-am.com.
For more information visit our website at: www.swisslife-am.com/research
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of information believed to be reliable but no guarantee is given as to their accuracy or completeness. This document includes forward-looking statements, which are
based on our current opinions, expectations and projections. We undertake no obligation to update or revise any forward-looking statements. Actual results could
differ materially from those anticipated in the forward-looking statements.

France: This publication is distributed in France by Swiss Life Asset Management (France), 7 rue Belgrand, F-92682 Levallois-Perret cedex and Swiss Life Real Estate
Management, 153 rue Saint Honoré, F-75001 Paris to its clients and prospects. Germany: This publication is distributed in Germany by Corpus Sireo Real Estate
GmbH, Aachenerstrasse 186, D-50931 Kéln; Swiss Life Invest GmbH, Zeppelinstrasse 1, D-85748 Garching b. Miinchen and BEOS AG, Kurfurstendamm 188, D-
10707 Berlin. UK: This publication is distributed by Mayfair Capital Investment Management Ltd., 2 Cavendish Square, London W1G 0PU. Switzerland: This pub-
lication is distributed by Swiss Life Asset Management Ltd., General Guisan Quai 40, CH-8022 Zurich.

© Swiss Life Asset Management Ltd. - Real Estate House View - Hungary, Poland, Czech Republic Editorial deadline: 04.01.2019 - Page 3/3


https://twitter.com/SwissLife_AM
https://www.linkedin.com/company/swiss-life-asset-management
https://www.xing.com/companies/swisslifeassetmanagers

