While occupier markefs in Western Furope
have begun to feel the impact of slowing
economic growth, demand for office space
in Central and Fastern Europe has remained
resilient in the first half of 2008,

Toke-up in H1 2008 wos strong, but could
1ot keep up with the increasing level of
completions,  resulting  in

absorption.

negative

Lven though the overall vacancy rafe
increased shightly — the Central Furgpean
capitals saw a further Hightening from 6.5%
1o 6.1%. In Southeastern Furope vacancy
increased by 200 bps 1o 6.3%.

Dedlining  vacancy rates in - some (EF
markefs have resulted in ypword pressure
on renfs.

H1 2008 AT A GLANCE
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Market Overview

Solid economic growth is forecast in most
parts of Central and Eastern Europe (CEE)
in 2008, despite the global economic
slowdown and lower economic growth in
the Eurozone and U.S. Yet most countries
in the CEE region are forecast to achieve
slightly lower growth rates this vyear,
suggesting that growth in CEE is being
slightly offected by the global financial

climate.

The primary effect of the global credit
crunch going forward is that property
markets  will be driven by market
fundamentals and not — as in the last

several years — by yield compression.

effect of the
economic slowdown on CEE office markets

The short-term global
seems to be limited. Solid economic growth
combined with more new supply coming
onto the market should continue to drive
office demand and keep occupier markets
healthy. Because real estate markets today
are global — and talks about a longer
lasting worldwide economic slowdown are
intensifying - a more significant impact on
economic growth and office demand in the
region is not unrealistic.
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Based on the results of our H1 2008
economic and real estate market analysis,
in CEE remain

the occupier markets

healthy.

One of the historic characteristics of the
CEE office markets is that they have been
supply driven. Based on pipeline figures we
expect to be delivered in the next 1-2
years, a new wave of office space is likely
to come onto the markets. For some of the
smaller markets (e.g., Sofia), this could
cause an imbalance resulting in a change
from supply- to demand-driven market
between
developments is a realistic scenario in these

conditions.  Price  competition

markets.

Of note, office pipelines in some markets
(e.g., Prague) have fallen as investors and
developers become more cautious. While
this continues to limit take-up in some
markets, it also might allow some smaller
markets with substantial office pipelines to
avoid becoming flooded with new office
space. Assuming continued economic
growth, the extent to which office pipeline
is completed in the next few years will have
a strong effect on the direction of many

office markets in the region.
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This report focuses on the capital city office markets in CEE OFFICE STOCK (2000 — 2009)
CEE, as monitored by the CB Richard Ellis offices in this

region. Specifically, this report looks at Belgrade, W Belgrade W Bratislava* M Bucharest Budapest M Moscow

Bratislava, Bucharest, Budapest, Moscow, Prague, IZP:Lgue ¥ Sofia W Warsaw H Zagreb

Sofia, Warsaw and Zagreb. A special section of the 2%.0

report is dedicated to Kyiv — one of the new emerging 240

markets in the CEE region. ggg

STOCK & COMPLETIONS el

The modern office stock in the nine capital cities as of S Eg

the end of g2 2008 was ca. 19.5 million sqg m. This is a =100

9% increase on year-end 2007 figures. Moscow was — 28 - |

again — leading with an addition of almost 781,000 sq 40 I I I

m over this period — and 43% of total capital city office gg =E "N N N N . I I
completions in CEE in the first half of 2008. Bucharest, S o 8 @ 3T v v = ® o o
Warsaw, Prague and Budapest saw office completions S & & & & 2 & < E § §

in a range from 120,000 - 140,000 sq m. Proportional Source: CB Richard Ellis
growth of stock was highest in Bucharest (+14%), Sofia
(+11%) and Moscow (+10%).

