
� Yet again, economic indicators are in negative
figures and there is no sign of an immediate
recovery. With the exception of CPI, which could
end the year above zero, the other indices are not
showing any signs of recovery. With regard
unemployment, everything points to the fact that
the unemployment rate will continue to rise as it
has done over the previous quarters.

� Take-up volume continues to be at an all time
record low. Between January and September
170,000 sqm was signed, 65% less than the level
of take-up in the same period in 2008. The
increase in supply within the M-30 ring road has
allowed office occupiers to return to the city
centre. 40% of take-up has been concentrated in
the CBD and the urban area. Outside of the M-30,
the northern area and the A-1 have made up 25%
of all contracted space.

� With close to 1.2 million square metres of empty
space on the market, the vacancy rate in
September reached 9.2%. The delayed delivery of
the two towers which will complete the CTBA will
soothe the vacancy rate.

� The summer break left its mark on the office
investment market in Madrid. Hopes are now
pinned on the last section of the year saving the
day, given that each quarter of this year has seen
a successive decrease in investment. It is clear
that in certain areas, capital values have been
slashed by as much as half compared to the
highs registered at the top of the market, this has
had a direct impact on the total investment
volume. However, on the other hand, although
there are properties for sale, they are not always
what the investor requires, which is primarily
prime product.

“Prime CBD yields in the important European office markets,
such as London and Paris, have begun to fall. Which could
mean that yields on the Castellana in Madrid will follow suit”.

Rafael Merry del Val - Head of Savills Spain
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Spanish economic situation

There are signs of an end to the worst international
economic crisis for half a century in the main
developed countries, helped by the strength of large
emerging economies which have not been so affected.
Generally speaking, the main macroeconomic figures
are beginning, or are on their way to posting postitive
results. According to forecasts, Spain will take longer to
get on the road to recovery, weighed down by its
dependency on the real estate and construction sector,
the sudden fall in private consumption and the sharp
imbalances in the labour market.

GDP, consumption and employment

Source: INE

Gross Domestic Product contracted in Spain by an
interannual rate of 4.2% at the end of the second
quarter, which is one percent worse than the previous
quarter, which at the same time, was two percent
worse compared to the previous quarter before that.
For the first time since the start of the crisis, inter
quarterly speaking, GDP did not fall: the -1.1% in the
second quarter is in line with the figure from December
2008, and is half a percentage point better than
calculated in March 2009. Meanwhile, the Euro zone
economy only fell by two tenths in June compared to
March, with an annual rate of -4.8%.

The Spanish economy, which over the past few years
has primarily been driven by private consumption, has
waned, and continues to do so, due to the decrease of
this indicator in this period of serious lack of demand.
Household consumption fell in June by 5.9% compared
to the previous year, eight tenths more than in the first
quarter, with domestic demand contributing to the GDP
falling by 7.3%. Investment is not doing any better, with
a special mention for investment in fixed capital, which
fell by 28.9% in the second quarter. A more favourable
result is that exports have not fallen as much
compared to imports.

In terms of supply, the majority of figures are also
deteriorating, including services, which globally
speaking have decreased by 1.1%, falling for the
second consecutive quarter after the -0.2% fall in the
first quarter of 2009; only non market services grew.
The industrial sector, which is especially affected,
registered a yearly variation rate of -18.1%.

Retail sales and consumers’ confidence

Source: INE, ICO

Spain continues to bring up the rear in Europe when it
comes to unemployment. The 17.9% unemployment
rate of the last two surveys of the active population
(second and third quarter) have deteriorated in the
Eurostat study carried out in August, which indicated a
18.7% rate, a long way off the Euro zone average
(9.6%) and the European Union (9.1%).

In turn, the Consumer Price Index continues to remain
negative after more than half a year. It has not
changed a great deal due to a lack of consumer
activity and the low ECB Interest rates, which have
been at a record low of 1% since May of this year.

CPI and Euribor

Source: INE

Economy
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Demand
Yet again, record lows

The lack of business activity over the summer has had
a big impact on third quarter results. September closed
with little more than 50,000 sqm transacted in the
Madrid office market. Even though the figure is the
lowest when compared with all of the third quarters
over the past decade, it is in line with results registered
over the two previous quarters.

The total figure contracted between January and
September is very slightly over 173,000 sqm, and
again we find ourselves talking about how this is the
lowest figure in a decade and 57% below the gross
take-up in the same period in 2008, 63% less than the
average registered in the last five years and 60% less
than the average over the last decade.

