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INVESTMENT MARKET HIGHLIGHTS - H1 2021

e The investment volumes in the Czech Republic are slowly
recovering but still remain weak compared to pre-
pandemic* times. A total investment volume of €716 million
was transacted in the country during H1 2021, showing a
year-on-year drop of 63% (but a 16% improvement if the
exceptional Residomo transaction is taken out of the H1
2020 figure) and still far below (-59%) H1 2019.

e The number of concluded transactions was on par with
the activity level recorded in H2 2020 (27 deals), being an
improvement of 23% against the first half of 2020. However,
the market still awaits the return of larger transactions
exceeding the €100 million mark.

e More than a year into the pandemic, the office sector
remained the leading asset class, capturing almost €339
million (i.e. 47% of the H1 volume). At just over €120
million, industrial transactions accounted for 17% of the
total H1 investment. This is a 30% increase y-o-y, but stands
slightly below the H2 2020 volume share (20%).

e Foreign capital accounted for 58% of the total volume
transacted in H1 2021.

e For the fourth consecutive quarter, prime yields remained
unchanged across all asset classes.
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* For clarity, the COVID-19 pandemic started to affect the Czech Republic in March 2020
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ECONOMIC OVERVIEW GDP Growth (y-o-y change, %, 2015 constant prices)
8%

e The Czech economy continued to suffer from the lasting impacts of the —Czech Republic B
Covid-19 pandemic and containment measures again negatively impacted
retail sales and services in the first months of 2021. As the country was
strongly affected by the pandemic in spring, GDP growth was still in

6%

negative territory and in Q1 2021 averaged at -2.4%. However, recovery of 4% :.- ::,
economic activities is expected throughout this year and according to the ,"f
Ministry of Finance, GDP growth could reach 3.1% in 2021 and accelerate 2% :

to0 3.7% in 2022, mainly thanks to the recovery of private consumption.

The increase will, however, be greatly influenced by the development of 0%

potential mutations that could again worsen the epidemic in autumn.

2021(f)
2022(f)

2%
The automotive sector, the largest industry in the Czech Republic

accounting for more than 9% of GDP, has been facing supply chain
disruptions, which are resulting in production cutbacks. Shortages of
key components began to manifest themselves at the end of 2020 and are
unlikely to be resolved sooner than in 2022. A major impact on the entire
Czech economy is expected, given its strong dependence on this sector.
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INFLATION

e Atthe end of Q1 2021, the inflation rate fell to 2.4% (compared to a 2020 Inflation Rate and 10Y Government Bond

annual average of 3.2%). However, it is expected to grow again near the end 8%
of 2021 and oscillate around the upper band of the 2% target. According to O Covermmeni: (Eems
a Czech National Bank prognosis, the inflation rate will reach an average 7% ——Inflation rate (Czech Republic)
of 2.7% in 2021 and in 2022 it is predicted to get closer to target and reach IniflEdien (e (SUrerem)
2.4% on average. 6%

5%

RETAIL SALES 4%

e Bythe end of spring, the tight pandemic restrictions were lifted and 3% _
restaurants and shops with non-essential goods reopened. Therefore in S
May, the y-o-y growth in retail sales reached positive numbers at 5.8%. In 2% -
March and April, the increase was even more substantial and exceeded 7%.

This was thanks to the growth in non-food sales (+17.30% y-o-y in March, 1%

+8.4% y-0-y in May) and particularly thanks to automotive sales, which
skyrocketed to almost 71% y-o-y growth in April. The future development
of retail sales will continue to be closely tied to the pandemic situation and
the ability to keep it under control without any additional restrictions.
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UNEMPLOYMENT
Retail Sales (y-o-y change, %)

e Aworsening epidemic situation at the beginning of the year also affected 20% 80%
the labour market, which continues to cool. According to the prediction
of the Czech National Bank, the unemployment rate, which reached 15% M Retail sales (excl. automotive) 60%
3.4% in May 2021, shall continue to rise until the second half of 2021 and — Automotive (right axis)
average at 3.6%. The unemployment rate in 2022 is expected to stagnate = E;)g:md
or even increase moderately to 3.7% since it is likely that state aid will be 10%

terminated.
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The unemployment rate in the regions, shaken by restrictions, remained

high. Even in Prague, it climbed to higher-than-usual figures and 0%
in Q1 2021 averaged 3.0% (up by 190 bps y-o-y). The highest rate of
unemployment and also the most significant y-o-y increase was recorded
in the Karlovy Vary region, standing at 8.4% in Q1 2021 (up by 230 bps
g-0-q and up by 540 bps y-0-y), mainly due to the significant drop in
tourism. The lowest unemployment rate was observed in the Zlin region
where it fell to 1.5%, making it the only Czech region where unemployment
did not exceed 2%. -15% -60%
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Czech Republic Regional Unemployment Rate
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Czech Republic Regional Gross Monthly Salary
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INVESTMENT MARKET OVERVIEW - Q2 2021

e Looking at the activity in Q2 2021, the Czech Republic saw commercial
property investment volume climb to €426 million (from €301 million
over the same period last year). This is a 42% increase y-o-y and 47%
improvement on the previous quarter.

