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Economic context 
 
�  European economic prospects downgraded again in 1Q0 9 

In line with the strong deterioration of the economic environment faced during 4Q08 
the IMF recently downgraded again the global GDP prospect for 2009 at -1.3%, the 
sharpest fall since World War II. Western economies are expected to even 
underperform this forecast as their annual GDP evolution should stand at -3.8% 
whereas the economy of the emerging countries should expand at a low but 
positive level (+1.6%). The first publications of 1Q09 GDP across Europe confirmed 
the IMF deteriorated perspectives. European economies sank further in recession 
with the Euro 27 GDP anticipated to fall by between 1.5% and 2% in 1Q09. In the 
UK for instance, GDP contracted by 1.9%, deeper than expected by the economists 
who had forecasted a 1.6% drop. The significant decline was emphasised there by 
the plummeting manufacturing output at -6.2% in 1Q09 following -4.9% in 4Q08. 
 
In that context international exchanges are anticipated to fall by 11% across the 
globe, hitting strongly the German economy with a GDP anticipated plunging by 6% 
in 2009. In Italy the GDP forecast was again downgraded and is expected to stand 
at -4.2% in 2009. 
 
The recession impacted further the level of manufacturing activities rapidly 
translating into the job market across Europe. The most significant growth of the 
unemployment rate was registered in Spain as it stood at 17.4% at the end of 
March compared with 13.4% at the end of December 2008. 4 million Spanish 
people are currently jobless representing 1.8 million people more than a year ago. 
The unemployment rate could even exceed 20% at the end of 2009. The same 
trend was observed across all European countries. In France 250,000 people lost 
their jobs during 1Q09, whereas in Italy 370,000 people additionally registered at 
the cassa integrazione during January and February. 
 
This rapid growth of unemployment rate across Europe combined with a 
widespread fall in house prices are currently undermining household confidence 
especially marked in Spain and in Germany. The traditional low level of household 
consumption was confirmed again there in March decelerating by 1% in March and 
even by 1.5% during 1Q09 yoy. On a quarterly base the decline even reached 
3.2%. However consumption remained sustained in March in the UK, as it rose by 
0.9% as well as in France, where a growth by 1.1% of household expenditures was 
registered across 1Q09. Even if these signs cannot be interpreted as first steps of 
uptown it might suggest that the deepest quarterly GDP results are behind us. The 
support plans of the major governments across the world are indeed progressively 
improving the economic situation despite further several dull level of economic 
performance to come. Moreover the consecutive inflexions of the refi rate decided 
by the ECB and the BoE are expected to stimulate investments and progressively 
enhance activity. 

> GDP recession narrowing -2% in the UK and in the Eu ro zone in 
1Q09, deeper than in 4Q08 

> Shift from landlord-markets to tenant-markets acros s all sectors  

> Accelerating rental fall as a result of generalised  negative levels of 
space absorption 

> Lower upward trend expected on prime yields, room f or substantial 
yield increase for secondary assets 

Further  deterioration of the IMF 
economic forecasts across Europe 
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Property markets 
LETTING MARKETS  
 
OFFICE 
 
�  Downturn definitely under way, intensifying drop in  rental values 

After showing first signs of dampening activity in 4Q08 the situation in the office 
market worsened very quickly in 1Q09 promptly reacting to the current and 
forecasted economic environment. Occupier demand noticeably declined yoy with 
the strongest falls registered in Spain, Italy and in the UK. In these three markets 
take-up declined by more than 60% yoy. The deepest decline in take-up was 
registered in Italy with the 1Q09 statistic down by 77% compared with 1Q08. 
Occupier activity fell significantly this quarter as corporate became increasingly cost 
sensitive waiting for the economic situation to stabilise as well as rents to drop more 
significantly. In Milan only 32,000 sqm were taken-up during 1Q09, the letting by 
SAP in the Energy Park representing alone 20% of the total. In Central London 
take-up reached 101,000 sqm, the steepest level ever registered, with only 31,000 
sqm let in the City and 1,500 sqm in the Docklands reflecting the strong difficulties 
of banks and financial companies. 
 
