
� Take-up is continuing to decline in the Madrid 

office market. The general sluggishness, which 

has been apparent for several quarters, has been 

exacerbated by the subdued summer months, 

placing take-up at around 80,000 sqm, which is 

almost 13% below the figure recorded in the 

same period last year. Transactions fell by 30% 

compared to the same period last year.

� The vacancy rate remains stable and this is mainly due

to the gradual completion of new developments and

the fact that several large transactions involving

companies moving headquarters have not been

completed yet. The decline in the vacancy rate as a

result of a recovery in demand is making them stay put

at the moment.

� Rental values will continue to fall until a balance 

between supply and demand is reached, although 

rental prices are getting closer to bottoming out in 

consolidated areas, both within and outside the 

M-30. However, the market continues to offer 

temporary rental discounts and incentives.

� The slowdown in the investment segment is 

primarily due to the increase in the cost of 

financing and the difficulty of acquiring credit, 

which is prolonging sales processes. Several 

deals which are currently in the pipeline could be 

completed before the end of the year, or 

agreements may be postponed until next year. In 

any event everything points towards the fact that 

2011 is set to register the lowest investment 

volume recorded for the past ten years.

“In the midst of economic uncertainty and weak occupier market, the total

investment activity for 2011 is expected to be the lowest recorded over the past

decade. In addition to the current investment stock for sale, new opportunities

will also come onto the markets from owners that are seeking to obtain

liquidity, due to tight financing conditions”.

Pablo Pavía - Head of National Capital Markets
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Annual take-up Prime yields vs Spanish Bond yield
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Spanish economic situation

The global economy is experiencing a new period of

marked uncertainty. Growth is slowing in advanced

economies and is weak on both sides of the Atlantic. If

figures from the US this year have been disappointing,

Europe is facing a double-edged sword: general

macroeconomic stagnation and the added risk of the

sovereign debt crisis. Fears have spread regarding

Greece’s ability to meet its obligations and the effects

that restructuring its debt might have and this has

affected both Spain and Italy. Both countries in recent

months have seen their yield spread versus the

German bund increase and it has therefore

consequently become more difficult to access finance

and therefore their short-term growth expectations

have worsened. 

GDP, consumption and employment

Source: INE

The Spanish economy has been growing for several

quarters, but growth is virtually negligible. This can be

said both for GDP and most of the supply and demand

figures. The contribution of national demand to GDP

remains in negative figures and although there was an

upturn in private consumption quarter-on-quarter in the

second quarter of 2011, everything indicates that this

has been to the detriment of saving, which is still

relatively high. This, together with the recent

development in consumer confidence implies that this

will not potentially drive general improvement over the

next few months. Investment figures in general are not

positive either, as construction is still declining. Exports

have also fallen in the last quarter as a result of the

decline in goods exports, although exports of services

have increased, while imports are falling. This

slowdown has extended to different industries.

Retail sales and consumers’ confidence

Source: INE, European Commission

The slow development with regards to the

improvement in economic activity has not allowed for

any significant recovery in the job market.

Unemployment is still incredibly high compared to the

rest of the developed countries and the recent

financial, economic and political uncertainties are not

helping to promote enough confidence in order for

companies to invest in new personnel. However, there

is a degree of hope: the reduction in labour costs is

improving the competitiveness of labour in Spain. On

the other hand, the stability in oil prices and, as

mentioned previously, the weakness in domestic

consumption and other areas related to demand,

indicates that prices will generally be controlled in the

near future.

CPI and Euribor

Source: INE

Economy
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Demand
Demand

Demand remains slow 

Take-up continues to to be slow in the capital’s office

market. Year-on-year take-up figures are negative for

the fourth quarter running. The summer quarter of 2011

ended with around 80,000 sqm of space taken, which

is a 13% decrease year-on-year.

Comparing accumulated figures between January and

September there has been a greater decline as a

result of the gradual downward trend in previous

quarters. Thus total take-up was around 250,000 sqm,

which is almost 30% below the figure at the end of

September 2010 and a far cry from the average for the

past five and ten years - 34% and 40% respectively.

However, it is almost 50% above the minimum figure

for the decade, which was recorded in 2009 with little

more than 170,000 sqm.

The National High Court led the quarterly ranking with

its letting of a property in the heart of the Salamanca

neighbourhood, which started over a year ago.

