
ÅThe GDP compositionof the CzechRepublicshowsan unbalanceddependencyon exports,with a particularreliance

on Western Europeanconsumermarkets. Unsurprisinglythere hasbeena notabledrop in take-up, a rise in vacancy

anda fall in rents for industrial/distributionspaceacrossthe country.

ÅThe positiveupsidefor the Czecheconomyis the low level of fiscaldeficit (balance)at only 4.6% of GDPðmuch

lower than manyWestern European,let alonethe other CEEeconomies. This givesthe CzechRepublicmuchmore

flexibility spendits way out of recessionif needbe, and/or maintainlower levelsof taxation in order to help boost

consumerspendingin future.

ÅAccording to the latest forecast by FocusEconomics, GDP is set to declineby 3.3% in 2009, comparedto 3.5%

growth in 2008. As a direct result of the drop in economicactivity,net take-up within the officemarketalmosthalved

from 131,551sqm in H1 2008 to only 74,237sqm asof H1 2009.

ÅConcurrently, an additional84,609 sq m of new office supplywasdeliveredto the market in H1 2009 leadingto an

overall increasein vacancy. Takinginto accountôput-onsõ,vacancyreached10.13% asof H1 2009, up from 8.96% at

the end of 2008. This is only one part of the overallpicture, asthe increasein sub-let spacebeingmadeavailableon

the marketðca. 40,000sqm in total ðhasled to a strongincreasein total availability.

ÅDespite the weakeningof the market,prime headlineoffice rents haveheld quite steadilyat û22 sq m/pcm although

the gapbetweennet effectiveandheadlinerents is widening. Landlordsare facingup to the reality of meetingtenants

demandsin the current climate. In particular, tenant improvementsare being pushed through as part of lease

negotiations,meaningnet effectiverents arenow more thanû2.00 sqm/pcmlower thanheadlinerents suggest.

ÅWith retail salesdeclining(down by 7.5% in May 2009) acrossthe Czech Republic,the Pragueretail sector also

witnesseda slow down in activity as of 2008. Given the oversupplyof modern shoppingcentres in Prague,many

tenantsare usingthe situation to renegotiatelower rents or to be far more demanding with overall terms when

signinga pre-lease.

ÅThe investmentvolume in H1 2009 reachedan all time low with only û60 million traded, mostly driven by the

acquisitionof JungmannovaPlazaby DEKA. Investorsare now focusingon the Praguemarket,rather thanthe regional

Czechmarket. Institutional,overseasinvestorsare favouringôprimeõ,income

producingofficeswhilst opportunisticlocal investorshavea preferencefor assetssuitable

for smallofficepremises(5,000to 10,000sqm).
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FIGURE 2. AVAILABILITY/VACANCY
SUPPLY / VACANCY / AVAILABILITY

ÅTotal officestock asof the endof H1 2009exceeded2.614million sqm asalmost 85,000sqm of modernofficespace

wasdeliveredto the market. This is 25%lessthanthe 114,800sqm deliveredin H1 2008.

ÅThe overall vacancyrate continuedto increaseover the last 4 quarters reaching 10.13% as of H1 2009. This was

driven by the delivery of predominantlyspeculativeprojects which started in 2007 or early 2008, suchas Amazon

Court by Europolisin Prague8 andVysoľansk§bránaby Orco in Prague9.

ÅSpaceavailableto subleaseconstitutedapprox. 1.84%of total occupiedstock in H1 2009, comprisingca. 40,000 sq m.

Office market trends suggestthat occupierswill continue to downsizetheir spaceover the next 6 months,placing

additionalsub-let spaceon to the market.

DEMAND / TAKE -UP

ÅThe globalcrisishasnegativellyimpactedthe demandfor officespace,resultingin a fall in take-up from 139,429 sq m

in H1 2008to 97,228sqm in H1 2009ða 30%fall.

