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Main Indicators, Q1 2015

Andrey Lukashev
Manager Partner

The active review stage of current lease terms is running its course and in Q2 we 
expect an increase in the number of new leases provided that property owners 
are willing to fix commercial terms for longer periods of at least 3 years.

Increase in supply in Q1 2015 

Avarage base rental rates, in rubles*

Vacancy rates*

Net absorption, Q1 2015

*Comparing to the end of 2014

thousand sq m

thousand sq m

%

▶ The pace of new construction remained high. Despite the difficult econom-
ic situation, properties with a high readiness stage are being completed and 
brought to market. The generation of excess supply continues. 
▶ The total net absorption volume which shows the change in occupied office 
space has fallen to a negative value due to vacancies in Class B properties in 
the context of the economic crisis.
▶ The vacancy rate in the first three months of the year grew by 1.6 percent-
age points (pp.) Currently, more than 3m sqm of office spaces are vacant of 
which 1m sqm are Class A properties.
▶ In order to attract tenants, owners are forced to adapt to the new condi-
tions. Landlords are increasingly switching to contracts quoted in rubles. There 
has been a decrease in asking rental rates in ruble terms; property owners are 
adjusting their business terms attempting to meet the expectations of tenants.

Dmitry Myslin
Manager Partner

Such significant negative absorption in Class B is due to migration to quality. 
Many tenants take advantage of the drop in Class A rental rates and relocate 
to higher quality offices for less money. Thus, taking advantage of the current 
situation in the market, tenants are improving conditions for their employees while 
reducing costs when possible.

Given the huge amount of vacant spaces in Class A, as well as a sharp rise in the 
relative value of property tax as compared with the low rates in Class B, the tendency 
towards transition to Class A will only intensify in the coming years. Perhaps we will 

soon witness substandard reconstruction in remote industrial areas becoming completely vacant.

RUB per sq m per year

Rental Rate decline 
assumesdecline in 
investment value

See investment 
market commen-

tary on p. 12
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Supply

In Q1 2015, the overall market 
for quality office space in Moscow 
reached 17.7m sqm and amounted to 
3.8m sqm (21%) of Class A offices and 
13.9m sqm (79%) of Class B space.

The pace of new construction in 
Q1 2015 remained high. Despite the 
difficult economic situation, prop-
erties with a high readiness stage 
are being completed and brought to 
market. Over the period from Janu-
ary to March, 291K sqm of space was 
commissioned which is 27% more 
than the volume of new construc-
tion during the same period last year. 
More than 65% of all the space com-
missioned in Q1 are Class B+ prop-
erties. A total of 14 office properties 

were brought to market during 
the first three months of the year 
of which two buildings are in 
Class A: Demidov Business Center 
which is part of the Red Rose 
Business Quarter, and Evolution 
Tower in the Moscow City Inter-
national Business Center which 
became the largest new building 
(it accounts for about 30% of all 
the space delivered in Q1 2015). 
It is worth noting that the com-
missioning of such a large proper-
ty did not have an impact on the 
level of vacant space in this sub-
market as the office space in the 
building was sold prior to delivery.

Increase in supply

Total stock, Q1 2015

thousand sq m

thousand sq m
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Supply

Major properties commissioned in Q1 2015*

Total stock trend

thousand sq m

*Buildings which were commissioned as well as those which reconstruction will be completed in Q1 2015

Decentralized business districts 
have formed in the Moscow office mar-
ket. This is reflected in the geograph-
ical distribution of new facilities: dur-
ing the three months, only 14% of all 
new offered office space was launched 

in the Central Districh. The largest 
volumes are in the Moscow City dis-
trict (30%) and in the southwestern 
area (31%) where large facilities such 
as the Neo Geo and Building C of the 
Omega 2 complex were built.

Therefore, in Q1 the total market for 
office space increased by 1.7% due to 
new construction. Growth in the Class 
A segment amounted to 2.6% while in 
Class B the increase was 1.4%.