However one must take into account that the decision

made for this type of occupier is directly related to the

size of space taken. 

This was not the only property that was let to a single

tenant in the city centre. Grupo CTO will soon occupy

6,500 sqm of a property located at the crossroads of

Francisco Silvela with Príncipe de Vergara.

Take-up and number of transactions

Source: Savills Research

The considerable amount of properties available in the

city centre, the fact that second hand properties are

being renovated and the decline in rental prices have

meant that 48% of take-up is in the central core of the

market. The similar trend with regards to the M-30 ring

road, both in terms of the amount of space taken and

the number of transactions has increased the average

amount of space taken in the city to 1,000 sqm, which

is very similar to the take-up figure for periphery areas

(1,100 sqm).

However, despite this increase in average take-up in

the city centre, in reality the market indicates that the

most in-demand size of office does not exceed 1,000

sqm and that the most common size of office is up to

500 sqm. In the third quarter 50% of total transactions

in the urban area related to office space between 100

and 500 sqm. The accumulated percentage since

January has reached 60%. 

Take-up: average surface

Source: Savills Research

Furthermore, although traditionally occupiers requiring

large office space had to go out of the city to find

space to meet their requirements, currently the type of

completed transactions based on the amount of space

in periphery areas, matches the amount of space taken

in transactions in the city. 

Over the boom years, the driving force of SMEs was

responsible for the increase in take-up of small office

space. Today on the other hand, most of the business

community is still carrying out cost-cutting and putting

resource reduction measures in place. Space

downsizing is the reason why many transactions are

being completed for less space, than the previous

office the tenant used to have. 

Outside of the city’s main ring road, the business areas

in the A-1 area continue to be the preferred locations

for occupiers. Occupiers are attracted to new business

areas located in the new city development area in the

north and the business areas in Alcobendas, which are

already consolidated thanks to, amongst other factors,

their proximity to the city, easy access via public

transport and the presence of complementary services.
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Supply

Vacancy is currently stable

The vacancy rate is around 11% for the third

consecutive quarter. The amount of empty space in the

Madrid office market is still just over 1.4 million sqm

and total stock has only increased by 0.2% compared

to July’s figure. In short, the gradual completion of new

developments is controlling the vacancy rate.

Furthermore, although this timeframe has coincided

with several properties being vacated, properties will

come back onto the market again after being

renovated. Obviously the extent to which properties

are renovated will depend on the state of repair of the

property and the amount the owner can spend, but

generally speaking, works will take between three to

six months to complete.

Availability rate

Source: Savills Research

The option to renovate is becoming the best way to

tailor the supply of empty offices in the capital to

occupier’s current requirements and needs. A clear

example of this is the head offices that PwC occupied

in the city centre, before it moved to the upper end of

the Castellana. There are another two properties which

are being refurbished in the section of Calle Alcalá

between Plaza de Cibeles and Plaza de la

Independencia. Mutua Madrileña will continue

renovating its buildings and it seems that the next in

line will be the property that used to be known as the

Heron building (Paseo de la Castellana, 36-38).

It is important to note that renovated properties are

attracting the interest of occupiers who are looking for

new offices. In this respect the good location of the

property and a market rent are key factors, which help

space to be taken-up quickly. AXA Seguros previous

head office in the AZCA complex came onto the market

at the beginning of the year and over 70% of its office

space is already occupied.

Future supply: refurbishments

Source: Savills Research

In 2012, 25% of new office space will comprise

refurbishment projects, which will result in less stock

coming to the market as new completions, thus

improving the demand and supply balance.

Delays continue to overshadow the capital. Reyal

Urbis’ business complex has ended up in the hands of

Sabadell, which it was landed with via a debt swap.

Although the delivery date was fixed for this year and

despite the fact that several properties are in the final

stages of development, at the moment the Bank’s real

estate subsidiary has decided to slow down

construction activity in the hope that there will be some

occupier interest in the park, which would be the final

push. As there are only three months remaining to the

end of the year, this scenario looks unlikely.

As this is the largest project in the pipeline for 2011

(50,000 sqm), total new or renovated space is now

around 150,000 sqm, of which only 100,000 sqm is not

pre-let.