e Atotal of 14 transactions were registered during the second quarter of
this year, a slight increase compared to Q2 2020 when 11 transactions
were closed. The average transaction size reached €30.5 million, which
is still €10 million below the pre-pandemic quarterly average.

e With six transactions concluded, the office sector dominated the
market activity in Q2 2021. Industrial and retail segments followed,
each with three deals.

e Prague attracted investment volume of almost €317 million across
seven transactions.

e Domestic investors poured €160 million into commercial real estate
across the country during Q2 2021 and acquired nine of the 14
properties (three in Prague and six in regional markets).

e Cross-border investment exceeded €266 million ( 77% above the
previous quarter) and accounted for 62% of the Q2 2021 volume.
Prague has regained its crown as the top choice for foreign investors
buying commercial real estate, as 90% of the Q2 cross-border volume
was spent in the capital (compared to 51% in Q1 2021).

PRIME YIELDS

e Yields across all real estate sectors remained stable since Q3 2020.
Prime office yields for the best assets in Prague stabilized at 4.10%,
supported by limited development pipeline and resilient headline
rents. Prime yields in the industrial sector for well located and well
leased assets are estimated at 4.25%. There is limited transaction
evidence for prime shopping centres, however, the estimate prime
yields for the most successful schemes in Prague are still at around
5.75%.

OUTLOOK

e Investors continue to display demand for the office sector, but the ‘lack
of product’ theme continues and there are relatively few opportunities.
Domestic investors remain willing to look outside of Prague for
office investments, whereas non-domestic buyers typically restrict
themselves to just the capital city.

e Czech industrial market remains exceptionally strong. The extremely
low vacancy rate combined with the structure of the market, in which
developers generally build-to-hold, could quite likely see a hardening
of yields in the coming short to medium term future.

e Investors are quickly stepping into the residential market. Various
deals were closed, the majority of them forward structures with
investors pledging to acquire future developments before they are out
of the ground or completed. Yields are currently the sharpest of all
asset classes and it would not be a significant surprise if they hardened
further.

o Retail sector has a fairly consistent domestic buyer base in the Czech
Republic and values for non-prime assets have held up well. We do not
foresee any prime supra-regional centres to trade in the short term,
given the uncertainty in the sector and the types of volumes that these
types of centres command.
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Number of Transactions Closed in a Quarter
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Investment Deals of @2 2020 - Top 3

PROPERTY SELLER BUYER PRICE
RANGE

PROTON THERAPY Erste Group Raiffeisen €50-100
CENTER Immorent Leasing million
(medical, Prague)

AVENIR BUSINESS PARK  Tristan AF| Europe €50-100
(offices, Prague) Capital million

Partners

EXPLORA BUSINESS Golden Trigea (Partners €50-100
CENTER Star investiéni spol.) million

(offices, Prague)

Source Savills
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Investment Volumes by Quarter - Czech Republic (€, million)
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Quarterly Investment Volumes - Prague vs. Regions (€, million)
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Quarterly Investment Volumes by Real Estate Sector - Prague (€, million)
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Quarterly Investment Volumes by Real Estate Sector - Czech Republic (€, million)
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Savills Czech & Slovak Republics

We provide bespoke services for landowners, developers, occupiers and investors across the lifecycle of residential, commercial
or mixed-use projects. We add value by providing our clients with research-backed advice and consultancy through our
market-leading global research team.

'" Key services offered in the Czech & Slovak Republics include:
SaVI S Investment, Sales & Acquisitions | Office Leasing & Tenant Representation | Industrial Leasing & Tenant Representation

Asset & Property Management | Client Accounting | Valuation & Advisory | Building & Project consultancy | Research

Research team

Lenka Pechova Katarina Mizerova

Senior Research Analyst Junior Research Analyst
00420 604 387 407 00420 220 413004
lenka.pechova@savills.cz katarina.mizerova@savills.cz

Investment team

Stuart Jordan FRICS Fraser Watson MRICS Jana Etrych Goldscheidova Vojtéch Wolf
Managing Director & Head of Investment Director - Investment Associate Director - Investment Investment Analyst
00420 720 076 367 00420 776 286 685 00420 774171414 00420732106 598
stuart.jordan@savills.cz fraser.watson@savills.cz jana.goldscheidova@savills.cz vojtech.wolf@savills.cz

Savills is a global real estate services provider listed on the London Stock Exchange. Savills operates from over 600 owned and associate offices, employing more than 35,000 people in over 60 countries throughout
the Americas, the UK, Europe, Asia Pacific, Africa and the Middle East, offering a broad range of specialist advisory, management and transactional services to clients all over the world. This report is for general
informative purposes only. It may not be published, reproduced or quoted in part or in whole, nor may it be used as a basis for any contract, prospectus, agreement or other document without prior consent. While

every effort has been made to ensure its accuracy, Savills accepts no liability whatsoever for any direct or consequential loss arising from its use. The content is strictly copyright and reproduction of the whole or part
of itin any form is prohibited without written permission from Savills Research.
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