
� The annual volume of take-up beat all
expectations reaching 315,000 sqm. Despite this,
any indication of recovery is merely an illusion, as
the last quarter’s results favoured a final end of
year push. The 146,000 sqm of space contracted
between October and December comprised 46%
of the year’s total take-up as various transactions
of more than 10,000 sqm coincided at the same
time.

� The Madrid office market now has 1.3 million sqm
on offer, which leaves the vacancy rate at 10.5%.
The delayed delivery of various developments as
well as the incorporation of various already
occupied corporate headquarters did not manage
to curb the capital’s office market vacancy rate
from rising still further.

� The continued fall in rents is the result of a simple
equation: increased supply and reduced demand.
In the CBD the closing rent has been at between
€28–29/sqm/month and the inter quarterly rate
of change has been very slight (-3%) whilst the
annual rate of change reached minus 24%.

� Investment volumes were also at record lows. The
€582 million achieved is 25% below what was
registered in 2000, which up until now is the
lowest figure over the last decade. A very general
analysis of the year would show that the most
prized properties were prime buildings in the CBD;
“sale & lease-back” transactions have been of
particular interest and national investors have
dominated the playing field.

“Private national investors will continue to dominate the CBD and
force yields downward. This will lead international funds to focus
more on decentralised prime locations, where lot size will
automatically select the investors”.

José Navarro - Deputy Managing Director, Savills Spain
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Spanish economic situation

The most critical point of the economic crisis is now
behind all of those countries affected. The joint and
urgent measures adopted appear to have alleviated
the effects of what could have been considered to
have been a depression of unconceivable magnitude.
However, the situation is a long way off any great
optimism or any sensation of lasting relief: all the
indicators are suggesting improvement, but there is still
uncertainty as to when the eagerly awaited recovery
will happen in terms of time and intensity. There are
many issues — unemployment, public debt, the
situation of financial entities, the poor real estate
market — which could make the economy fall in to
relapse.

GDP, consumption and employment

Source: INE

To an even greater extent the aforementioned
international situation is also applicable to the Spanish
economy. The crisis, which perhaps arrived slightly
later compared to other countries, has been much
more severe in Spain and everything points to it taking
longer to end. Internal problems - competitiveness,
dependency on the real estate sector, the inflexibility of
the labour market – which were secondary in boom
times have entered the fray in full force, exacerbating
(or exacerbated by) the effects of the global recession
in Spain. The large amount of public debt incurred, the
housing sector in free fall and high unemployment will
not recover in the short term and will require a great
deal of effort to return to the levels desired.

According to official data the year-on-year annual fall in
Spanish GDP in the fourth quarter of 2009 was lower
than the previous three months and was set at -4%. In
the same way as the domestic product, the majority of
macroeconomic components continued to drop down
to lower rates than were registered in the previous
quarter: household consumption also dropped to 5.1%,
leaving the domestic demand contribution to GDP at

-6.5%. Gross fixed investment also continues to
register poor figures (-16.2%) and, in terms of supply,
all productive sectors have seen their figures fall less
aggressively.

Retail sales and consumers’ confidence

Source: INE, ICO

The decline in economic activity seen over the past
few years has had profound repercussions on the
labour market. At the end of 2009, the unemployment
rate was at 18.83% and the number of unemployed
was well over four million people. The number of
people being made redundant is gradually falling, but
one will have to wait for considerable GDP growth in
order to see job creation, and in the short term we will
not return to seeing unemployment rates seen
immediately before the crisis.

December registered an annual price increase of
0.8%, closing 2009 in positive figures, which on
average saw a negative year-on-year rate of change.

CPI and Euribor

Source: INE

Economy
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Demand
Yet another record low

The Madrid office market year closed beating all
expectations. Gross take-up was expected to be
between 200,000 sqm and 250,000 sqm and ended up
at slightly more than 315,000 sqm. Can we therefore
now say that we are on the road to recovery? Nothing
could be further from the truth. The “end of year” effect
in the last quarter meant that there was a rally in take-
up levels after successive lows registered since
January. Therefore, take-up in the fourth quarter
(146,000 sqm), made up 46% of the total annual
figure.

December was the most productive month in terms of
contracts signed. On the one hand, many of the
negotiations which were already underway were closed
because companies wanted to begin the year with the
sensation of having put pending issues to bed, and on
the other, several large space requests which had
been in the market for many months and in some
cases had been looking for space for several years,
have signed at the same time. The five largest
transactions of the year, all of which were signed in the
fourth quarter and all of more than 10,000 sqm, made
up 21% of annual take-up and 46% of that quarter’s
take-up.

Despite the fact that the 300,000 sqm mark was
broken, the annual volume of take-up was 35% less
compared to the previous year and yet again is a
record low for the past decade.

