
� Gross take-up in 2010 amounted to 440,000 sqm,
which was touching on 40% more than the same
figure in 2009. There was an increase in large
transactions, which made up 17% of total
volume in 2009 and rose to 25% in 2010. It
seems that large companies have felt that it is the
perfect time to relocate, both because of the
amount of vacant space on the market and the
affordable rents.

� Despite the good take-up performance and the
fact that newly developed office space is only
coming on to the market sporadically, the vacancy
rate continues to climb higher, primarily due to the
fact that many companies who opt to re-locate
their headquarters, are moving and taking less
space than the space they used to previously
occupy..

� Rents continue to gradually fall. The excessive
amount of supply and the lack of demand
continue to push rents downards, although in the
CBD and prime areas outside the M-30, the
negative year-on-year change has decreased for
the fifth consecutive quarter.

� The investment market closed the year with a
slight increase on 2009. The close to €700 million
transacted volume was a 14% increase on the
previous year’s figure. National investors
continued to be active, both as vendors, as well
as purchasers. Besides foreign investment has
increased significantly, with the total amount
closed increasing from 2% in 2009 to 31% in
2010.

“The CBD could become once again attractive to large corporations in need of
high quality accommodation, thanks to a number of 'state-of-the-art' new or
refurbished properties, in the short term, which will be offered at competitive
terms”.

Ana Zavala - Head of Office Agency
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Spanish economic situation

Generally speaking, the European economy saw a
slowdown in growth over the third quarter of 2010
(annual 1.9% and quarterly 0.3%), after the good
results in the second quarter (2.0% annual and 1.0%
quarterly). Not all countries experienced the same
levels of growth; there was a great deal of diversity: on
the one hand, countries in central and northern Europe
(Germany, Denmark, Sweden…) continued to grow at
a good pace and on the other, more peripheral
countries (Italy, Greece, Ireland, Portugal, Spain…)
grew at much more subdued rates or were even flat or
in recession. Outside of the continent, there is a much
clearer outlook in terms of coming out of the crisis;
emerging countries maintain their strong levels of
growth and the traditional powerhouse economies
(USA, Japan) have improved considerably.

GDP, consumption and employment

Source: INE / *Full time

The changes in the aggregate macro-economic
indicators in Spain over the last few months point to
stagnation. To this, one must also add the recent
uncertainty with regard to sovereign debt, which has
lead the German bond spread to rise to highs of
almost 300 basis points in November, after the new
bailout plan for Ireland, which came on top of the
Greek bailout in May. The Spanish economy grew by
two-tenths of a percent year-on-year in the third
quarter and 0.0% compared to the previous quarter.
There was no significant improvement in any supply or
demand factors. The fall in household consumption is
noteworthy (it fell by 1.1% quarter-on-quarter and went
from growing by 2.2% in the second quarter to 1.4% in
the third quarter), which is an indication of the effect
that the increase in VAT in July 2010 has had.

Retail sales and consumers’ confidence

Source: INE, ICO

The increase in prices in December (3%) is significant,
and to a certain degree surprising, taking in to
consideration the change in consumption over the last
part of 2010, which reached its peak after a gradual
increase which started in the second half of 2009.
However, we should note that the main causes of this
considerable increase in the last month of the year
(tobacco and especially fuel) are essentially inelastic
demand goods and are therefore not as affected by the
general U-turn in internal consumption.

The Spanish unemployment rate went back above
20% in the fourth quarter and recent performance of
the Spanish labour market is not showing any signs of
improvement; in order to see any real improvement in
employment figures, we will have to wait for stronger
economic growth.

CPI and and Euribor

Source: INE

Economy
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Take-up and Demand
Demand

Is a market recovery on the horizon?

The overall gross take-up figure for 2010 amounted to
440,000 sqm, which is an increase of 40% compared
to the same figure in 2009. Without a doubt this figure
inspires hope, but we must remain cautious , as other
market indicators (vacancy rate, rental change, etc.)
are pointing in the opposite direction.