Å21% of total take-up was generatedby the renegotiationsof current leasecontracts (e.g. Hewlett Packardin BB

Centrum C in Q2 or Glaxo Smith Kline in Kongresovécentrum Prahain Q1), whereasin H1 and H2 2008 this

representedonly 5.5% and 8.5% of all transactions. Companiesfrom ProfessionalServices,IT & Telecomsand Life

Sciencesrepresentedthe highestproportion of take-up.

ÅTake-up in inner city locationssuchasPrague5 (Smíchov,Andņl), Prague8 (Karlín) andouter city locationssuchas

Prague4 remainedhigh. Prague4 take-up reached51,062sqm in H1 2009, 53%of total take-up.

ÅTake-up shouldremainstablein the next 6 ð12 months. With the expectedslow recoveryof the economyin 2011/

2012, take-up shouldgrow reflectingthe deferreddemandfrom previousyears.

RENTS

ÅPrimeheadlinerents for office spacedroppedslightlyin first half of 2009, but remainedunchangedin somedistricts

due to steadydemandand the lack of availability. Prime rents rangedbetweenû21 andû22 per sq m in the city

centre (Prague1), û15ð17 per sqm in the inner city (Prague2, 3, 7, Prague5 ðAndel,Prague8ðKarlin) andû12ð

14 per sqm in the outer city (Prague4, 5ðNove Butovice,6, 9, 10).

ÅTo attract potentialtenantsin their premises,developersare now offeringhigherincentives: from 6 to 9 monthsrent

free periodsandtenantimprovementsallowancesfor their space. The effectiverents are on averageû1 to û2 below

the actualheadlinerent.

FORECAST

ÅManyprojects plannedfor deliveryin 2009 were postponeddue to the lack of financing. New supplywill therefore,

continue to slow in H2 2009 and 2010 with only 100,000 sq m of spaceexpectedto be deliveredduring next 12

months. Consideringthat the future demandfor outer city locations (Prague4, 9) will not absorb all new space

coming to the market, the short term result will be an increasein vacancyand outer-city rents are expectedto

decreaseslightlyover the next 6 ð12 months. Rentsin the city centre andother soughtafter locationsare expected

to remainstable,while rents in the districts with low demandandhighvacancy(Prague6, 7, 9) to decreaseover the

next 6 ð12 months.
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FIGURE 3. HEADLINE RENTS AND EFFECTIVE RENTS
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ÅPrague1 sawan increaseof vacancyfrom 5.6%at the endof 2008to 8.1%in H1 2009. Thiswasmostlycausedby the

deliveryof PalacArchaPhaseII (refurbishment)whichhada low levelof pre-leases. New premiseswithin the Prague1

areacontinueto havea very low vacancyrate, standingat only 4.8%.

ÅOne of the most significantnew completionswasTrianon in Prague4 by Hochtief (18,500 sq m). Prague4 hasseen

the majority of new developmentsand most successfulbusinessparks,with stock reaching707,856 sq m as of H1

2009. Despitea growth in stock this hasbeenmatchedby take-up. In fact the vacancyrate actuallydecreasedin H1

2009to 7.4%(52,348 sq m) from 12.6%(84,736 sq m) at end 2008asprojects deliveredto the market in 2008/early

2009havesincebeenleasedup (notablyGeminiby Immorent). The areais now the mainbusinessdistrict of Prague

andwill be a key indicator of recovery in the market in the mediumterm. A major test will be the leasingsuccessof

another significantbuilding to be delivered in the area over the next 12 months - BB Centrum Filadelfieby

Passerinvest.

ÅThe Smichov / Andņl arearemainsone of the most attractiveareasfor occupiersin Prague. The very limited amount

of spaceavailableshouldbe leased-up fairly quickly. The mainoffice completionin the areathis year will be the last

phaseof FactoryOffice Centre, BuildingF (7,800 sq m) on Smichov station. Thanksto its good visibilityanddirect

accessto publictransport,we expectthis buildingto be fully occupiedin the short term.