Office building Address Developer C l ass Office area, sq m

Evolution Tower Presnenskaya emb. Snegiri Development А 80 500

Neo Geo Butlerova Str. 17 Stone Hedge B+ 70 000

Sirius Park, ph 2, bld. 4/9 Kashirskoe sh. 3, cor. 2 Plaza Development B+ 52 507

Omega 2, cor. C Leninskaya Sloboda Str. 26, cor. C City&Malls PFM B+ 24 500

Demidov, Krasnaya Roza Timura Frunze Str. 11 KR Properties А 15 896

ARMA 4-5 Nizhny Susalny per. 5 bld. 4, 4А, 5А Bolshoy Gorod B+ 14 000
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Supply

Major properties expected to be 
commissioned in 2015

By the end of 2015, developers claim 
to deliver another 1m sqm of high qual-
ity office space to the Moscow market. 
However, with the current economic sit-
uation and the drop in demand, some of 
the listed construction will be moved to 

a later date. In the next three quarters, 
we expect a reduction in new construc-
tion by 40-50% as compared to 2014. 
It is most likely that by the end of the 
year, not more than 600-700K sqm of of-
fice space will be completed.

The current trend of decentralization 
of new facilities will only strengthen.  
Almost all the new construction (85%) 
will be located outside the CAD.

A d dress De veloper Class Of fice area, sq m

Presnenskaya emb. Moscow city 11 Hals-Development А 108 623

Oruzheiny per. 41 Sadovoe Koltso А 90 000

Leninskaya Sloboda Str. 26 City&Malls PFM B+ 65 500

Kievskoe sh., 3 km from MKAD A-Store Estates А 64 000

Leningradsky pr-t 15, bld. 1 O1 Properties A 61 700

Kutuzovsky pr-t 32 Stroygazconsulting А 60 000

Mozhaisky Val Str. vl. 8 Dallas Development & Construction А 48 500

Rublevo-Uspenskoe sh. vl. 1 Ferro Story А 46 500

Otradnaya Str. 2B Motek-C B+ 45 400

Октябрьская ул., 98 O1 Properties А 35 000

Kievskoe sh., 0,5 km from MKAD Comstrin А 30 200

Akademika Pilyugina Str. 22 BIN А 28 713

Yartsevskaya Str. 19 Enka А 28 110

Khimki, Kirova Str. MDK Group B+ 24 000

Krylatskaya Str. 19 CMI Development B+ 21 900
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Demand

Net absorption, Q1 2015*

*Net absorption show changes in the absorption of office spacey tenants for a certain period.
Net absorption is calculated as: S1 + Snew - S, where
S1 – vacant office premises at the beginning of the given period, Sw - new supply of office premis
for the given period, S2 - vacant office premises at the end of the given period.

In Q1, which is traditionally the least 
active period of the year, demand contin-
ued to show a downward trend influenced 
by negative macroeconomic factors. In 
2014, we observed a reduction in demand 
caused by the economic crisis and the de-
sire of companies to reduce their costs. In 
Q1 2015, against the backdrop of contin-
ued uncertainty, the mood of tenants is 
still determined by the economic and po-
litical situation in the country.

Over the three months, the total 
volume of net absorption which shows 
the change in occupied office space has 
fallen to a negative value of -84K sqm, 
this being 230K sqm less than in the 
previous quarter.

The negative value of net absorption 
is primarily due to vacancies in Class 
B+ and B- facilities. The following val-
ues were reached here: -69K sqm for 
Class B+ and -46K sqm for Class B-. In 
our view, this suggests that companies 
leasing space in buildings of this class 
were the most vulnerable to econom-
ic instability and in order to cut costs, 
in most cases, they concluded lease 
agreements reducing occupied space.

In addition, against the backdrop of 
oversupply and high competition between 
property owners in the market, new op-
portunities have opened up for tenants 
to lease high-quality facilities on attrac-
tive commercial terms. In order to secure 

comfortable conditions, companies move 
to facilities of better quality and vacate 
previously occupied offices. This is evi-
denced by the value of net absorption in 
Class A properties which was the highest 
of all classes in Q1 The number of offices 
occupied by tenants in Class A buildings 
increased by 31K sqm which is equal to 
the same period last year.

Thus, the interest of companies 
is now directed at properties whose 
owners are ready to make accomo-
dations to tenants by quoting rates in 
rubles or offering exchange rate corri-
dors as well as rent-free periods, fur-
nishing of the space or compensation 
for such furnishing.