Large transactions were carried out in all four quarters
of the year and the total number of lease contracts
signed for more than 1,000 sqm over 2010, increased
from 17% in 2009 to 25% in 2010. The decision for
large corporations to relocate is influenced by many
factors, but it seems that we are at a key point, given
that when companies are looking for something
specific, there are various alternatives (new-build,
renovated or “turn-key”) in various different areas of
the city (both in urban areas, as well as peripheral
areas) with very beneficial rents. A few years ago, this
situation was unthinkable, both due to the lack of
available space and property options, as well as the
high rents at the time.

Take-up and number of transactions

Source: Savills Research

At the moment, small occupiers are on hold. Despite
the fact that they know that they have more options,
which they could adapt to their office space needs,
they are also waiting to see what happens to macro-
economic figures, which at the moment, are not
extremely promising. Small companies are extremely
exposed to the situation and where possible are opting
to review their rents.

The savings banks (cajas de ahorro) mergers have left
their mark on the market. Banca Cívica and SIP
comprising of Caja Murcia, Caja Penedés, Sa Nostra
and Caja Granada have opted to debut both of their
headquarters in the main area of the CBD, whilst the

new Banco Base, will not currently take new space and
instead, will temporarily occupy the CCM building on
Carrera de San Jerónimo.

Public bodies have also carried out large transactions.
AENA will transfer various offices to Pegaso City,
where it will take 15,000 sqm while the Fundación
Tripartita took 9,000 sqm in a modern building at the
beginning of the A-2 motorway.

Looking at the year as a whole, the first half saw better
results than the second half of the year, but the main
transaction made everyone wait until the last week of
December: the International Consultancy PwC will take
more than 20,000 sqm of office space in Torre Sacyr,
in order to amalgamate its three headquarters that it
currently has in Madrid under one roof. Therefore the
amount of vacant space in the CTBA (not taking in to
consideration Torre Caja Madrid, which will gradually
be occupied by the owner) has fallen by 27% and the
vacancy rate is now at 33% (at the end of September it
was 45%).

The macro PwC letting made up 23% of quarterly take-
up and pushed up the take-up level inside the M-30
area to 58%. But looking at annual figures for the
amount of space marketed inside the M-30 area over
2010, confirms that the city centre continues to be the
main area of demand for small and medium sized
businesses and occupiers which required large office
spaces went to the more periphery areas, which made
up 60% of the total gross take-up.

Yet again the north-eastern area of the city saw the
largest amount of office take-up; 46% of the year’s
take-up was spread between the different periphery
and outer business areas which are between the A-1
and the A-2. New developments and renovated
properties with good quality facilities, which have been
put at reasonable rents have let quickly.

Owner-occupier office sales are definitely on the rise.
Since the end of 2009 both the percentage number of
transactions, as well as the amount of space has
gradually increased. In the year as a whole, sales to
owner occupiers comprised 5% of all transactions and
little more than 8% of take-up. The lion's share of deals
was for small offices (< 500 sqm) in sole-use office
buildings in the urban area. The most important
transactions were not in this category. We would
highlight various transactions of whole properties, such
as Reyal Urbis’s old headquarters in General Pardiñas,
where the Chinese Cultural Centre will be located. The
Arab Emirates Embassy acquired a property in the first
stretch of the A-2 highway and ICJCE purchased a
property in the AZCA area.
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Supply

Vacancy is rising to a crescendo…

Despite the fact that there seems to be more demand
for office space, the vacancy rate continues to rise. This
is primarily due to the fact that many companies who
have decided to relocate their headquarters, have taken
less space than the space they used to take in the
previous property. Hence, the amount of vacancy in the
Madrid office market continues to be at record highs.
With approximately 1.5 million sqm of vacant office
space on the market, 2010 closed with a vacancy rate of
close to 12%.

Vacancy rate

Source: Savills Research

This figure in isolation is certainly alarming, but we
should point out two important factors. On the one hand,
not all office areas have such a high vacancy rate. The
CBD currently has a vacancy rate of around 5% and
other prime sub-markets outside of the M-30 are in the
range of between 5% and 8%. In addition, there are
other outer lying periphery areas of the city, where the
vacancy rate is above 25%. On the other hand, another
important factor is that not all vacant space is “easily
lettable”, at least not immediately, due to the large
majority of office stock in Madrid being outdated. This
problem is generally more evident in the urban area.