ÅConsideringthe lack of availabilityin Andņl,take-up will move to outer city locations which benefitsfrom good

connectionto the centre, airport andthe highwaynetwork. TheNové Butovice/ Stodulky hasquicklydevelopedasan

extensionof Andņl. The endof 2008sawthe completionof the first phaseof ExploraBusinessCentre, JupiterBuilding

(18,500 sq m) by QuinlanPrivateGolub andthe last phaseof Office ParkNové Butovice, BuildingC (7,200 sq m) by

CSIA. The vacancyrate in Nove Butovice has remainedstable since end 2008 at 10.25%. Given the locational

attractivenessof the areaand the relativelylow rents comparedto inner city locations,theseproperties shouldfill

their vacantspacein the short term. The City West developmentby Finepwill be the major completionin the area

over the next 2 yearsimprovingthe tenantprofile by bringingin Siemensasa key tenant(movingfrom their Prague6

HQ), addingqualityandcritical mass.

ÅIn the short-mediumterm we expect vacancy(currently ca 18%) to increaseacrossPrague6 and Prague7 due to

plannedrelocation activity. Over the longer-term, we expect these districts to becomemore popular locationsas

they benefit from proximity to the city centre, airport and connectionto the ringroad / R7 expresswayleadingto

Western Bohemiaand Germany. The major regenerationand developmentwork plannedfor Prague7 in particular

will bea major growth catalystfor thisôHolesoviceõareaover the long-term.

ÅVacancyin Prague8 increasedfrom 10,651 sq m to 37,613 sq m (reaching15.11%) asof H1 2009, asnew deliveries

(AmazonCourt, FuturamaA1) completed without pre-leases. We expectvacancyto decreaseandstabilizeover the

next 6 ð12 monthsgiventhe qualityof stock andcloseproximity to the center at competitiverents. Thisareais also

set to grow significantlyover the longer-term giventhe major planned developmentssuchasLibenDocksby Crestyl,

RiverGardensandRohanskyOstrov.

ÅPrague9 sawa 100%+ increasein vacantspace, jumpingto 21.83%in H1 2009. This hasbeendriven by recent office

completionswith continuedhighvacancy.

ÅAnother significantchangein vacancyoccured in Prague10 (increasing to 8.7%), as some key tenants relocated

(Skanskaleft their former Headquarters)from the areato other partsof Prague.
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FIGURE 4. STOCK VS VACANCY BY DISTRICT

FIGURE 5. TAKE -UP BY DEAL TYPE

FIGURE 6. DEAL SIZES (H1 2009 ðIncluding Renegotiations)
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Project Developer Completion Size District

Vaclavske namesti 17 VN 17 a.s. 2009 1,810 1

Factory Office Centre F CBE 2009 7,801 5

Komercni Centrum 

Vypich
Intercora 2009 4,000 6

Prague Marina A+B Lighthouse 2009 13,584 7

Futurama A2 Immorent 2009 8,016 8

Havickova 3 FIM Group 2010 1,962 1

BB Centrum Filadelfie Passerinvest 2010 29,920 4

South Point AMA 2010 6,445 4

City West ðB1 Finep 2010 18,746 5

Futurama Phase 2 Immorent 2010 + 16,032 8

Kolben Cube CODECO 2010 + 13,621 9

Harfa Office Park Lighthouse 2010 + 24,000 9

COLLIERS INTERNATIONAL 2

Source: Colliers

Source: Colliers

SUPPLY SIDE SCENARIO

ÅA further 38,000 sq m of office spaceis set for completionover the secondhalf of 2009, the majority of which lies

within city centreandinner city locations(72%).

ÅDuring2010, a further 110,000sqm of officespaceis set for completion,the majority of which(90%) lieswithin outer

city locations. It is worth noting, however, that only 75% of this spacemay complete as the weakenedmarket

fundamentalsin the short term maynot supportall of this developmentactivity.

DEMAND SIDE SCENARIO

ÅTake-up shouldremainstablein the next 6 - 12 months, with renegotiations/renewalsformingthe bulk of overalltake-

up. We do not expectanyuplift in ônettake-upõi.e. new leases/expansionsfor at leastanother12 months,in line with

the expected slow recovery of the economy in 2011 / 2012. Beyond2011, net take-up should grow againas a

combinationof newandlatentdemandfilters into the market.