Demand

Net absorption trend

thousand sq mthousand sq m
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Demand

The structure of demand according to the 
branch of buissiness activity, Q1 2015 

In the context of economic uncer-
tainty, many tenants prefer to renew 
their lease in the current building 
seeking to reduce their rental costs 
and to review the terms and condi-
tions. In Q1 2015, we continued to 
observe an increase in the number of 
transactions in which the company 

remained in the leased office but on 
terms that were more attractive.

With regard to the distribution of 
demand in terms of company profiles, 
the most active in Q1 2015 were pro-
viders of professional services. As of 
the end of March, inquiries from these 
companies accounted for 25% of the 

total demand. Over the first three 
months of the year, the number of in-
quiries from production companies 
decreased by 3% to 19%. Also, IT and 
telecommunications companies con-
tinue to show steady demand; they 
account for about 13% of all inquiries.

Key deals in Q1 2015

The analysis is based on the total 
number of applications received by ILM 
by the represented buisiness branches 
within Q1 2015

*ILM acted as a consultant of the transaction

C ompany Ar ea, sq m Ty pe of deal Pr operty Adr ess

FESCO* 5 602 lease Sadovnicheskaya 75 Sadovnicheskaya Str. 75

United electronic market place* 1 407 lease Black and White II Kozhevnicheskaya Str. 14, bld. 5

Remput 1 400 lease Avtozavodsky Avtozavodskaya Str. 21, bld. 1

CBRE 1 230 lease ОКО Testovskaya Str. 16

Sofos* 1 213 lease Maksima Plaza Zolotorozhsky Val Str. 11, bld. 21
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Vacancies

Vacancies

The amount of vacant office space 
began to increase starting in mid-2014 
and in Q1 2015 averaged 17.1% in Mos-
cow. Negative net absorption and sig-
nificant excess of new construction re-
sulted in the vacancy rate in the first 
three months of the year growing by 1.6 
pp. Currently, more than 3m sqm of of-
fice space are vacant of which 1m sqm 
are Class A properties.

In Q1 2015, the number of listed prop-
erties again reached a record high for the 
Moscow office real estate market exceed-
ing the values for the 2008-2009 crisis.

 The highest vacancy rate remains in 

Class A buildings. In Q1 it grew by 1.6 
pp and in late March reached 27.8%. It 
is worth noting the increase of listed 
properties in such facilities due to the 
availability of a significant amount of 
quality office space offered for sublease.

Consideration of the vacancy distri-
bution in terms of property geography 
shows that in Q1 the highest vacancy 
rate in Class A office spaces remained 
in the areas of WD after FRR (78%) and 
NWD before FRR (65%). The high value 
of the index in these areas is due to the 
large amount of vacant space in several 
large properties. A high vacancy rate re-

mains in Moscow City: the total area of 
vacant space at the end of March was 
40% most of which is attributable to 
properties commissioned in 2013-2014. 
In Central District, the vacancy rate 
during the quarter increased by 5% and 
currently 19% of the space is vacant.

Vacancy rate trend

Andrei Protasov
Manager Derector

When will the vacancy rate begin 
decreasing? Opinion on this 
question determines the choice of 
strategy by owners and investors. 
Comments on the investment 
market are given on p.12.
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Vacancies

Vacancy rate in various Moscow districts at the end of Q1 2015

*Buildings not applicable in the indicated district
**FRR - Fourth Ring Road

The vacancy rate increase 
in Class B+ properties during 
the quarter was the most sig-
nificant since April 2013. 

As a result of the intro-
duction of a large amount of 
new supply as well as the va-
cating of office units caused 

by the reduction in occupied 
space and relocation of com-
panies, the rate increased by 
2.9 pp over the three months 
and reached 20.1%. At the 
same time, changes in the 
vacancy rate in Class B- facil-
ities were less obvious.

As of the end of Q1, the vacancy rate in these buildings 
was 8.3% which is 0.4 pp more than in the previous quarter.

In terms of vacant office space, the leaders are WD af-
ter FRR and NWD before FRR, where the vacancy rates 
for the quarter were 34% and 28%, respectively. In Central 
District, the index increased over the three months by 1 
pp and in late March was 10%.