Take-up results remained relatively robust across the major German markets 
recording a 21% drop both on a quarterly and yearly base sustained by the letting 
by Deutsche Bahn of 72,000 sqm in the Silberturm of Dresdner Bank – the biggest 
transaction of the last decades – located close to the Frankfurt railway station due 
to be fully renovated in 2011. In Paris the take-up fell by 25% compared with 1Q08 
at 440,000 sqm primarily due to the significant decline of small transactions, 
particularly sensitive in the Central Business District, reflecting the impacts of the 
economic recession on smaller companies. One of the main motivations for tenants 
to move is the need for more rationalisation in terms of size and as well in terms of 
level of rents. Thus 15% of the transactions are registered in the Northern District, a 
market characterized by large transactions at lower rents than in La Défense.  
 
As space absorption significantly diminished again this quarter - result of the lower 
level of demand and of a growing number of completions - the average vacancy 
rate across the five monitored countries reached at the end of March its highest 
level since 4Q05 at 7.6%. The level of vacancy is likely to keep on growing at least 
until the end of the year as projects initiated in the last two years should 
progressively come onto the market. In the five major markets for instance, nearly 
200,000 sqm were completed during 1Q09 and around 900,000 sqm are expected 
to be completed by the end of the year. In Milan 600,000 sqm are currently under 
construction and should inflate the stock within the next two years. However the 
number of development schemes slowed down since 4Q08 due to the difficulty for 
developers to finance their projects. In Paris 2.2 million sqm are planned to be 
completed in the next years, 5% down compared with 4Q08. 
 
In that context the rental decline accelerated during 1Q09 especially in the UK and 
in Spain. The Central London office market saw rents significantly drop by 13% in 
the City and in the West End qoq. In Madrid the prime rent fell by 13% qoq too as 
several completions in the periphery generated strong competition towards prime 
offices located in the CBD at more attractive rents. In the other markets the 
decrease was lower. In Paris the prime rent dropped by only 2.5% at 780 €/sqm/a 
but is anticipated to decline further in the next quarters. In Italy rental values 
remained stable. In Germany the rental level remained unchanged so far too on an 
annual and a quarterly base. However starting negotiations for leasing transactions 
contracted in the boom year 2000 or in 2005 are expected to accentuate the 
pressure on rental values and lead to rental decline in the next quarters. 
 
The slowdown in take-up results cannot be only attributed to the worsening 
economic context and the strong caution of tenants. Anticipating further drop in 
rental values and increasing difficulties to find new tenants in a context of rising 
availability of supply, landlords are prone to accept rents alignment down to present 
market conditions in order to keep up occupiers. This phenomenon is expected to 
accentuate further the low level of letting activities until the end of 2009. 
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RETAIL 
 
�  Downward adjustment in progress  

Despite slight improvements in consumption in France and in the UK in 1Q09 the 
global trend points to durable falling retail sales across all markets in line with the 
difficult economic environment and low consumer confidence. Falling purchasing 
power has hence already started to affect retailers’ turnover. 
 
However, retail leasing markets were dynamic again this quarter. International 
mass market retailers are currently active in settling their concepts in the best 
locations of the biggest cities in Europe, at the expense of local retailers, who can’t 
afford any more very high levels of rents in prime high streets. Prime rents 
remained thus stable during 1Q09 except in the best retail locations of Barcelona. 
In Paseo de Gracia, rental values fell significantly by 10% since the beginning of the 
year in line with increasing availability of high street shops formerly occupied by 
luxury brands. In increasing movements of retailers even in the prime high streets 
are opening a door for rental negotiations and more flexibility from the owners in 
regards to contract conditions increasing thus the pressure on prime rents too. 
 
Across all European markets retail investment declined as well by 37% in 1Q09 but 
to a lesser extent than other property products, driven by the appetite from 
domestic investors, amounting for 50% of total volume. The investment volume 
narrowed 1 billion € with retail transactions in Italy representing 31% of total volume 
and Germany reaching 28% through nine small transactions. In Italy the biggest 
purchase was made by a German open-ended fund managed by Union Investment 
Real Estate AG which acquired the 28,000 sqm new Auchan shopping centre in 
Monza for 142 million €. Retail prime yield rose as well especially in France (+50 
bps qoq) and in Spain (+33 bps qoq). 
 