Take-up and number of transactions

Source: Savills Research

The average size of lettings has fallen slightly. It was
slightly above 1,000 sqm in the last quarter, but the
modest figures of the previous quarters left the average
annual figure at almost 800 sqm. The large majority of
occupiers (83%) took less than 1,000 sqm.

On the other hand, 17 transactions of more than 3,000
sqm, i.e. 4% of demand, made up 37% of take-up. The
areas which saw the largest transactions in terms of
volume have been the urban area, the A-6 area and the
Julián Camarillo sub-market in the east of Madrid.
Again we should point out the good end of year results,
as 56% of these transactions were carried out between
October and December.

Geographical distribution of the take-up - 2009

Source: Savills Research

There have been no new surprises in terms of the
geographical distribution of take-up. Occupiers continue
to show a clear preference for the CBD and the city
centre, where 45% of the year’s take-up has been
located. The level of take-up within the M-30 ring road
reached 51%. The market climate has favoured tenant
rent renegotiations with property owners and, in some
cases, this has happened before the end of the
contract, hence the expected exodus to decentralised
and periphery areas did not happen as expected.
The most active sector continues to be “Business
Services”, constituting 37% of take-up and 39% of all
transactions. Public administrations have also been
present in the market, more specifically the Community
of Madrid carried out the largest transaction of the year.
Close to 19,000 sqm of one of the old BBVA
headquarters in the city centre, which will be occupied
by various regional government bodies.

The sales to owner occupiers are not going through
the best of times. Sales hardly reached 15,000 sqm,
80% below the area sold in 2008 and 90% compared
to 2007. The still uncertain and difficult economic
climate is not favouring the closure of sales
transactions. Businesses are prioritising liquidity and
banks are offering credit with demanding and strict
financing conditions.
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Vacancy rate reaches double figures

In December 1.3 million sqm of office space was vacant.
The supply in Madrid is spread over various areas. 25%
is distributed between the CBD and the urban area, 33%
is spread in the area around the M-30 and the remaining
42% is spread across the main access roads in to the
capital. On the outskirts of the city, the northern and
eastern zones make up almost a quarter of the total, in
the areas furthest from the city centre, the business
developments around the A-1 make up 18% and the
A-6, 10% of the total.

At the end of the year the market vacancy rate was at
10.5%. The delayed delivery of various developments
and the incorporation of various already occupied
corporate headquarters did not manage to curb the office
market vacancy rate in the capital from rising still further.
On the other hand, the signing of various large
transactions over the past few months does not imply
that they will immediately vacate from their current
locations. For example, Mutua Madrileña’s old
headquarters will have to be fully refurbished before
Cuatrecasas moves in.

Annual vacancy rate

Source: Savills Research

Of the slightly more than 100,000 sqm of office space
that was delivered between October and December, 57%
was in owner occupied properties. By volume we would
highlight the new Land Registry (Registradores de la
Propiedad) headquarters. Carlyle delivered the 30,000
sqm property in December, which is located in the Julián
Camarillo area at the end of Calle Alcalá. Coca-Cola and
AMA are also both moving in to new headquarters in the
Campo de las Naciones area. In terms of “speculative”
developments we would highlight the Tripark Business
Park in Las Rozas, which comprises 32,500 sqm split
across three buildings, where Grupo Dia has rented
10,500 sqm.

By the end of 2009, close to 300,000 sqm of new office
stock were delivered. The reconversion of industrial
areas such as Julián Camarillo and Manoteras is the
main driver of technological properties for office use in

these areas. 38% of all new supply has been located in
these areas. The high levels of pre-let space in 2007 and
2008, in both cases close to 50%, have been
significantly reduced to 17%. In many cases these
contracts have only been signed a few months before
the property was delivered.

Around 400,000 sqm of office space is expected to come
on to the market in 2010, however, we should point out
that the delayed delivery of the two towers that will
complete the Four Towers Business District and the third
phase of Rivas Futura, are all expected to be delivered
this year and these make up 40% of this total figure.

44,600 sqm of various properties which are being
refurbished are also included in this annual figure and
these are expected to come back on to the market over
the year; therefore, if there are no delays, by the end of
the year total stock will have increased by close to
350,000 sqm.

Excluding the three developments which have postponed
their delivery, the areas where the majority of new office
space will come on to the market will be the northern and
eastern zones. The Sanchinarro, Las Tablas and
Montecarmelo PAU’s will continue to see more office
supply. Metrovacesa will deliver the Vía Norte business
park in various phases and BAMI’s Adequa Business
City will deliver the two office properties in the second
phase.

In the eastern zone, Reyal Urbis will finish the business
park works which it has constructed in the old Casbega
bottling plant located at the beginning of the A-2. The
business park is made up of five properties which will
comprise a total of 50,000 sqm of new office space.