District C l ass А C l ass B

Central District 19% 10%

Moscow-City 40% 8%

NED before FRR 0% 15%

NED after FRR -* 28%

ED before FRR 44% 10%

ED after FRR -* 4%

SED before FRR 48% 12%

SED after FRR -* 8%

SD before FRR 10% 18%

SD after FRR -* 16%

SWD before FRR 48% 13%

SWD after FRR 32% 14%

WD before FRR 78% 34%

WD after FRR 7% 24%

NWD before FRR -* 0%

NWD after FRR 65% 18%

ND before FRR 17% 9%

ND after FRR 30% 8%
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Rents

Rents

In Q1 2015, we continued to observe a down-
ward trend in average rental rates. This was due 
to internal processes occurring in the market as 
well as macroeconomic instability and a decline in 
demand during the economic crisis.

Today, the market is moving towards ruble 
rates. In order to attract tenants and minimize the 
amount of vacant space in their facilities, owners 
have to adapt to new conditions. More and more 
landlords quote rental rates in rubles or move to 
standard units by adopting a fixed exchange rate 
or an exchange rate corridor. Under these con-
ditions, there has been a decrease in asking rent 
rates in ruble terms; property owners are adjust-
ing their business terms attempting to meet the 
expectations of tenants.

The decline in average asking rental rates in Rus-
sian currency in Q1 2015 also occurred in Class A 
where rates are traditionally quoted in US dollars. 
This is due to the fact that a large number of own-
ers are gradually moving to ruble contracts. During 
the quarter, the average base asking rental rates for 
Class A space dropped by 12.5% and by the end of 
March was 31,500 rubles per sqm per year.

Also worth noting is the current significant dif-
ference between the asking price and the real val-
ue of transactions. Even in cases where the own-
ers quote rates in US dollars and are not willing 
to reduce the listed rental rates in primary offers, 
tenants may negotiate rental terms obtaining a 
discount of up to 30-40% off the original rates.

$ per sq m per year

Avarage base rental rates,
in rubles

Rental rates including VAT (18%) and Operation Expensess,
for fitted-out premises, acording BTI

RUB per sq m per year

Dynamics of average base rental rates,
at the end of th quarter

Rental rates excluding VAT (18%) and Operation Expensess
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ILM Rent Expectations Index  

ILM Rent Expectations Index  

Beginning in October 2013, the Rent 
Expectation Index has exhibited a de-
cline. Most owners have begun to lower 
their rental rates. This trend continues 
to the present day. In Q1 2015, the in-
dex did not go beyond 50 points.

At the end of last year amid fall-

ing demand and excess supply, prop-
erty owners began adjusting rates 
downward. Expectations of rental rate 
growth became lower and the index 
dropped to a record low of 26 points for 
Class A and 22 points for Class B+.

According to March 2015 results, 

the decline in the Class A index did not 
stop, and the indicator reached anoth-
er record low – 23 points.  On the other 
hand, the Class B+ index grew by one 
point over the three months to 24%.

ILM REI, class А

ILM REI, class B+

The Rent Expectation Index reflects 
how the owners of high-quality office 
properties in Moscow perceive market 
changes. The ILM REI (Rent Expectation 
Index) is based on a monthly survey of 
owners of office properties. In the index, 
the rent expectations of property owners 
are measured on the basis of changes in 
the asking rental rates.
The index can vary between 0 and 100%.  
If the REI is above 50%, an increase in 
the average rental rates in the coming 
months is highly probable. The degree 
of deviation from the equilibrium value 
of 50% shows the strength of the 
downward/upward trend. A REI equal 
to 50% indicates that there were no 
changes over the analyzed period.  A 
value of less than 50% reflects the 
owners' expectations of rental rate 
reductions. (For details on the Rent 
Expectation Index visit www.ilm.ru)
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Investment market

Investment market
Comments

Buyers - investors

Non-core investors. The lack of reli-
able options for investments and distress 
expectation draw non-core investors to 
the market. Some non-core speculative 
investors are willing to pay more than 
professional players.

Long-term investors are returning. Ne-
gotiating with sellers, they drive out specu-
lative investors when it comes to high-qual-
ity assets. Mid- and long-term investors are 
present among the non-core buyers.

State-owned and major private 
companies are considering the pur-
chase of buildings. They are attracted 
by the excess of vacant buildings and 
the attention to them from sellers. In 
their decision-making, however, such 
buyers are increasingly using financial 
analysis similar to that of investors. This 
challenges the assumption that such 
buyers are willing to pay significantly 
more than long-term investors are.

