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Home is the new office (temporarily)
Q1 2020 was dominated by change. Companies have temporarily
moved their operations online and a massive number of
employees are working remotely. This is a huge challenge for firms,
as they are adjusting to the new reality, but it is also a powerful
boost for technological transformation and an opportunity to
improve the ways in which we work. It’s crucial to learn from this
experience and important to remember that office market in
Warsaw is based on very strong fundaments. It’s not business as
usual, but the business is still there.
As a result, the office market is by no means in limbo. The vacancy
rate across Warsaw decreased by 0.3 pp q-o-q while the demand is
almost at the same level as in Q1 2019, only marginally lower.
Some processes may have been postponed slightly, but the
market is not pushing the stop button. On the contrary, leases are
coming to an end and have to be either renewed or signed
elsewhere, new companies still are looking at Warsaw and this
bodes well for the market in the long-term.
In terms of demand for offices in Warsaw in Q1 2020, it totalled
139,000 m2. That is a lower volume than for Q1 2019, but only by
500 m2. The majority of these lease transactions were already very
advanced before the COVID-19 outbreak and that situation did not
affect the process. The true test for the market would be next two
quarters.
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Nevertheless, it is very important to look at the structure of the
take-up from January to March 2020. The two leading districts,
responsible for 68% of the entire demand, are the City Centre and
Mokotów. Mokotów is staging a comeback in terms of occupier
interest. It has a critical mass of existing office stock, it is cost
efficient, and the infrastructure and functional mix of the district is
improving. A significant amount of that demand comes from one
deal, but it only shows that there is both scale and quantity in
Mokotów. Naturally, the main point of gravity is the City Centre.
This is where eyes of developers are focused and this is where the
choice of pipeline space is the widest. Of particular note is the
continued popularity of mixed-use developments, with Fabryka
Norblin seeing significant pre-lets in Q1 2020.
The largest lease transactions of Q1 2020 include: a renewal for
17,500 m² by a confidential tenant from the insurance sector in

Konstruktorska Business Centre; a pre-let by a confidential tenant
for 8,500 m² in Fabryka Norblin; a pre-let for 4,300 m² by CBRE in
Warsaw Unit; and a pre-let by Orsted Polska for 3,800 m² in Varso 2.
The supply side was quite subdued in Q1 2020. Only one building
(Varso 1 by HB Reavis) was completed during that period, but the
market is still waiting for some spectacular new entries. Well-let
and large-scale developments are scheduled for completion this
year (i.e. The Warsaw Hub, Mennica Legacy Tower, Chmielna 89).
Some of the completion procedures may be delayed but the total
volume for 2020 still looks set to be spectacular.
Currently the total under-construction pipeline includes
770,000 m² to be completed by 2022. Notably, 43% of that volume
is already pre-leased. What’s quite distinctive about the market at
the moment is that the vast majority of under-construction
projects are located in the central parts of the city (approximately
80%), which may result in a lack of new products in non-central
areas in the mid-term. This may also boost the attractiveness of
existing assets in non-central locations.
The vacancy rate decreased to 7.5% in Warsaw (4.9% in Central
zones and 9.1% in Non-Central zones of the city), which is a fall of
1.6 p.p. y-o-y and 0.3 p.p. q-o-q. Such vacancy rates result in scarce
large lease option throughout the city, especially in the centre, and
encourages pre-letting activity: otherwise it is increasingly difficult
to secure desired office space. Any delays in completion of new
buildings will only amplify the supply constraints in Warsaw.
Prime rents in central Warsaw range between €18.0 and €24.0 / m²
/ month and up to €16.0 / m² / month outside of it.
Q1 2020 was the best quarter in history of the office investment
market in Poland. As many as 8 out of 11 office transactions were
concluded in Warsaw, which resulted in office investment volume
in Warsaw exceeding €440 million.
Nevertheless, the Covid-19 pandemic has created a material
uncertainty in real estate investment market performance. Across
Europe, there is considerable variation in the extent of the human
tragedy implications unfolding and its impact on economic
activity, including the trajectory, duration and extent of these
impacts on all real estate sectors. With varying recent and ongoing
policy response across the region and the mitigating implications
differing by market and sector, it is too early for us to provide a
quantitative and robust assessment of value impact at 31st March,
our survey date. In this context, the JLL Q1 2020 real estate
performance indices have been held at Q4 2019 values, except
where there has been sufficient evidence at sector and market
level to make appropriate any reliable adjustments to figures. We
will talk to the evolution of the market throughout Q1 in our
reporting and will be continually monitoring market movements
as the situation evolves, to inform our ongoing view of pricing. We
will be updating our forecasts, albeit these will be directional at
this time, broadly reflecting any meaningful changes to the
underlying fundamentals.
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