DEMAND DEVELOPMENT COMPLETIONS v ABSORPTION** (2000 — 2008)

While occupier markets in Western Europe have begun  Development Completions m Absorption

to feel the impact of slowing economic growth, demand 300
215

for office space in CEE has remained resilient. In line
2.50

with the increasing level of completions, take-up was 225
high in the first half of 2008 — 56% of the 2007 total — £ 200

reaching almost 1.9 million sq m. Take-up was strong, s

but could not keep up with the increasing level of Eiig
completions, resulting in negative absorption. Prague, ;[7)2
Belgrade (both +23%) and Moscow (+11%) showed 050
the highest proportional increases compared to their E[Z)Z I I

half-yearly averages. The figures for the rest of the S = o © s w @ 5 2
markets were unchanged. ST oy o m s s g
. . . . S : CB Richard Elli
Historically, office markets in CEE have been strongly ouree ehard Bs
supply driven. This might change due to significant
pipelines in some markets — both in absolute terms and CEE OFFICE TAKE-UP (2000 — 2008)
relative to current stock. But as a result, take-up could M Belgrade M Bratislava M Bucharest I Budapest M Moscow B Prague M Sofia M Warsaw M Zagreb
become less restricted by development completions and 350
. 325
may result in higher take-up volumes. Even though 300
take-up in the first half of 2008 was high, it remained zég
restricted by low vacancy rates in some of the larger < 225
X . . Z 2.00
office markets in the region. E i
= 150
* Due to increased transparency, stock for Bratislava 195
increased slightly. In the next edition all historic time series 3-00 ||
will be amended. oég I I
025
** Absorption relates to ((occupied stock t+1)-(occupied stock 000 e wm  m BN S . =
t=0)) s &8 g & & 8 g &5 &

Source: CB Richard Ellis
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CEE OFFICE STOCK (2000 — 2009) CEE OFFICE TAKE-UP (2000 — 2008)*
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REGIONAL ECONOMIC OUTLOOK 2008-2009

* Central Europe as used in

Real GDP growth Inflation e.o.p. Inferest rate e.o.p. . L .
this publication consists of
oy 200 Ao 200 2002 Bratislava, Budapest, Prague
Czech Republic 4.0 4.0 5.0 238 3.75 4.0 and Warsaw. Southeastern
Hungary o4 29 s 750 o5 Europe consists of Belgrade,

Bucharest, Sofia and

Poland 52 4.4 4.2 2.2 6.25 5.0 Zogreb. Eastern Europe
Slovakia 6.9 6.0 4.0 4.2 3.5 ECB consists of Kyiv and Moscow.
Bulgaria 5.6 4.8 7.7 52 5.25 5.5

Croatia 4.3 4.2 5.0 2.8 6.5 6.5
Romania 5.5 5.0 5.8 4.0 10.0 9.0

Serbia 5.0 55 10.0 6.7 17.5 13.0

Russia 7.0 6.2 12.5 10.0 6.0 5.9

Ukraine 5.4 4.6 17.1 9.0 10.3 6.3

EU-15 1.7 1.4 2.8 2.1 n/a n/a

EU-27 1.8 1.6 3.0 2.2 n/a n/a

Special focus: Ukraine - Kyiv

Source: UniCredit Group, Experian . . . .
Kyiv's real estate market is driven by strong real growth in the

PROJECTED OFFICE COMPLETIONS (0005 5q m) Ukrainian economy. With litlle exposure to the global credit
20 0 crunch so far, this growth is expected to moderate somewhat.
’ 12-24 months The spin-off in terms of demand for office space has been clear.
35 e B6-12 months 120 Rents have escalated rapidly due to this strong demand and a
3.0 W <6 morths limited supply of high quality office space. Rental increases
# 24 Month Completions as % of Stock 100 . .
25 . remain realistic, but probably ot a slower pace. Market
20 80 , fundamentals are not expected to change in the short term.
' 60 % Office developments will enter the market but are expected to be
15 insufficient to meet strong demand.
40
10 R * . . Ukraine has four other cities (Kharkiv, Dnipropetrovs’k, Odesa,
05 * 20 Donets’k) with over 1m in population that have already drawn
00 - N _ E = B interest from international occupiers, developers and investors.
© © o = = = © < One of the major issues affecting the Ukrainian real estate
5 =] [ pis I o = ‘>‘5 . e . .
a = > = ] 3 < = market is the lack of transparency, a difficulty for international
a N = = = - = companies inferested in doing business there.
o m I

Source: CB Richard Ellis C BRE
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CEE VACANCY RATES BY SUB-REGION (2000-2008) VACANCY

Following a period of sharp and contfinuous declines in

CEE —CE —SEE — Moscow . . .
20% vacancy, overall regional vacancy (CEE) showed its first
increase since 2000, to a level of 6.8%. The main driver
behind this increase is Moscow - where supply has
increased by over 200,000 sq m since the end of 2007.