The increase in vacancy in the urban area and the
continual change in rental prices have attracted
occupiers to city centre. Over the past nine months
49% of the offices leased have been located within the
M-30 ring road. 13% of this has been concentrated in
the CBD, 29% in the surrounding area of the CBD and
the remaining 7% have been spread over various
different business areas on the outskirts which are next
to the ring road.

The least consolidated areas of the market are being
hit the most by the lack of activity and there are some
that up until this point still have not received any new
tenants.

Take-up and number of transactions - January-
September

Source: Savills Research

With regard to the size of units acquired, spaces of
less than 500 sqm continue to be the most in demand,
and the percentage of offices let in this size category is
bit by bit reaching nearly 60%. These spaces have
maintained very similar percentages, and have shown
a potential of increasing over the last three quarters.

By contrast, official figures of employees paying Social
Security indicate an overall fall in the figures in August.

By type of business, the most significant fall
corresponds to small businesses (non agrarian sector)
with between 6 and 49 employees, which have
registered a 10% decrease in employees, whilst those
with more than 1,000 employees, contracted by less
than 5%. The reduction of space in the same size
category means that the number of office signings in
the 50 employee bracket has remained relatively
similar.

Geographical distribution of the take-up - January-
September 2009

Source: Savills Research

It is worth noting that users that are looking for more
than 1,000 sqm of space can also find alternatives in
the city centre, something which was inconceivable
just a few years ago. 44% of signed lettings in these
types of offices have been concentrated in the city
centre.

Depending on the type of building, in the last quarter
the number of operations carried out on converted
office space within residential buildings has decreased
by five percent compared to the previous quarter
figures, with occupiers favouring office only properties.
After a year and a half this has now come back to
being at over 70%. Yet again, we must refer to the
increase in supply of these types of buildings, which
give more options when it comes to looking for offices.
High tech properties have remained the same as
before. They make up 12% of demand since the
beginning of the year.

Over the whole of 2009 companies that provide
business to business services lead both the list of
transactions and take-up when looking at activity
sectors. Second position is reserved for technology and
telecommunication companies. Government bodies
have been relatively absent from the market over the
three summer months. The only public sector
acquisition was where the Ministry of Public Works
acquired space in one of the main roads in the district
of Salamanca.
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Even more vacant offices

The vacancy rate began to rise back at the end of
2007 and continues to climb ever higher. The vacancy
rate in September closed at 9.2%; since the previous
quarter empty space on the market in the Madrid office
market was at almost 100,000 sqm, i.e., it grew by
approximately 10% touching on a total supply of 1.2
million square metres. Over the summer months little
more than 90,000 sqm came on to the market, of
which 18% had pre-let contracts signed with tenants.

Of the developments which have recently been
delivered, we would highlight the new BAMI complex in
Manoteras, with 13,000 sqm set over two identical
buildings, and the Avalon Business Park, in Julián
Camarillo, which consists of five buildings and a total
of 45,000 sqm. Two technology companies have pre-
let space in this development, OESIA and IBM, these
are the first tenants in the business park. Between
them they have taken 16,000 sqm, a third of the total
space in the park.

New supply has primarily come on to the market in the
east of the city, with the Julián Camarillo area
registering the majority of space, and in the A-6
corridor, Pozuelo is the main area of activity. If we only
take in to consideration the new empty space which
has come on to the market, the four buildings which
completed the Parque Omega increase the percentage
from 12% to 20%.

Annual vacancy rate

Source: Savills Research

As mentioned at the beginning of the year, delivery
dates have been modified. Two of the buildings which
will change the skyline of the city have delayed coming
on to the market for a few more months and will come
on to the market at the beginning of 2010. This
delivery postponement means that 2009 can close with
some breathing space with regards to the total amount
of empty space in the Madrid office market, given that,
on the one hand Torre Cristal will be commercialised
for 100% office use and on the other, although Torre

Caja Madrid will come on to the market fully owner
occupied, the creation of the new headquarters will
mean that various buildings currently let by Caja
Madrid will probably come on the rental market.

In the final quarter of 2009, 89,000 sqm will come on
to the market, of which more than 50% will be owner
occupied. The Agrupación Mutual Aseguradora will
move in to one of the buildings in the Cristalia
Business Park, Registradores de la Propiedad will
move in to their new headquarters on Calle Alcalá,
540, in the Julián Camarillo area, and Arnáiz
Consultores will open a building close to the bus
station in Méndez Álvaro.

Out of the developments which are expected to come
on to the market before the end of the year and are
ear marked to be let, we would highlight the Tripark
business park, in Las Rozas.

If there are no more postponements, the year should
close with close to 305,000 sqm.

