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New normal and another record-breaking transaction
The first half of 2020 was an unprecedented time for office markets
across the globe, and Warsaw was a part of that trend. In March the
vast majority of companies switched to full remote working mode,
while now the market is gradually coming back to offices. Things
are different from how they were before COVID-19, but most of the
transformations accelerated the change that was already
happening with office premises (such as technological revolution
and increasing popularity of desk-sharing system).
As a result, the office market landscape is slightly different to what
we have been accustomed in the past few years. Demand for office
space in Q2 was significantly higher than in Q1, but the total H1
volume is 17% lower than the corresponding period in 2019.
Nevertheless, office space viewings are taking place again, which
bodes well for upcoming quarters. The vacancy rate across
Warsaw only increased slightly, even though 100,000 m² of new
supply entered the market in Q2 alone. Moreover, underconstruction supply is already very well let (66% of pipeline
scheduled for H2 2020, and 70% in central areas, is pre-leased with
further deals to be signed shortly), while only couple of new
developments commenced in Q2.
Another new trend is increased supply of office space available to
sublease. There are number of reasons why companies do that,
and part of them are a result of pre-COVID-19 strategy. Firms are
offering parts of their space for sublease in order to economise on
the excess space that they have taken and do not need yet, some
companies want to see if they can gain some extra money and
only some actually want to downsize. Having said that, the share
of subleases in the total stock oscillates around 1%. It does not
make a significant difference on the market, but does create an
additional lease option for companies operating in the city and
enriches the traditional leasing market. It is further enhanced by
the flexible office solutions and we expect this sector to gain in
importance as flexibility becomes crucial for any business.
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In terms of demand for offices in Warsaw in H1 2020, the total was
335,000 m². However, it is very important to look at the structure of
the take-up from January to June 2020. The two leading districts,
responsible for 74% of the total demand, are the City Centre and
Mokotów. Mokotów is making 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. Moreover, right now companies are more likely to
renew their leases and Mokotów benefits from that. 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. As many as 87% of pre-let transactions in H1
2020 were signed for buildings located in that part of the city.
The largest lease transactions of H1 2020 include: a recordbreaking transaction on the Polish market, i.e. a pre-let for 46,500
m² by PZU in Generation Park Y (Skanska’s first sky-scraper in
Poland); a 20,000 m² sale and leaseback deal by DSV in Mokotów;
and a renewal and expansion for 19,800 m² by Poczta Polska in
Domaniewska Office Hub. Large companies have to look for
suitable premises well in advance in order to secure spaces big
enough for them. Therefore, the current pandemic does not
necessarily stop such processes, especially as significant preletting of the under-construction pipeline is still happening. It is
smaller companies that can wait a little while and slightly
postpone their decisions regarding real estate strategy.
The supply side of the market bounced back in Q2 after the
relatively slow Q1. In H1 2020 five buildings totalling 107,000 m²
(overall 98% occupied) entered the market, the largest being Varso
(1&2), Chmielna 89 and DSV HQ. Moreover, more well-let and largescale developments are scheduled for completion this year (i.e.
The Warsaw Hub and Mennica Legacy Tower).
Currently, the total under-construction pipeline includes
710,000 m² to be completed by the end 2022. Notably, 44% of that
volume is already pre-leased. Vast majority of under-construction
projects are located in the central parts of the city (84%), which
may result in a lack of new product in non-central areas in the midterm. That may boost the attractiveness of existing assets in noncentral locations. Moreover, the total under-construction volume is
significantly lower than in Q1 2020, as developers seem to be more
cautious to start new developments. This will further boost the
appeal of, and competition for space in, current pipeline and
existing buildings.
The vacancy rate increased in H1 2020 to 7.9% in Warsaw (5.0% in
Central zones and 9.8% in Non-Central zones of the city), which is
a 0.1 pp increase compared with the end of 2019 (and 0.4 pp q-oq). These numbers are accompanied by increased subleasing
figures, but that is a very specific product and not suitable for all
companies. Such vacancy rates result in limited large traditional
lease options throughout the city, especially in the centre, and
encourage pre-letting activity. Any delays in completion of new
buildings will only amplify the supply constraints in Warsaw. Prime
rents in Warsaw range between €18.0 and €24.0 / m² / month in the
centre and up to €16.0 / m² / month outside of it.
The results of H1 has proved that there is no sign of slowdown in
the Polish Investment market so far. As many as 15 office
transactions worth €746 million in total were concluded in
Warsaw. Investors’ interest focused on assets located in City Centre
West, Służewiec and the CBD.
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