But, will all of the projects adhere to the forecast dates in
the delivery schedule? The developers are monitoring
the market situation in order to be able to speed up or
slowdown the delivery dates of the properties, although
everything seems to indicate that a recovery is still a long
way off.

Future supply

Source: Savills Research

Supply
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Ongoing decline, but a more subdued pace

Rents fell for the fifth consecutive quarter. Talk of rents
continuing to fall prevails; this is due to the high levels
of vacancy in specific areas of the market and the
weaked demand which has inevitably meant that rental
prices would drop.

At the end of the year the passing rent in the CBD was
between €28-29/sqm/month, which represents a 24%
fall compared to the same period the year before. More
encouraging news is that everything points to price
falls slowing gradually, although we will continue to see
negative growth until at least the end of 2010. On the
other hand, with regard to the inter quarter rate of
change, we would point out that although the passing
rent on the Castellana stabilised between €28-29/sqm/
month, some transactions were carried out in this area
which were above this level at between €30-32/sqm
/month. We have not taken these in to account as they
are one off transactions and are clearly above market.

In prime areas outside of the M-30, rental decreases
are the same, although there has been no flattening
out in terms of rental decline which is happening in the
prime areas of the city. The y-o-y annual variation in
the best periphery areas has reached -27%.

Rental renegotiations have been a very frequent
“manoeuvre” in the market. Now this not only applies
to occupiers whose contracts are about to expire, but
also to others who have opted to reduce the rent in
their contract in exchange for extending the length of
rental term. The complicated financial situation of many
companies has meant that they have had to adopt a
strict policy of cost reduction, where rental savings and
new contracts has meant that there has been a
reduction in final closing rents and spaces are being
adapted to take maximum advantage of their use.

There have been few changes in terms of asking
prices. Generally speaking owners are not changing
their asking prices, but negotiations on the way to
closing a deal tend to include aspects which “conceal”
discounts of up to 20%. Parking spaces included in the
office rent, long rent free periods or accepting to pay
for some of the fit out costs are some of the most
widely used incentives in agreements. However, those
owners who have adopted a strategy of reducing
asking prices have been rewarded by occupier interest
and the closure of deals. Naropa has achieved 91%
occupancy in Avalon Business Park after progressively
decreasing asking rents over the marketing period.
There was a difference of more than 30% between the
maximum and the minimum price.

The short and medium term forecasts show general
falls throughout the year. In the CBD rents could reach
the same levels previously seen in 2004; €24-
25/sqm/month would be the bottom of the market and
the point at which recovery can start later on.

Prime rents evolution

Source: Savills Research

Major leasing transactions - 4Q 09

Source: Savills Research / *Advised by Savills Office Agency

Major investment transactions - 4Q 09

Source: Savills Research

Tenant Area Size (sqm) Sector

Ministerio de
Fomento CBD 9,000 Public

Administration

Eptisa East 10,500 Business
services

Grupo Día A-6 10,500 Distribution

Cuatrecasas Urban
area 15,000 Business

services

CAM* Urban
area 19,000 Public

Administration

Rents and transactions
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Buyer Area €m Building

Private investor South 45.00 Ombú, 3

Private investor Urban
area 40.00 Príncipe de

Vergara, 135

Grupo Zriser A-1 15.50 Avda. Europa,
10

Castycapital Urban
area 18.00 Alcalá, 17



Investment market
2009: record lows in terms of the last decade

At last the annus horribilis of the Madrid office
investment market has ended. After various
consecutive record lows in quarterly data, the annual
investment volume reached €582 million, which is the
lowest annual record for the last decade. In
comparison to the previous year, this reflects a 62%
decline in investment volume and 81% compared to
the €3,000 million achieved at the top of the market in
2007. Up until now the lowest year was 2000, but
2009’s figure was 25% below this figure.

Investment volume per quarter

Source: Savills Research

Investor activity has suffered due to the still less than
favourable financial and economic climate, and the
lack of quality product on the market. Spanish
companies are still the undisputed leaders. All
properties were acquired by national companies and
91% of investment volume transacted was for local
investors. In the remaining 9% the United Kingdom
and USA were represented in the sale of the Fortis
Bank headquarters and a property at the beginning of
the A-2, whose previous owners were Standard Life
and GE, respectively.

The star products continue to be properties in the CBD
or in the surrounding area, good quality properties,
occupied by solvent tenants, long term contracts and
an average lot size of between €15 to 30 million.
Foreign investors are also looking for prime properties,
but with higher yields. National investors are more
aggressive and leave them out of the game.