Future supply

Source: Savills Research

In 2010, 350,000 sqm is expected to come on to the
market. The volume has been increased by the two
towers in the CTBA complex, however it is not unlikely
that delivery dates for projects under construction
could change. A market recovery, letting periods or the
availability of liquidity in order to maintain work teams
are crucial factors which could alter delivery dates.
Some developments made up of various buildings
have opted to drip feed the complexes in to the market
in phases: this is the case with the Vía Norte Business
Park which Metrovacesa is managing in the Las Tablas
PAU.

Although the total amount of space expected to come
on to the market in 2009 and 2010 does not differ
much in terms of total area, the space which will be
empty when it comes on to the market will be more
than 52% of the speculative area delivered in 2009.

Supply

Madrid office market - Autumn 2009 4



Rents continue to spiral downwards

Few changes in the rental section. Supply and demand
imbalance has meant that rents have fallen for yet
another quarter, the fourth consecutive quarter
decrease.

Closing rents in the CBD area in the third quarter of
2009 were at 28 €/sqm/month, which represents a fall
of close to 33% compared to the same period last
year. Outside of the central area of the city, in the
prime areas outside of the M-30, maximum rents are at
approximately 20 €/sqm/month; comparing rents in the
same period of 2008 is not so severe as on the
Castellana, with rents falling by 17%.

Asking rents have hardly changed. The rents asked
before negotiating begins have remained stable
compared with the previous quarter, but nobody is
suggesting that the current situation is not very
different to that of previous years, when the lack of
available space put the occupier in a very weak
position.

The tables have turned and now there are various
alternatives for potential occupiers. As a result, the
owner has to offer sweeteners and benefits if they
want to attract tenants to the property. If up until now
the norm was to obtain a “discount” of between 10%
and 15%, higher discounts have been registered, in
some cases reaching a decrease of 30%, although this
was in an office, which up until now is in the top ten
largest lettings of the year.

Various lesser consolidated areas have registered falls
in asking rents, reaching figures that are very close to
the limit of profitability. Owners prefer to have the
property let at a low rent than maintain an empty
building until the market recovers.

Generally speaking corrections will continue until mid
2010, although the development of each market and
sub-market will be case specific, and even on some
occasions, a particular building or complex of buildings
will become a “micro market”, throwing a spanner in
the overall data.

In the CBD it seems that we are headed back down to
rental prices seen in 2004. 24–25 €/sqm/month could
be the bottom of the market and a point from which a
slow recovery can be begun.

Prime rents evolution

Source: Savills Research

Major leasing transactions - 3Q 09

Source: Savills Research / (*) Advised by Savills Office Agency

Major investment transactions - 3Q 09

Source: Savills Research

Tenant Area Size (sqm) Sector

Instituto de
Empresa CBD 1,000 Business

services

Itinere (*) CBD 1,100 Business
services

Joca A-6 1,400 Construction

Siemens
Enterprise A-1 2,300 Technology

Grey Iberia CBD 3,000 Business
services

Xanit Urban
area 3,100 Business

services

Stryker Iberia A-1 6,500 Industry

Rents and transactions
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Buyer Area €m Building

Reyza 2006 CBD 31.30 Pº de la
Castellana, 15

Private investor Urban
area 8.00 Aravaca, 22

Private investor Urban
area 8.22 La Palma, 10



Investment market
The investment market continues to reach low
records

Yet another quarter showing the lowest figures
registered in a decade. The summer break also left its
mark on the office investment market in the capital.
Between January and September acquisitions reached
a total volume of 450 million euros, which
demonstrates the reduction in activity in a market
which has been very slow for a long time. Looking
back at the previous first nine months of the year all
aspects of the market were in negative figures; 47%
less transactions were signed, registering a fall of 66%
in investment volume and the average investment
volume for properties is at 26 million euros, i.e., 37%
less than the 42 million achieved in September 2008.

Investment volume per quarter

Source: Savills Research

Only five transactions have been registered over the
third quarter. One of them is in line with the most in
demand properties: an office building on the
Castellana, acquired by a national family office for a
value of approximately 30 million euros. The rest of the
acquisitions all have the same form of buyer profile:
private Spanish investor. These types of companies
know the market like the back of their hand. They
know the market idiosyncrasies, they are confident the
market will recover and are not reliant on financing, as
their acquisitions are focused on small volume
properties (all of the transactions carried out in the
third quarter, have been below a volume of 20 million
euros).

The market continues to be split between the CBD and
its immediate surrounding area and the other areas.
Only one transaction registered in the last few months
was located outside of the M-30 ring road.

However, the lack of transactions does not imply a halt
in the market. The already long decision taking
processes have been extended even more due to the
gloomy economic forecasts and the difficulty of
acquiring financing.