Little more than 350,000 sqm of new or renovated
space came on to the market over the year, which was
a 15% increase compared to the total amount of new
space and renovated space in 2009. This figure could
seem strange and at first glance, suggests one to think
that despite the difficult real estate market climate,
developers continued to develop properties, without
taking into consideration market indicators. This could
not be further from the truth. Both in 2009 as well as in
2010 various project handovers were delayed by
months and even by years and in 2010 various large
developments coincided coming on to the market. We
are refering to the two towers which were completed in
the CTBA (Torre Cristal and Torre Caja Madrid) and the

third phase of the Rivas Futura Business Park.
Excluding the 160,000 sqm which were in these three
developments, the total would be below 200,000 sqm.

In addition, we would highlight, that besides new
developments, various properties have been
reincorporated on to the market after carrying out
refurbishments, hence these have not added to the total
amount of office stock.

In terms of the amount of projects which have been
taken, owner occupation and pre-lets alleviated the
amount of new space in the market. Caja Madrid will
gradually occupy its new headquarters at the end of the
Castellana and other companies will only occupy part of
their buildings, leaving the remainder to let. In total,
almost 20% of the space delivered in 2010 was owner
occupied.

There were some pre-lets signed over the year,
although the majority of contracts were signed when
construction works were at a very advanced stage or
when the delivery of the property was imminent. Little
more than 15% of new offices came on to the market
with tenants in place and then afterwards found new
tenants.

As has become the norm, fewer properties will come on
to the market as the months go by. At the moment we
expect 170,000 sqm of new or renovated office space to
come on to the market. The A-2 will receive the lion’s
share of new space. Everything points to the fact that
the Reyal Urbis macro project could be delivered this
year (which currently does not have any tenants in
place) and AENA will debut its new headquarters in
Pegaso City. Peugeot will also relocate its headquarters
to the “turn-key” building that GMP is finishing in the Las
Tablas PAU. Various new and fully refurbished
properties will come on to the market along the
Castellana. In total, this will mean almost 40,000 sqm of
new space, which will continue to pressure rents
downwards.

Pipeline: new developments and refurbishments

Source: Savills Research

Supply
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Rents and transactions

Rents continue to slowly fall

There is very little news to tell when it comes to rents.
Over-supply and the lack of demand continue to push
rents downwards, although it is true that not all areas
of the market are progressing at the same pace.

Concerning prime areas, both inside and outside the
M-30, where supply is currently at “healthy” levels, and
there is ongoing demand, has meant that rents have
changed very slightly since the end of 2009. There has
been an approximate 5% year-on-year fall in the CBD
and the extremely well consolidated submarkets
located outside of the city’s main ring road have
touched on -8%. Compared to the previous quarter,
prime rents fell by between 0% and -2%. The
42€/sqm/month that was achieved at the top of the
market, seems to be a figure from a bygone age and
given the current market climate, we will be waiting a
long time to reach those figures again. At the end of
2010, rents in the CBD were at between
27€/sqm/month and 28€/sqm/month and the difference
between this figure and the maximum rent achieved
over the last decade was -35%.

The secondary zones in the urban area and the nearby
periphery areas have higher vacancy rates. Some sub-
markets have seen the vacancy rate increase
significantly due to new developments without tenants
coming on to the market. However, these are
“historically traditional” office areas, which have
complementary services to the office activity in the
area. The majority of these areas are easily accessible
by public transport and the properties have the
technical and technological facilities currently required
by companies. Whilst waiting for demand to pick up
again, reducing rents is the quickest way to attract
tenants. The year-on-year change in the secondary
area category was -12.50% within the M-30 and -14%
outside of the M-30.

Finally we must look at the areas furthest from the city
centre, in which even in the best of years the vacancy
rate was well above the market average. Normally
these areas have seen the lowest figures, in many
cases rents were at single digits. In order to adapt to
the current market situation, in the worst of cases rents
came down to almost touching on industrial sector
prices. In other sub-markets, where vacancy has not
increased so much and where there are modern
buildings and large corporations are still basing there
headquarters, the fall has not been as marked.