The rest of the area relates to pre-let space, such as

the new AENA headquarters in Pegaso City or the

property which GMP has ‘tailor made’ for Peugeot.

New office space taken by occupiers will also be

completed in 2012, including Cuatrecasas taking

Mutua Madrileña’s old headquarters on Almagro, 9 or

by owner-occupiers, such as the oil company Repsol

YPF on the campus it is developing in the southern

area of the city.

It has finally become clear what is actually happening

with the plot at Paseo de la Castellana, 94, which

previously housed a palace which was then

subsequently demolished. A new office building will be

built there and will join the office stock in the main area

of the market in approximately two years’ time.

Supply
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Rents

Rental values continue to fall

The recovery in demand is making people stay put and

prices are continuing to fall, before a considerable

amount of new supply comes onto the market very

soon. 

The achievable rent in the CBD is around

€26.50/sqm/month, which is almost 2% less quarter-

on-quarter and just over 5% year-on-year. The decline

has been more apparent in some of the prime areas

outside the M-30 due to several properties that were

vacant when they came back onto the market again,

as well as new space being completed very soon. The

achievable rental price is between €16/sqm/month and

€16.50/sqm/month, which amounts to a 3% change

quarter-on quarter and almost 9% year-on-year.

Compared to the top of the market in 2007, the change

in rental price in the CBD has reached 37% and 28%

in prime decentralised areas. 

With regard to prices recorded for transactions

completed in the third quarter, the maximum price was

for a floor let by SEAT in Torre Cristal, at

€27/sqm/month. Despite the fact that the four

Castellana towers are not located in the CBD, the

uniqueness of the properties has meant that the

highest rental price in the market was recorded on the

very northern border of the city.

The highest rental price in the CBD was

€26/sqm/month in the Standard Life building, which is

very close to Plaza del Doctor Marañón.

Many of the business areas located furthest from the

city have come back onto the scene, although the

closing rents are very similar to industrial market

prices. The quality of the properties and the location,

as well as the potential to access the properties via

public transport, preferably by metro and the presence

of restaurants, leisure facilities and retail in the

immediate vicinity are some of the factors which are

relevant when establishing a rental price. However

given the current situation, excess supply is the key

factor when setting a final rental price.

The range of closing prices recorded outside of the

natural border of the M-30 is from €6/sqm/month in

Rivas Vaciamadrid to €16/sqm/month in the business

park which Metrovacesa recently opened in the north

of Madrid.

In comparison to 2010, there has been a 9% decrease

in the average rental value of all transactions

completed for exclusive office buildings from January

to September.

Prime rents variation

Source: Savills Research

Maximum rents - exclusive office buildings - Q3 2011

Source: Savills Research

Main letting transactions - Q3 2011

Source: Savills Research / *adviced by Savills

Rents and transactions
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Tenant Area
Surface

(sqm)
Activity

Audiencia

Nacional*
Urban 8,500

Public

Administration

Indra East 8,400 IT

Grupo CTO Urban 6,400 Services

BP A-1 6,000 Industry

Buy Vip A-6 5,700 Distribution

Grupo Zeta North 4,000 Services



Investment
Investment

Investment market eases

The drastic reduction in activity in the investment

market which occurred in the second quarter of the

year changed pace in the summer months. Around €70

million was registered between June and September

and although this is not a considerable figure, it is

almost 60% more than the investment volume

recorded in the second quarter. This figure is also

positive when compared to the same quarter in 2010

(46% more than the quarterly sub-total). In any event,

these three quarters are amongst the five quarters with

the least investment activity in terms of historic figures

since 2000.

Investment volume

Source: Savills Research / *excluding Ciudad Financiera del Santander

There has been €210 million of accumulated

investment since January, which is 60% less than the

level recorded in the first three quarters of 2010.

Two of the most important transactions of the quarter

took place in the Las Rozas Business Park, where at

the beginning of the year RREEF purchased Grupo

Dia’s new headquarters located in the Tripark

complex, which was developed by Hines and last year

Caja Madrid also sold the building which houses its

DPC to SEB Asset Management via a sale and

leaseback arrangement.

The concentration of several transactions in the same

business area over the past few months is no more

than a coincidence and should not be considered as a

trend. Faced with the lack of prime product in the

city’s CBD and the lack of prime product in the urban

area, investors are looking for opportunities in

decentralised areas, as long as they are very

consolidated areas. 