With various deals under negotiation for several
months now, it appears that the last quarter of the year
could be the saving grace. On the other hand, various
different companies, some of them directly related with
the real estate sector, have opted to put up “for sale”
signs on their respective headquarters. The sale &
leaseback formula has been the alternative employed
over the last few years by numerous companies.
Ferrovial have put their office they occupy in
Chamartín on to the market and Acciona would
continue to occupy its two headquarters that it has in
the La Moraleja Business Park.

But this is not the only product on the market. No one
is oblivious to the fact that the difficult economic times
are affecting numerous developers, especially those
that have close ties with the residential market, hence,
even though the majority are successfully managing to
restructure their debt with their respective banks, they
are prepared to throw “ballast” over board. There is
investment supply, but, does it live up to investor
expectations?

The majority of the properties are below 40 million
euros, which fit with the price expectations of the most
active buyers in the market: private national investors,
mutual insurance companies and family offices. The
problem boils down to the fact that the majority of
properties do not comply with all of the quality criteria:
location, type of property, tenant and length of contract,
etc. Hence Sale & Leaseback structures with long
contracts and solvent tenants are of interest to buyers,
however properties located on the outskirts or far from
the CBD could make it difficult to close some
transactions, despite the whole deal appearing to be a
good acquisition opportunity.

Estimated capital values - CBD

Source: Savills Research
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Yields and outlook
Yield stability

For the second consecutive month prime yields remain
at 6%. Everything points to this remaining the same
until the end of the year. Rents will continue to fall for
some time, therefore yield stability will not be
connected to the growth in price per sqm. The price
per sqm on the city’s main street is at approximately
6,000 euros, which is half of the highest price reached
at the top of the market in mid 2007.

Economic forecasts: stabilization and slow
recovery in Spain

According to the monthly survey carried out in October
by Consensus Economics on economic and financial
companies, we are now at a point in the crisis in which
we have reached the highest internannual falls of the
main macroeconomic indicators and said negative
figures are forecast to stabilize slightly, with economic
growth expected to return in the second half of 2010,
however the average annual GDP variation rate is not
expected to be positive.

Spain - Economic forecast (y-o-y variation)

Source: Consensus Forecasts (October)

Estimations on other important indicators, such as
private consumption, fixed income investment or
industrial production, show negative figures in 2009
and 2010, although these are expected to develop
along similar lines to the GDP: an end to the continual
quarter on quarter worsening of annual rates in order
to come closer to an end to the recession in the next
year. With regard to prices, we expect that the annual
CPI variation will be positive by the end of the year,
remaining in the region of 1.4% in 2010.

Market outlook

With the main economic indicators in negative figures
and with employment offices bursting at the seams
given the ever increasing number of unemployed, short
term expectations are not very optimistic.

The economic and labour situation is not the most
positive, these factors have heavily influenced the lack
of demand over the past few months. Despite this,
there are various companies looking for large new
headquarters in the market. Depending on how many

of these are signed will very much influence whether
the annual volume of take-up is at one or the other end
of 225,000 sqm - 250,000 sqm, which is approximately
half of the space contracted in 2008.

The vacancy rate will not increase as much as
expected by the end of the year due to the postponed
delivery of the two towers in the CTBA complex. Caja
Madrid will delay its move for a few months due to
some finishing touches to their property and Torre
Cristal will also open its doors at the beginning of
2010. On the other hand, the end of construction
works on the third phase of Rivas Futura continues to
be on “stand by”. Taking these large developments out
of the list of new developments, which make up some
100,000 sqm, only 89,000 sqm will come on to the
market in the fourth quarter, of which more than 50%
will be owner occupied: Registradores de la Propiedad
at the end of Calle Alcalá and AMA in Cristalia
Business Park.

The delay in works for projects under construction
creates some form of control on the vacancy rate
avoiding a situation of over supply.

The fall in rents will continue until the end of the year
and will continue along the same line next year. The
first signs of recovery could appear at the end of 2010,
with rental prices stabilizing in prime areas.

In the investment market, the Madrid CBD will remain
in the hands of national investors. It is they who,
despite yields being lower than in other European
countries, know how to value the acquisition
opportunities. The maximum price per sqm at the top
of the market was double that of the current price per
sqm. It is now feasible to buy a property on the
Castellana for 6,000 €/sqm. Yield stabilization heralds
a change in trend. Over 2010 it is possible that they
may decrease, faced with a fall in rents, the price per
sqm could decrease slightly more.

Rents and yields - CBD

Source: Savills Research
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2008 2009 2010

GDP 0.9% -3.7% -0.5%

Consumer spending -0.6% -4.9% -1.1%

CPI 4.1% -0.2% 1.4%
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