Furthermore, it is interesting to point out that we are
refering to headline rents. Temporary rental discounts
which have been acquired by tenants via rent-free
periods, contributions to fit-out costs, scaled rents, etc.,
leave net rental levels between 15% and 20% below
headline rents.

Prime rental growth

Source: Savills Research

Major leasing transactions - Q4 2010

Source: Savills Research

Main investment transactions - Q4 2010

Source: Savills Research / * advised by Savills

Rents and transactions
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Purchaser Area mill. € Address

Private
investor CBD 28 Pº Recoletos, 33 *

Mapfre A-1 30 Mercedes Benz HQ

WP Carey Tres
Cantos 80 Prisa HQ

Tenant Area Surface (m²) Activity

PwC Urban
area 21,000 Professional

services

IE Urban
area 6,500 Professional

services

BBVA M-40
NE 5,000 Bank

Confidential Nortth 4,600 Pharmaceutical

Grupo Tragsa East 4,300 Public
Administration

Mare Nostrum CBD 3,500 Bank



Investment
Investment

International funds are on the scene again

The Madrid office investment market grew slightly in
2010 in comparison to the previous year. The total
investment volume was close to €700 million, which is
a 14% increase compared to the same figure the year
before.

After the summer months, when only one transaction
was carried out, the last quarter of the year saw more
activity, making up 23% of the total annual volume.
The first half results by far exceeded the second half of
the year, given that the two largest transactions were
carried out between April and June, both of which were
above €100 million. “Consorcio de Compensación de
Seguros” bought Torre Masters II and SEB became the
new owner of the Caja Madrid headquarters in the Las
Rozas Business Park. The largest transaction in the
second half of the year was the sale & leaseback of
Prisa’s headquarters in Tres Cantos to WP Carey,
which was signed for €80 million.

Investment volume

Source: Savills Research

The acquisition of projects has injected a certain
degree of optimism into the market. The northern area
of the market has a solid future and FCC chose the
Las Tablas PAU to locate its headquarters, which it will
let, as the complex was bought by Gorbea. The major
boost will come via the Operación Chamartín (the
largest urban development in Europe); after almost two
decades of uncertainty, it appears that a final decision
will be made shortly.

The market continues to be dominated by national
players, both in terms of vendors, as well as buyers,
but there has been a significant increase in foreign
capital in transactions. If in 2009 98% of investment
transactions were carried out by national buyers, in
2010 this amounted to close to 70%.

There is little news to tell in terms of national buyers;
they continue to be focused on the CBD, but due to
the lack of product for sale, they have considered other
sub-markets outside of the urban area, where they
prioritise, besides the yield, the quality of the property
and the tenant’s rental conditions.

Only two sales transactions were carried out in the
heart of the business district, both of which were
advised on by Savills. Paseo de Recoletos 3 and
Paseo de Recoletos 33 went in to private investors
hands in June and in November, respectively.

Among the international players, SEB, WP Carey,
(previously mentioned) and Continental Property have
helped to revitalise the Madrid office market.
Particularly, SEB and WP Carey have a common goal:
they are very much focused on sale & leaseback
transactions with long contracts, market rents, “triple A”
tenants and non-aggressive yields.

The sale & leaseback format continues to be
successful. Almost 40% of all investments carried out
were in this format (this figure does not include the
large or the small portfolios of bank branches). The
buyer profile for the large portfolios always
corresponds to institutional funds (the most recent
transactions were carried out by Moor Park Capital
Partners with Banco Sabadell, RREEF with the second
round of BBVA properties and Drago Capital with Caja
Madrid), achieving yields of between 6.5% and 7.0%,
but the small lots adapt perfectly to the investment
volumes and yields that private investors are looking
for (between 4.5% and 6%). This product can come
directly from the banking entity itself or from the
institutional owner of a large portfolio (as happened
with the five Sabadell bank branches purchased by
Pontegadea from Moor Park Capital Partners).