In terms of these recently exchanged properties, aside

from sharing the same location, they also shared other

similar aspects. In both cases the buyers were private

investors and the previous owners were international

funds. Also, the two occupiers of the properties sold

were in the new technologies sector and the

investment volume for the two transactions amounted

to around €30 million. 

Geographical distribution - accumulated 2011

Source: Savills Research

Without going into too many details, the properties

that changed hands, were Oracle’s head office and

Hewlett Packard’s head office.

CBD rents and yields - Prime

Source: Savills Research
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Yields and outlook
Yields are stable

Yields in the CBD are still between 5.00% and 5.25%.

The lack of comparable transactions makes it difficult

to give a clear indication on exactly how the market is

changing, but the lack of supply and expected demand

ahead of a good opportunity, makes it clear that there

will be no increase in yields at the moment. However

we must remember that national companies dominate

this playing field and their transactions are not

dependent on minimum yields. 

In other markets, including the prime market outside of

the M-30 and secondary markets, the increase in

supply now exceeds the number of potential buyers

and this has meant that there has been a slight

increase in yields. 

Outlook

Economic forecasts

The sluggishness seen in 2011 and the financial

constraints, which have had a direct effect on Spain in

recent months, have meant that growth forecasts for

next year have been adjusted. Furthermore, the

slowdown in the rest of the world will affect the

Spanish economy, especially with regards to the

performance of variables that have been doing well

this year: exports and tourism. However, the trend is

continuing towards growth, despite the current situation

and the current pace of the national economy. Once

the issues regarding debt in periphery countries and

the political uncertainty in the heart of the European

Union have been resolved, the recovery will extend to

Spain and be more tangible.

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

Source: Focus Economics forecasts (October 2011)

Market forecasts

The latest publication of the Business Confidence

Indicator prepared by the High Council of Chambers of

Commerce, with regard to the second quarter of 2011,

showed that business sentiment has recovered slightly.

Although it remained negative (-9.2), it increased by

seven points compared to the end of April (-16.2) and

continued to increase for the second quarter running.

Also, figures regarding the situation and companies’

expectations for the third quarter are less negative

compared to previous quarters. As we await the update

of the figure for the third quarter, everything points

towards the financial storm that several countries

surrounding us have been immersed in and the

difficulties in our immediate vicinity will make the index

fall once again. 

This increase in attention to detail, caution and

prudence will mean that companies may control costs

further in order to get through the season. This will

have an effect on the office market as companies will

avoid any kind of change, which might involve a large

financial outlay. Rental negotiations will remain

common and may be an alternative to the extra cost

that moving to another office would entail. 

The amount of space expected to be taken-up in the

fourth quarter is around 100,000 sqm, placing total

annual take-up at around 450,000 sqm. This is similar

to the amount of space taken in 2009, but with a higher

vacancy rate and lower rents.

There are currently several sales transactions

underway in the investment market, which could be

completed before the end of the year. But the current

situation in the market and the unfavourable socio-

economic environment are causing timetables to be

extended and each phase of the process requires long

periods of time to make the decisions deemed

appropriate. 

Another factor to consider would be the increase in the

costs of financing and the fact that it is becoming more

difficult to access credit, which either postpone

transactions at best, or even put an end to investment

deals.

According to our forecasts and despite the doubt and

uncertainty which are overshadowing the Madrid

investment market, the annual investment figure could

reach between €300 and €350 million. The investment

figure for 2011 will certainly be the lowest over the past

ten years -between 50% and 60%, below the figure

recorded in 2010 and around 90% less than in 2007,

which at close to €3.2 billion is currently the maximum

figure since 2000 (the historical data analysis never

includes the disposal of the Ciudad Financiera in 2008,

as the €1.9 billion distorts the total for the year).

Several private investors who require liquidity relatively

urgently have been identified, so in the next few

months some of the less strategic properties in their

portfolios could come onto the market.

Madrid office market - Q3 2011 7

2009 2010 2011 2012 2013 2014

GDP -3.7% -0.1% 0.7% 0.7% 1.5% 1.7%

Cons. spend. -4.3% 1.3% 0.4% 0.6% 1.3% 1.5%

CPI -0.2% 1.8% 3.0% 1.7% 1.6% 1.7%
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