January 2020

To infinity and beyond
2019 was nothing short of amazing for Warsaw. Even though the
real estate market is not a very fast moving one by its nature, the
capital seems to be redefining that rule. The market here has gone
from strength to strength, with demand reaching spectacular
levels, driving vacancy down and boosting the pre-leasing status of
pipeline developments. This, in turn, resulted in increases in rents.
One of the key characteristics of the office market now is the
diversity of demand pouring into Warsaw. There are newcomers to
the market, companies already operating here and in search of
better-quality space, firms looking to improve the location of their
premises, public entities leasing space in commercial buildings,
flex operators expanding their presence, and entities from the
modern business services sector targeting the capital, to name but
a few types of tenant. One of the most prominent examples of
market dynamics is the recent decision by JTI to employ an
additional 850 people and place them in WeWork in Mennica
Legacy. The structure of the market is visibly changing and the
driving force behind that is the competition on labour market.
Employees are aware of their strong negotiating position and a
firm’s office becomes one of important factors in recruiting and
retaining the best talent.
Such strong market fundamentals encouraged big players to sign
record-breaking transactions last year. There were twelve leases
exceeding 10,000 m² and two of those were for more than
40,000 m². The largest deal, and a record-breaking one on the
Polish market, was mBank’s pre-let for 45,600 m² in Mennica
Legacy Tower. The bank will consolidate its Warsaw operations
and move into the tower. Another gigantic transaction was a
renewal by Orange Polska in Miasteczko Orange for 44,800 m². The
top three is rounded out by T-Mobile’s renegotiation of its
27,400 m² lease in Marynarska 12 in Mokotów.
2019 saw an all-time-high result in terms of demand for office
space in Warsaw (880,000 m² transacted on). Interestingly,
companies from the financial sector were responsible for 23% of
the total demand in Warsaw and an astonishing 42% in central
parts of the city. What defines this year is the surge in pre-letting:
the dwindling availability of existing lease options prompted large
companies to consider pipeline developments to a greater extent.
Last year as much as 225,000 m² came from pre-lets, which is an
increase of more than 60% as compared with the whole of 2018.
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2019 was very busy for flexible spaces operators: 50,000 m² of new
flex space opened last year, including the largest flex centre in
Poland, 14,200 m² by WeWork in Mennica Legacy. What is
encouraging for the sector is its rapidly increasing attractiveness
for corporate clients. More and more companies are joining the
community, including JTI, EY and Nielsen, among many others.
Robust demand for offices in Warsaw drives the building frenzy in
the capital. The new supply in 2019 totalled 162,000 m² in
seventeen buildings. The largest new openings include Wola Retro
(24,500 m² by Develia, in the West district), Moje Miejsce B1
(18,700 m² by Echo Investment, in Mokotów) and Generation Park
Z (17,300 m² by Skanska Property Poland, in City Centre West).
Currently the total under-construction pipeline includes
790,000 m² to be completed by 2022. Notably, approximately 40%
of that volume is already pre-leased. Two of the most spectacular
on-going projects are the Warsaw Hub (three towers: two offices
and one hotel, being developed by Ghelamco Poland) and Varso
Place (including the tallest building in the EU, being developed by
HB Reavis). 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, which may result in a
lack of new products in non-central areas in the mid-term.
Moreover, as Warsaw is one of the most absorptive markets in
Europe, that extensive volume will not affect the balance between
supply and demand.
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The vacancy rate decreased to 7.8% in Warsaw (5.3% in Central
zones and 9.4% in Non-Central zones of the city), which is a fall of
0.9 p.p. y-o-y. Such a vacancy rate results 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.
Prime headline rents rose in the central areas of Warsaw, due to
the high demand, the low vacancy rate and increasing
construction costs. One of the most dynamic areas in that respect
continues to be the City Centre West. Prime rents in Warsaw are
currently quoted at €18.0 to €24.0 / m² / month, while prime assets
in the best non-central areas lease for €11.0 to €16.0 / m² / month.
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