The financial entities were the forerunners in this
market, but the type of company which opts for this
solution with the aim of quickly gaining liquidity is now
very diverse. Over 2010, besides the Caja Madrid,
Prisa and FCC transactions, we should also mention
the Mercedes Benz headquarters which is located in
the area surrounding Diversia and Cespa’s properties
(from Grupo Ferrovial) in Julián Camarillo. Not only
large corporations are adapting to the market situation.
More and more, small or medium-sized companies are
taking whole properties or entire floors in office
buildings, as they see this formula as a feasible
alternative.

There is very active demand for smaller office space
from small investors, who are interested in occupied or
vacant offices, at around the ten million euro price
mark. This group hardly even makes up 6% of the total
annual investment volume, but they are very much
focused on capital value and seem to have realised
that now is the best time to buy.
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Yields and outlook
Yields continue to fall

Private companies managing investments for families
are on the look out for any investment opportunity
which comes up in the CBD. The lack of properties for
sale and the investor appetite for them is forcing yields
downwards. In the fourth quarter, yields in the business
dictrict were at between 5.00% and 5.25% (down 100
basis points compared to the same date the year
before).

Rents and yields in CBD

Source: Savills Research

Economic forecasts

Leaving behind the significant falls in GDP and the
main economic indicators, the Spanish economy
practically does not grow, at a point of uncertainty
when it comes to how the economy will fare in the
short to medium term future. This uncertainty can be
extended to the Eurozone as a whole, although there
is an irrefutable difference between countries such as
Germany and the countries on the periphery to the
south and west of the continent.

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

Source: Focus Economics (January)

International concern about the Spanish structural
imbalances (the magnitude of the crisis on the
construction sector and the excessive contribution it

makes to GDP, the slump in the employment market,
the Spanish public debt issue and the ever increasing
expense of the latter, amongst others, due to the
aforementioned reasons) should mean that we will not
see any form of improvement in these indicators until
the country consolidates its recovery, which will
happen at a later stage than for the rest of Europe. A
significant improvement is not expected in 2011 and as
of 2012, the public spending control measures and the
reduction of the deficit, the new productive stance of
the national economy, the changes in the labour
market, etc., will have to bear fruit in order for the
country to see a sustainable rate of growth.

Market forecasts

Despite the increase in the amount of gross space
taken-up, the market recovery will have to wait. Growth
in the sector must come via the growth of business
activity and right now, the office transactions that have
been closed are either companies relocating or
companies which are taking less space. Companies
grow when the economy grows and require more
space when the workforce grows. The forecast of
macro-economic indicators for 2011 suggests a slight
recovery, but it appears that the main increase will not
happen until 2012. The general uncertainty that hovers
over the country is not inspiring multinational
companies to open new offices and many of them that
currently have offices in Spain are restructuring their
workforce. The unemployment problem is affecting the
office market and it is not expected that a change in
direction will happen in the short term.

In terms of supply we are finally seeing a slowdown in
the number of new projects that are being delivered,
given that in the last two years developers have been
more cautious, which has meant that the delivery of
various buildings has been delayed. In 2011 close to
170,000 sqm of new space is expected to come on to
the market, of which 18% is already pre-let. We would
highlight the macro office project constructed on the
old Casbega headquarters in the A-2 area (50,000
sqm) and it is also important to point out the various
new or fully refurbished projects which will come on to
the market up and down the Castellana; which in total,
will add close to 40,000 sqm to the CBD.

There is no doubt that prime rents will fall again, given
the increase in supply on the city’s prime road, but
faced with similar factors such as location, areas and
rents, it will be the quality and the facilities in the
building that will be the deciding factors.

The investment market started 2011 with the closing of
one deal which was “carried over” from 2010. Location,
long-term contracts and solvent tenants are the
grounds for starting to study the potential purchase of
a property.
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2009 2010 2011 2012

GDP -3.7% -0.2% 0.5% 1.2%

Consumer spending -4.3% 1.2% 0.4% 0.8%

IPC -0.2% 1.8% 1.7% 1.4%
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