PRICING SCENARIO

ÅAnticipatedfuture demandfor all Praguelocationswill not absorball the new spacecomingto the market over the

next 12 - 18months. The short term result will be an increasein vacancyand a slight rental declinein outer city

markets(Prague6, 7, 9) over the next 6 ð18 months, with Prague9 looking most vulnerableespeciallyif the full

pipelineof stock is deliveredto the market. Prague4 bucksthe outer-city trend, andshouldcontinueto do so with

improvingvacancyandstableheadlinerents.

ÅWithin city centre and inner city locations,the excessstock brought to the market during the latter half of 2009

shouldbe quite readilyabsorbed,muchof it alreadyhasbeenpre-let, thushavinglittle impacton vacancyandheadline

rents in thesesub-markets.
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Colliers Recommendations

Occupiers - Renegotiationsare expectedto take a larger shareof all transactionsasthe current market conditions

offer strongerposition to the occupiersfor negotiationsof future leases. With the limited spaceto be deliveredto the

market in the next 2 - 3 years,the situationwill likely return in favourof landlordsover the mid-term. Therefore,we

recommendoccupiersto start their negotiationsat the earliest time possible. Smallto mid sizeoccupierswith lease

expiriesdue over the next 6- 12 monthsshouldlook for discountsavailableacrossthe market,notablyin the sublease

marketasoccupiersarecurrently strugglingto sub-leasetheir space.

Developers ðBe prepared to continue to managein a market offering very little scope for future development

activity over the next 6 -18months. This is assetmanagementtime, so those Developers/PropCos activewithin the

marketwho are focusedon their tenantsneedsare most likely to weatherthe current marketdownturn,notablythose

with realisticexpectationson the overall packagewhich will placenew dealsat a discountof û2 psm/pcm to headline

rents, if not more in slightlymore distressedlocations. Over the mid-term learningto differentiateproduct in favourof

tenants(andinvestorsõ)needs,notablyprovidingmore energyefficientstock,will becomefar more important.
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TABLE 1. PROJECTED PIPELINE IN PRAGUE

FIGURE 7. REQUIRED OFFICE SPACE CAPACITY



Submarket Size

Rents

Warehouse Anc. Office

Prague

up to 500 sq m û5.00 ð5.50 û10.00

2,500 sq m to 5,000 sq m û3.90 ð4.50 û8.00 ð9.00

5,000 sq m + û3.50 ð4.00 û8.00 ð9.00

Pilsen & 

Ostrava
2,500 sq m + û2.70 ð4.35 û8.00 ð9.00

Eastern Bohemia 

& Olomo uc
2,500 sq m + û3.80 ð4.50 û8.00 ð9.00

Brno

up to 500 sq m û5.50 û10.00

2,500 sq m to 5,000 sq m û4.40 ð4.90 û8.00 ð9.00

5,000 sq m + û4.20 + û8.00 ð9.00

Tertiary Markets 2,500 sq m + û3.50 ð3.90 û7.00 ð8.00
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DEMAND

ÅThe stringof continuousgrowth in leasingactivityover the past10 yearswasbroken in 2008with figuresfor the first

half of 2009 indicatinga further downturn. The total take-up of modern A-classindustrial premisesin the first

6 monthsof 2009reachedjust over 108,000sqm representinga 72%decreaseon H1 2008results.

ÅAs with past trends, the majority of leasesare beingsignedin the Praguearea. The market shareof the primary

(Prague)segmenthas gone up by 20% since mid 2007. A slight increasein market activity was apparent in the

secondarymarketsegmentsof SouthMoravia,R10 expressway,D1 highway,andtheVysoľinaregion.