INDUSTRIAL 
 
�  Significant decline of occupier demand   

The impacts of the recession are particularly perceptible in the industrial market as 
both traditional pillars of the sector are strongly hit by the current situation. On the 
one hand the manufacturing output currently intensifying the deepness of the 
economic recession has plunged by 7.9% during 1Q09, the worst performance ever 
registered. On the other hand household consumption - although less significantly 
affected so far – is reflecting the very low level of consumer confidence. 
 
In that context most expansion plans have been put on hold and occupier demand 
for industrial premises as well as for logistic platforms significantly contracted again 
in 1Q09. In France for instance, only 310,000 sqm of warehouses were transacted 
in 1Q09, the lowest level since the 1Q04. Hence most of the few letting transactions 
were signed by companies willing to reduce their rental expenses through more 
efficient and consequently smaller space units as well as through rental falls. 
Consequently the level of availability rose further - especially for second-hand 
premises - strengthening the distortion between supply and demand. However the 
future supply has been considerably revised down across all markets and most of 
the completions concern turnkey buildings. Despite the very low level of activity on 
the market, rental values faced general decline for both new and existing contracts. 
Landlords are fighting for tenants, especially for the most solvable ones as a result 
of sluggish economic conditions and the ensuing higher payment default rates, and 
are ready to accept high level of incentives, intensifying pressure on rental values. 
In Spain the average industrial prime rent strongly fell by 11% in 1Q09 qoq and 
even by 21% yoy. In other markets headline rents remained unchanged so far. 
 
 
INVESTMENT MARKETS 
 
�  Lacklustre investment activities 

As anticipated the overall drop in occupier demand confirmed the translation from 
the financial crisis into the real economy. Investment markets, which still strongly 
suffer from limited access to debt, are now additionally very much dampened by 
considerably lower levels of take-up. According to CBRE the investment volume 
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plunged by 44% across all European markets from 21 billion € in 4Q08 down to 12 
billion € in 1Q09 and even by 73% yoy, in line with volumes registered in the late 
90s. The wait-and-see attitude adopted by investors for several quarters is thus 
expected to persist as substantial falls in rental values are now forecasted. 
 
In France the investment volume did not exceed 800 million € representing an 85% 
drop qoq, in Germany the volume registered during 1Q09 reached 1.8 billion € 
according to JLL i.e. a 78%fall. In the UK the decline in investments was less 
significant than in other markets - by -22% qoq - with around 4 billion € transactions 
signed during 1Q09. The strong re-pricing started there since 3Q07 combined with 
the more recent strong drop in rental values restored investors’ interest especially 
from outside the UK, benefiting from the weak level of the £. On the contrary the still 
restrained level of activity from British investors in their own market might suggest 
that price levels have not reached yet the bottom of the curve. 
 
Several sale-and-leaseback transactions were recorded during 1Q09 as corporate 
companies currently need cash to maintain or in best cases develop their core 
business. In France the launch of several OPCIs enabling corporate to externalise 
properties against cash from institutional investors has proven to be successful. In 
Spain 38% of all transactions signed in 1Q09 were sale and leasebacks. 
 
Investors’ focus on qualitative assets - technically and geographically fully let to 
solvable tenants at market rents - accelerated in 1Q09. This competition for good 
assets at currently more acceptable prices strengthened across all markets such as 
in the major Spanish cities where nearly 60% of the investment volume concerned 
buildings located in CBDs and almost fully occupied. The average prime yield 
aggregated over the five monitored countries kept on increasing – but at a slower 
pace - for the seventh quarter in a row, by 13 bps qoq. Since the trough recorded in 
2Q07 the rise in prime yields reached 130 bps to narrow 6% at end 1Q09. The 
current level of average prime yield is now exceeding by 20 bps the quarterly 
average recorded over the last 20 years and stands among the highest third. The 
upward yield adjustment is at present more noticeable for secondary assets than for 
prime ones restoring an adequate risk premium between assets. 

 
Outlook 
 
�  Time to start seizing opportunities? 

Mainly driven in 1Q09 by large transactions initiated last year, the occupier market 
should face a progressive slow down of activity during the next quarters. Demand 
will be increasingly affected by the European recession and mainly motivated by 
space optimisation in order to cut costs. The challenge for landlords will be to keep 
the vacancy in their portfolio at a low level despite the increasing number of 
unsolvable tenants impacted by the deterioration of the economic environment. The 
most appropriate way to attract the best tenants will be to grant higher and higher 
incentives and rental reduction, strongly increasing the pressure on market rents. 
 