Activity in secondary markets (outside of the city centre) is
very limited. 80% of investment volume was in properties
located within the M-30 ring road, more than 50% in the
CBD and neighbouring streets. Only four of the 23
registered transactions have been outside of the city’s
main ring road.

Geographical distribution of the investment volume
and the number of transactions - 2009

Source: Savills Research

The majority of properties in these areas are larger in
lot size than national investors can reach, hence it
seems that only foreign funds would be able access
them, although at the moment they prefer the prime
area of the city. We are in a vicious circle. The yields
for properties in areas which they are interested in are
much lower than they believe they should be at and
the higher yields are outside of their area of interest.
Whether it be in the short or long term there will come
a point when market circumstances will “oblige” them
to leave the city centre, despite they will remain in
prime decentralised areas, i.e. very consolidated. On
the other hand, it is hard for Spanish investors to
achieve the lot size of these properties, hence it would
seem that they are “reserved” for international buyers.

The sale & lease-back format made up for 33% of the
total investment volume. Initially this type of transaction
was driven by banks, but by the end of the year
various companies from different business sectors had
opted to sell their headquarters and occupy them as
tenants.

But these types of transaction are not merely confined
to the office market, rather this “phenomenon” has
been seen in industrial – logistics and in retail, as it is
a quick and easy way to obtain liquidity. We could put
the bank branches of various banks and savings
banks, halfway between offices and retail. Banco de
Santander started the craze in 2007 and other financial
entities have followed suit. At the end of the year BBVA
closed the sale of 950 retail units, in which Savills’s
Capital Markets department advised the buyer, RREEF,
Deutsche Bank’s real estate fund. The total figure for
the transaction was around €1,200 million which we
have not included in the annual office transaction
volume as we believe that these transactions have
more of a financial profile to them.
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Yields and outlook
In the coming months we will see other similar
transactions as various other banks and savings banks
have already put their bank branches up for sale either
as large portfolios or in smaller lots.

The family offices which up until now have opted for
office buildings have the capability to acquire small
portfolios of retail units, up to a value of approximately
€50 million, therefore a part of the traditional office
investment market volume could “divert” to this
“variant”. Large portfolios are a product which is
reserved for highly specialised foreign investors.

Rents and yields - Prime CBD

Source: Savills Research

Yields stabilise...

…and are clearly trending downwards. At the end of
the year yields in the CBD were at between 6% and
5.75%, but rents are expected to continue to drop over
the year, therefore the price per sqm is no expected to
be affected in any great measure.

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

Source: Consensus Forecasts (January)

Economic forecast: 2010, positive figures on the
way

According to the monthly survey that Consensus
Forecasts carried out with economic and financial
entities in January, Spain would return to positive

macroeconomic figures, although on average these will
continue to decline over the year, in contrast to other
developed countries, which will recover quicker.

There is unanimous agreement that the sharp falls in
GDP, private consumption, investment and the majority
of other components, both in terms of supply and
demand, have finished and will gradually edge their way
back to registering year-on-year growth around half way
through 2010. As time goes on, there is even more
uncertainty as to how much the economy will increase
once the crisis is over, with moderate increases in GDP
and other magnitudes foreseen from 2011 onwards.

Market outlook

Despite the fact that large transactions have appeared
back on the scene, market sentiment is not optimistic.
Several of the transactions which were not signed in
December are expected to be signed over the first few
months of the year, however at the moment no large new
requirements have been detected in order to replace
those that have just been signed. In June we could see
quarterly results be back down to record lows, which
would be followed by a subdued third quarter, marked by
the traditional summer holiday break. In the best case
scenario, annual take-up could reach a similar level to
that of 2009.

There are various developments in the final phases of
construction. The first quarter of the year will see the
highest volume of new office space come on to the
market. However, out of the 180,000 sqm, 16%
corresponds to Torre Caja Madrid, which will be owner
occupied, therefore only 125,000 sqm will be added to
market supply. On the other hand, close to 20,000 sqm
will not be added to the stock as they are two refurbished
properties. Aside from the rate of change in terms of new
supply and new properties being added to the market,
there is no doubt that the current number of users
looking for space in the market will not be sufficient to
reduce the vacancy rate, therefore we will see vacancy
continue to rise over the year.

The lack of demand and rising supply will continue to
push rents down.

The investment market is slowly becoming more active.
National investors will continue to be interested in prime
properties and will dominate the Castellana and the
surrounding area with aggressive yields.

Foreign investors are keeping an eye on the market.
Faced with the difficulties of gaining access to the CBD,
the heavily consolidated periphery areas of the city could
witness some of the biggest transactions seen over the
past few years.
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2009 2010 2011

GDP -3.6% -0.4% 1.2%

Consumer spending -5.1% -0.8% 0.9%

CPI -0.3% 1.4% 1.7%
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