ÅIn the first halfof 2009, the demandfor A-classindustrialspacein the CzechRepublichascomemainlyfrom retailers

and wholesalers,leavingthe logistic providers in second place. Retailers and wholesalecompaniesseem to be

interestedmainly in the Praguemarket and accountedfor just over 50% of total Czech industrial take-up. Logistic

operatorsopted primarily for PragueandMoravia.

SUPPLY / VACANCY / AVAILABILITY

ÅThe speculativedevelopmentof industrialspacehascometo a temporaryhalt in the CzechRepublic,at leastfor the

rest of this year. Bankshavebecomemuch stricter in terms of financingand the decreasingdemandfor warehouse

andlogisticspaceis makingit evenharder for developersto find that suitable(andsufficientin terms of sizeandlease

term) pre-let. As new constructionhasslowedthere havebeenno changesin terms of the product typeson offer by

developers.

ÅApproximately185,000 sq m of new industrialspacehasbeensuppliedto the market so far this yearandmost of this

constructiontook placewithin the portfolios of VGPandCTPInvest. Currently, there is approximately230,000 sq m

of rentableindustrialspaceunderconstructionin the whole of the CzechRepublicwhich is expectedto be completed

by the endof 2009. However,all of the brandnew parksandprojectsthat were announcedwithin 2008havebeenput

on hold.

ÅAnother issueemergingon the Czechindustrialmarket is the numberand volumeof subleases. Not all tenantsare

publiclyannouncingthat they would be happyto subleasepart (in someinstancesevenall) of the spacethat they have

leased. However,upon closer inspection,the total amountof spaceavailablefor subleaseall over the CzechRepublic

easilyexceedsthe total take-up volumerecordedin the first halfof 2009. We believethere is more than125,600sqm

availablespaceto sublease. Not all developersare anxious to help their existing tenants with sub-letting needs,

especiallygiventhat manyindustrialparksare battlingagainsthigh vacancy. The total vacancyrate in the country is

now on at around20%. Takinginto accountsub-leases,the total vacancyrate is closerto 23%.

RENTS

ÅPrimeheadlinerents havegonedown slightlyduringH1 2009acrossthe market. Headlinemonthly rents for standard

A-Classwarehousespacerangingfrom 2,500 sq m to 5,000 sq m in Praguehavegonedown slightlyto û3.90 - 4.50

per sq m. For spaceabove5,000 sq m userscanexpect to paybetweenû3.50 andû4.00 per sq m / pcm. Rentsfor

smallA-Classwarehouseunits of around500 sq m currently rangefrom û5.00 to û5.50 per sq m. Developersare

still offering rent-free periods of up to 3 - 6 months or other forms of incentivessuch as cash,higher building

standard,extra fit-outs etc.
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TABLE 2. RENTS

FIGURE 8. TAKE -UP BY REGIONS
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PRAGUE

ÅSimilar to the rest of the Czech Republic,the Pragueindustrial leasingmarket has witnesseda major slowdown.

Comparedto the sameperiod last year, the total volume of spacetransactedin all of Praguedropped by 60% to

67,800sqm. Pragueis,however,keepingits leadingposition in terms of marketshare,accountingfor 65%of the total

take-up recorded in the first 6 months of 2009. Despitea 70% fall in activity from mid-2008, the Prague(primary)

marketwasagainthe onewith the highestnumberof leasingtransactions.

ÅThePraguevacancyrate is currently ca. 17%havinggoneup by a few hundredbasispointssinceQ1/2009.

ÅPanattoni, VGP and ProLogisare at the top of the primary Praguemarket in terms of leasingmarket sharehaving

transactedca. 23,000sqm, 20,000sqm and13,000sqm respectivelysincethe start of the year.

Western Prague

ÅMost leasingtransactionactivitytook placein the westernsegmentof Prague,which comprised72%of the cityõstotal

marketshare. Thetake-up volumeof westernPraguewasalmostthe sameasin mid-2008, at 49,000sqm.

ÅWith only one industrialpark under developmentPanattoniis responsiblefor most of the activity generatedin the

western Praguesegment. Their Park PragueAirport located on the outskirts of Dobroviz has proved to be very

successfulin attractingtenantswith largerspacerequirements. All of the existingspacehasbeenlet within few months

anda newpre-leasehasbeensignedfor the third buildingwhich is duefor completionat the endof summer.