Although the bid/offer gap has already significantly narrowed based on the year-end 
appraisals the investment market should not be very active during Q209 due to a lot 
of remaining economic uncertainties. Investment volumes are expected to improve 
once both the steepness and the end of the rental fall will be more precisely 
assessed by the market. Until then further adjustments will systematically cut down 
assets value and reinforce investors to wait further for a better environment. 
However, the decision from the ECB to cut the refi rate three times during the last 
three months, first by 50 bps at the beginning of March, then by further 25 bps at 
the beginning of April and again by 25 bps at the beginning of May to stand at 1% - 
its lowest level ever - could boost investments as long as banks are willing to be 
supportive. The deflation risk might convince the EBC to cut the rate further down 
even closer to 0% during the summer months when negative CPI is expected to 
spread out in most of European countries. Nevertheless, the current low price of 
debt should encourage investors to induct liquidity again in property markets 
including the rental falls to come, in case durable deflation can be avoided. 
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The Rome office market  
 
REGIONAL ECONOMY 
With its 3.8 mln inhabitants, Rome is the most populated city in Italy and the third in 
Europe. The Italian capital city is the core centre of the Italian political activity and it 
hosts the headquarters of some Italian large corporations that historically were 
participated by the government, such as Enel, Eni, Alitalia and many others. The 
Roman area today weights for about 8% of the national GDP. An analysis of the 
historical series from 2000 to 2007 shows an average annual regional growth rate of 
1.7%, compared to a national figure that is steady at 1.1%. In the recent market 
conjuncture, the local GDP stability compared to the national trend witnesses that the 
region could absorb the crisis better than elsewhere.. According to macro-economic 
estimates, Lazio has confirmed its position as most dynamic region, with a cumulative 
increase in GDP between 2000 and 2007 by 12.9%. In 2006, the private and public 
services sectors absorbed 84% of the city workforce. Tourism is one other main 
activity, thanks to the presence of imperial ruins and of the Vatican state. Further 
telecommunications, media, finance sectors contribute today to the area productivity. 
All the above elements had a positive impact on employment, which rose consistently 
over last years: the unemployment rate decreased from 11% in 2001 to 6.5% in 2007. 
The per-capita GDP amounted to € 34,021 in 2007, about 30% higher that the national 
average. Beyond the public administration activity, in Rome real estate is today one of 
the leading businesses, some of the national leaders were born in this market. 
 
STOCK AND OCCUPANCY  
Development dynamics of the office stock carried out from 2002 to 1Q09 led to an 
increase in stock by 4.25%, from 9.4 mln to 9.75 mln sqm. The office stock in Rome, 
historically concentrated in the centre of the city, is today spread all over the City area 
due to the relocation process undertaken by the industrial sector, which preferred 
moving in the periphery occupying less expensive, more recent and efficient buildings. 
Some areas are in fact subject to consistent integrated renovation plans, such as the 
Tiburtina area in the east side of the city and the Greater EUR area in the South-West, 
including the EUR, Ostiense, Colombo, Fiumicino and Magliana. The City centre, 
characterized by an almost exclusive presence of ancient buildings, remains the 
preferred location for public administration and services (law and tax advisory firms). 
 
Despite the general drop in values recorded in 2008, real estate showed certain 
resilience in Italy, especially in the top class office segment, thanks to what once was 
considered this market greatest inefficiency: the lack in supply of quality stock. Such 
feature is today a strength factor, allowing the segment to loose just a 5% in values.  

 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
In the recent market dynamics some 42,000 sqm of new offices were introduced over 
the last few months of 2008, almost all of which already let. More specifically, these 
areas include the refurbishment of a building owned by Pirelli in Via Paolo di Dono, 
EUR zone, and of the new building in Piazza dei Navigatori, of which 10,000 sqm are 
still available on the market. Regarding other areas in the pipeline for the Roman 
market, the situation is essentially stable compared to the previous quarter. In 
particular, of the nearly 230,000 sqm of new areas expected to be completed within the 
year 2008, slightly over 145,000 sqm were already under construction at year end, 
while the remainder are classified under projects in the planning stage. 
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In the recent market dynamics some 42,000 sqm of new offices were introduced over 
the last few months of 2008, almost all of which already let. These projects will most 
likely not be completed in 2009 and mainly involve three new buildings planned for the 
EUR zone, which include 30,000 sqm of offices in the former Italgas area and 40,000 
sqm in the area along the Eur-Fiumicino corridor (Ponte Galeria). In terms of potential 
future supply in Rome, some more offices could be added to the actual pipeline, 
comprised in the new redevelopment of the former Velodromo site situated in front of 
Europarco. Approximately, the final plan includes about 20,000 sqm of offices, the 
construction of which should be considered to be priority.  
 