Some investors are looking for 
deals. Investors who maintain a moder-
ate view on the market and believe in the 
increasing availability of bank loans in 
the medium term enter into negotiations 
and convince sellers to lower the price. 
Existing loan assets represent significant 
value to them, but there are players in 
the market who are ready to enter even 
without a bank loan.

Other investors are waiting. Some 
investors continue to monitor the econ-
omy and wait for rental rates to hit 
bottom and affordable loan financing to 

become available or at least get an un-
derstanding of the situation.

Foreign investors pay attention.  
They are drawn to Russia by excess li-
quidity and reduced yields in key inter-
national markets. The depreciating ruble 
has attracted attention, but so far not all 
assets have a price in rubles. Articles on 
our market appear in the Western press, 
in particular, the Wall Street Journal pub-
lished an article about Moscow (see “The 
press about us” at the ilm.ru website). 
The most experienced foreign investors 
are taking advantage of the uncertainty 
in the market and trying to close deals.

“Non-bank” lenders. New lenders 
capable of offering financing at rates that 
are lower than those currently available 
from banks are considering market entry.

The ruble and ruble-based contracts 
cause concern. Foreign and Russian for-
eign-currency investors are wary of ruble 
fluctuations and market pressure from 
ruble-based lease contracts.

Transition to a ruble-based market 
is possible. Because of the new foreign 
exchange policy of the Russian authori-
ties and the weak ruble, assets with ruble 
revenues are receiving their fair share of 
attention including from foreign investors.

Quick ‘bounce’ is unlikely. Very few 
people expect that there will be a quick 
‘bounce’ as in 2009 when the best pur-
chases were made in the first half of the 
year and in 2010 the market went up. This 
time, however, in addition to our ‘tradition-
al’ problems with the ruble exchange rate 
(declining oil prices) and the availability of 

bank financing, there are structural factors 
such as the overabundance of office space 
and the cyclic slowdown in the economy. If 
we accept the position that sanctions will 
not be lifted any time soon and that a peri-
od of low oil prices has begun, the forecast 
will be entirely depressive.

Sellers - owners

Pressure from tenants. Negotiations 
between owners and tenants on the re-
duction of rental rates and transition to 
the ruble are continuing. In the highly 
competitive market segments (Classes B 
and C), the tenants’ position is obviously 
stronger. In segments with lower competi-
tion (Class A, Center), owners are trying to 
contain the pressure, but are nevertheless 
making concessions. In situations where 
owners are not willing to make accomoda-
tions, lawsuits from tenants are expected. 
If there are court decisions in favor of ten-
ants, this could set a precedent and affect 
the position of the more loyal tenants.

Pressure from banks decreased 
but did not disappear. Strengthening 
of the ruble from the level at the begin-
ning of the year and the realization that 
banks are not interested in the default 
of troubled borrowers have lowered 
tensions with banks. Most loans are in 
restructuring, but there are borrowers 
who report their own for DSCR < 1. It 
is not yet clear how the situation with 
dollar loans will be resolved because 
there is no certainty on the ruble ex-
change rate or on rental rates.
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Investment market

Hope and reluctance to realize 
losses. Financial partners, including 
co-investors, are pressuring managers 
due to non-fulfillment of business plans 
resulting from the devaluation of the 
ruble, increased vacancies and slowing 
sales. However, hope for the best and 
the reluctance of partners to realize 
losses will not force managers to sell 
assets at the price sought by buyers.

No liquidation prices. Owners who 
are forced to liquidate assets in Russia 
are in no hurry to sell them at prices 
that they consider low.

“Real distress”. Low asset quality 
and high competition sometimes forces 
selling at prices close to the prime cost 
but even this price is not always justified.

Finding ‘their’ buyer. Many sellers 
are hoping to find ‘their’ buyer among 
property users willing to pay more for 
an office than investors who have ex-
pectations of monetary yield and who 
try to take into account factors influenc-
ing the future value of the assets.

Price gap between supply and de-
mand prevails. Generally, the differ-
ence of opinion between buyers and 

sellers on market development in the 
coming 2 years does not permit elimi-
nating the price gap and closing deals. 
Even so, deals are closed when views 
on the market and approaches on the 
distribution of risks coincide.

Difficulty in determining the sell-
ing price. It is difficult even for moti-
vated sellers to determine an adequate 
asking price because of the negligible 
number of transactions and the inher-
ent opacity of our market.
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