Five of the nine CEE office markets showed declining

15%

10%
’ vacancy rates, resulting in (even) tighter market

conditions. Warsaw remains the most striking example,
with a further decline from 3.1% to 2.1%. On the other
hand, markets like Bucharest (1% to 4%)*** and Sofia
(6.5% to 8.9%) showed increases as a result of significant

5%

0%
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amounts of development completions. Budapest and

Belgrade still have the highest vacancy rates in the region,
Source: CB Richard Ellis s
even though Belgrade's city-wide vacancy rate fell by 80

bps.
-regional level interesti t
CEE OFFICE VACANCY BY MARKET (2000 — 2008) On a sub-regional level an interesting pattern became

visible. Even though the overall vacancy rate increased

H2000 ®2001 ®2002 2003 m2004 W2005 W2006 W2007 ' H12008 Sllghﬂy — the Central European CGprOlS saw a further

28% tightening from 6.5% to 6.1%. In Southeastern European
%%2 capitals vacancy increased by 200 bps to 6.3%.
2%
o Pipeline figures remain high — but have declined recently
1‘5;2 in some of the countries. This can be explained in part by
%22 the fact that real estate markets in CEE are dominated by
8% international investors and (to a lesser extent) developers,
222 Ii h I i thereby showing the effect of tighter lending conditions on
322 the development market in the region. In addition,
s 2 g g g 3 £ 5 ® developers and investors have become aware that the
2 % § 3 é g g g timing and quality of their developments are becoming
Soe e @ more crucial in some of the markets.
Source: CB Richard Ellis RENTS
Declining vacancy rates in some CEE markets have
resulted in upward pressure on rents. Due to time lag and
CEE PRIME OFFICE RENTS BY MARKET (2000 — 2008) the immaturity of certain markets, rents have been slow to
increase. Following significant growth in 2007, rents in
g 2000 2001 HZ002 MZ003 W2004 W25 @2006 W2007 WH1 2008 Moscow (+13%), Kyiv (+27%) and Warsaw (+6%)
§§ showed further increases compared to rents at year-end
% 2007. As a result of limited supply in Prague’s City
s Centre, prime rents increased by 5%. It seems that
i" gg markets with limited available supply, strong take-up and
g “ limited pipelines have good prospects for increased rents.
] On the other hand, smaller markets with significant
% pipelines (under construction) are less resilient. For
ié example, Belgrade faced a period last year of relative
0 s e g 4 . s g : 3 oz oversupply and declining prime rents as a result.
] § § : & = Toos f *** Due to both increased transparency and development

completions).
Source: CB Richard Ellis
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CB RICHARD ELLIS CEE NETWORK

For more information please contact:

CENTRAL & EASTERN EUROPE BUSINESS TEAM

CHAIRMAN CEE

MANAGING DIRECTOR

CEE
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CEE RESEARCH

BULGARIA

CROATIA

(ZECH REPUBLIC

Andreas Ridder
Andreas.Ridder@cbre.com

Colin Waddell
Colin.Waddell@cbre.com

Patrick 0'Gorman

Patrick.0'Gorman@chre.com

Jos Tromp
Jos.Tromp@cbre.com

Valeri Leviev

Valeri.Leviev@eltaconsult.com

Arn Willems
Am@cbre.hr

Richard Curran
Richard.Curran@cbre.com

HUNGARY

POLAND

ROMANIA

RUSSIA

SLOVAKIA

SERBIA

UKRAINE

Adrienne Konthur
Adrienne.Konthur@cbre.com

Nigel Wade
Nigel. Wade@cbre.com

Radu Lucianu
Radu.Lucianu@cbre.com

Darrell Stanaford
Darrell.Stanaford@dbre.com

Joerg Kreindl
Joerg.Kreindl@cbre.com

Dragan Radulovic
Dragan.Radulovic@cbre.co.yu

Sergiy Sergiyenko
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