NEW PROJECTS 
- Tecnopolo (Tiburtina) is the project that will deliver to Rome the first technological 
pole, whose mission will be the re-launch of the Italian High Tech industry and the 
development of innovating technologies. Placed in Eastern Rome, it will extend for 70 
hectares and will require a € 275 mln investment. 
- Europarco (EUR) is the project promoted by the constructor Parnasi that will create 
the first business park in Rome, La Defense style. The project will develop 805.000 
cubic metres and will be completed by 2011. The main destination of the project is 
offices, but it will include also retail and residential surfaces, characterized by the 
emerging of two twin towers. New infrastructures and fast connections will also 
characterize the project. 
- The Progetto Millennio (Fiumicino Corridor) in the municipality of Rome is a project 
whose target is to develop the area between the centre and the Fiumicino airport. The 
project, beyond residential and retail units, foresees a tower for office use.  
- The Campidoglio 2 project (City Centre) occupies a 110.000 sqm area and it was 
born as an optimization and rationalization of the municipality offices and their context.  
-The “Nuova Fiera Roma” (Fiumicino Corridor) is the project that will build the new 
exhibition pole of Rome, with 210.000 sqm of covered surface in the Ponte Galeria 
zone. It is foreseen to be terminated in 2009. 
 
On the supply side, 2009 will see a considerable amount of new offices introduced into 
the market in the EUR-Laurentina-Fiumicino area; this will result in an increase in 
qualitatively better offices, changing the current proportions of Grade A, B and C 
space. In 2009, occupiers will be able to count on varied and substantial supply, 
qualitatively superior to demand, which has been weakened by the economic crisis. 
The cycle will move in favour of occupiers, consequently leading to downward pressure 
on rents. The uncertainty impacting the future growth of the sector will once again 
hinge on the efficient development of infrastructure. 
 
RENTAL VALUES AND LETTING ACTIVITY 
Total take-up in Rome in 2008 neared 155,000 sqm, in line with that of 2007. The 
Roman market has proven to be both conservative and stable, with demand 
prevalently consisting of companies already present in the Capital but seeking to 
change their headquarters, mainly for space rationalization purposes.  
 

Quarter Building Sub-market Tenant Sq m (€/sqm/a)
4Q08 Via Veneziani, 56 EUR Alcatel 3,500      280
4Q08 Via Firenze, 6, 10 City Centre Società alberghiera 4,000      250
3Q08 Via Mosca, 9 EUR ATAC SpA 5,000      200
3Q08 Parco dei Medici EUR Wind 6,000      240
4Q08 Via Marx, 15 Tiburtina/Rome East Formez 8,000      190
3Q08 Via Galbani Tiburtina/Rome East Terna 10,000    na

Recent Leasing Transaction

 
Source: DTZ 

 
Approx. 13% of take-up recorded in 2008 involved IT and Telecommunications 
companies. Excluding the public sector, sectors with greatest impact on take-up 
during the last year were the industrial one (23%) and the services one (20%). 
Among parties operating in the energy sector, take-up was driven (nearly 70% of 
the sector total) by companies already present on the market and operating in the 
traditional energy sector, linked to Italian energy giants ENI-ENEL. 
Companies active in new energies also accounted to a lesser extent for a share of 
take-up. The legal sector accounted for nearly 5% of total take-up in Rome in 2008. 
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The major firms that opened up offices or simply transferred their offices from one 
location to another within the city were Legance, DLA and Studio Pirola e Associati.  
The beginning of the year 2009 was slow for the Rome office market, with a net 
absorption of about 10,000 sqm, in reduction by 33% if compared to 1Q08. The 
letting activity was mainly concentrated in the city centre and characterized by small 
size deals. In the EUR zone only a single renegotiation agreement for a 5,000 sqm 
surface has been already registered. The services sector was the most active in 
occupying office spaces with about 60% of the total quarterly take-up. The banking 
sector weighted for about 20% of total take-up, while institutions and new energies 
contributed marginally to the aggregated absorption. The quality of traded spaces 
was not high due to the lack of high class buildings that characterizes not only the 
Roman market, but the whole Italian market: 80% of  quarterly take-up concerned 
class B spaces, while class A buildings weighted for just 10%. 
The occupation activity in Rome over last quarters did not impact considerably on 
the vacancy rate, which on average remains around 8.0%. Vacancy volumes 
remained constant to 580,000 sqm. Low levels of vacancies are recorded in the city 
centre and in the Greater EUR areas, 2.8% and 4.0% respectively, while availability 
grows in the Tiburtina and Fiumicino Corridor zones. 
 