Eastern Prague

ÅThe easternpart of Praguemarket hasbeendominatedby VGPso far who managedto sign3 new leasingdealsin

their VGPParkin Horni Pocernice.

ÅA number of transactionswere also signedin B-classindustrial parks within Praguerangingfrom 750 sq m to

8,500sqm.

KEY MARKET PLAYERS

ÅPinnacle, ProLogis, Panattoni and Skanska continue to focus on large boxes within the primary (Prague) market. Users 

looking for space of less than 2,000 sq m are more likely to get better terms and more suitable units with VGP or 

ORCO. Amesbury remains the only developer in the western part of Prague offering industrial space below 1,000 sq 

m. In the south-eastern segment these unit types are available at IOG CestliceBusiness Park and EURO 2000 located 

close to the Cestlice-Pruhonicecommercial zone. Allfin and PDP have delayed construction of their small-unit projects 

and are waiting for a pre-lease that would help them to start.
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FIGURE 9. PRAGUE SUPPLY
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SOUTHERN MORAVIA

ÅThe city of Brno, which remainsentirely in the handsof CTP Invest,hasseena substantialdrop in the amount of

transactedmodern space. This is largelycausedby limited availability,the low levelof (supply-side)competition, and

thusthe highlevelof rents in the region.

ÅA singletransaction,signedin Pohorelice, representedmost of the activity in SouthernMoravia(78%) in the first half

of 2009. Althoughthe shareof the total take-up recorded in this part of the CzechRepublicis up by 7%comparedto

the middleof lastyear,the total volumeof leasedspacehasfallenby 50%to nearly18,500 sqm. The vacancyrate has

increasedby 0.72%sinceMarch2009asa result of buildingcompletionsandis currently at 7.63%.

ÅThere arenumberof sitesintendedfor industrialdevelopmentin Brno. However,with the crisisstill affectingboth the

demandand supply-side of the business,developersare only able to offer built-to-suit facilitiesfor which there is

limited demandat present. For some developersactuallydevelopingthis land presentssome further challenges,

notably the needto chargehigher rents (rents remainone of the highestin the CzechRepublic)as they reflect the

highercost of the acquiredland.

ÅDue to the lackof competition,industrialparkslocatedwithin the city of Brno or its closeproximity continueto offer

A-classspacefor rents abovethe country average. In most instancesthe rents are evenhigherthanthoseachievablein

Prague.

ÅThecombinationof thesefactorswill continueto supporthigh,stablerents in this area.

NOR THERN MORAVIA

ÅThe current market in Northern Moraviarepresentsa very different scenarioto that in SouthernMoravia. It is a

market with very high vacancyrates and healthydevelopercompetition on the supply-side which combinedhave

broughtdown rents to the lowest levelacrossthe CzechRepublic.

ÅDespite this competitiveposition, demandin the first half of 2009 was very weak. Only the signatureof two small

leasingtransactionswere reported in this part of the CzechRepublicduringH1 2009amountingup to just 4,200sqm.

In comparisonto the first halfof 2008, the take-up hasfallendramaticallyby 90%.

ÅWhilst supply-sidecompetition is higherthan in SouthernMoravia,comparedto Pilsenthe competition in the city of

Ostravais much lower with òonlyó3 major playerson the sceneðProLogis, CTP InvestandSegro. Segrohasbeen

most activerecentlyhavingcompletedthe first two hallsin its Tulipan ParkOstrava.

ÅThe constructionof just over 67,000 sq m of new industrialspacewascompletedin the 2nd quarter of 2009. Given

that majority of these premiseswere alreadypre-let, however, the vacancyrate in this region has gone down by

almost5.36%andis currently at 34.20%.

ÅThe combinationof the abovefactorscontinuesto placedownwardpressureon rents in this area,and/or the needfor

landlordsto offer greatertenantincentives.
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