The prime rent cycle in Rome has ended its slight growth phase and a reversal of 
the trend is expected. The level of prime rents during the last quarter remained 
essentially stable at 440 €/sqm/a, but the confidence of occupiers is starting to 
dwindle. The weighted average rent has decreased, bringing the annual average to 
the 2007 level, at 250 €/sqm/a. As in the third quarter, few transactions involving 
areas in the central zones were completed during fourth quarter 2008, the largest of 
which was by a legal firm. Asking rents for new developments expected to be 
introduced into the market in 2009 will be in the range of 260-370 €/sqm/a. 
 
The vast majority of analysts agree that 2009 will see a peak in the international 
economic crisis. All markets will be affected, although to differing extents. In light of 
this, we believe that the leasehold component of the Roman office sector will 
undergo a slight decline, if compared to the situation in other EMEA markets, due to 
the conservative nature of the market and its small size. 
The drivers that will continue to characterise the market on the demand side will be 
(1) cost reduction, (2) quality and (3) M&A, driven by the crisis underway.  
 
INVESTMENT MARKET & TRANSACTIONS 
Over last quarter proprietary expectations for new schemes or refurbishment deals 
clash with the difficulties of the market and the scarce request for spaces. Due to 
the difficulty of the market, new projects prosecute slowly and delivery dates are 
postponed month by month. The total volume of investments in Italy was restrained 
in 1Q09, about € 900 mln, in reduction by 62% if compared with the same period of 
the previous year. The interest on the investment side is still considerable, but 
good-end transactions have been very few. A discrete number of transactions 
regarding size below 20.000 sqm have been recorded. In 1Q09 an Italian private 
investor carried out the acquisition of a property placed in Via Sannio, for about € 6 
mln, with a yield of 6.67%. 
 

Quarter Segment Building
Price (€ 

mln)
Purchaser Sq m € / sqm Zone

4Q08 Office/Retail via Cristoforo Colombo, 70 23,5 Fondo Immobiliare Alpha - Fimit 9000 2 611    Torrino (G.E.)
4Q08 Office Via Cina, 413 25,7 ACI 8154 3 152    Torrino (G.E.)
4Q08 Office/Retail Via Tomacelli, 146 78,1 ICAL Spa 7429 10 513  Centre
4Q08 Office/Retail Via Bissolati, 76 95,9 ICAL Spa 12030 7 972    Centre
3Q08 Office Loc. Ponte Galeria 100 RREEF - Fondo Rutenio 40000 2 500    Fiumicino 
1Q09 Office Via Sannio 15-19 6 Private na na Centre

Recent Investment Transaction

 
Source: DTZ 
 
Investors are adopting a more cautious approach, requiring a higher premium for 
bearing property market risk. In 1Q09 prime yield increased to 5.80%, due to the 
high risk reward required by investors, who also bear the increased cost of 
financing. This level of profitability grants a spread of 140 bps versus 10ys interest 
rates. Yield concerning recent transactions in the peripheries (see table above) 
stands in the range between 6.5%-7.0%. This level of yields is mainly due to the 
wide market supply in external areas. 

Prime Rent in Rome  

100

150

200

250

300

350

400

450

500

Q4/88 Q4/92 Q4/96 Q4/00 Q4/04 Q4/08

€/
sq

m
/a

 
Source: CBRE 

Yield vs Vacancy Rate  
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Spread vs average  ±(1/2,3/2) stdev  
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