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The lockdown in Hungary was
eased across the whole country as
of 18 May. Universities can reopen
but student accommodation
facilities are still closed. Nurseries,
kindergartens and schools will
gradually reopen from 2 June.

The Budapest office market has
entered the current crisis with
solid fundamentals. Vacancy
levels are stabilised at around
5%, which is one of the lowest
among the CEE capitals. Demand
continued to grow y-o-y since
2009 and has not reduced for two
second consecutive years. The
Q1 demand was still in line with
the 5-year trend. Current demand
levels are anticipated to slightly
decrease while companies are
fully transitioning back from home
office.

We expect no decrease in prime
headline rents despite what
economic data suggest, rent
holidays if any will drive some
decline in net effectives in existing
schemes. Based on market
experience, the vast majority of
office rent was paid in March and
April. Many occupiers are in “waitand-see” mode and companies
are rethinking their future space
requirement.

IMPACT
Most office occupiers are now
making extensive plans to
facilitate a return to the office,
and some are even trying these
plans out in practice. This can
be seen at Google’s mobility
report indicating that while the
mobility to workplaces stands
at -33% compared to baseline
figures, an improvement of 16%
was measured in the last weeks
of May. Cushman and Wakefield
approached 125 companies based
in Hungary to measure their return
to office rates. More than 50%
of our respondents planned the
return in May while another 30%
in June. A higher frequency of
remote work is expected by our
respondents during the pandemic
period, driving some 25-50%
temporary decrease in workspace
density. 60% of our respondents
expected their office will be
rearranged in order to meet the
social distancing measures.

WHAT’S NEXT?
DEVELOPMENT ACTIVITY
Construction activity has recently
been more disciplined than in the
previous cycle. New deliveries over
the past two years have only been
a half of the amount delivered
during the two years leading
into the GFC. Moreover, the past
oversupply caused developers
to be cautious, which is apparent
in the low level of new stock
delivered since 2011. Whilst the
pipeline for 2020-2022 shows an
increased level, more than 60% of
this amount is already pre-let and
therefore availability in modern
Class A stock is expected to
remain unchanged.

Global economic events accelerate
cost-cutting decisions and
increase off-shoring. Hungary
has been a key beneficiary of
the offshoring of BPO’s and
shared service centres following
the Global Financial Crisis.
Whilst many global off-shoring
destinations have struggled with
the infrastructure requirements,
Budapest has adapted well to the
switch to home office necessitated
by the current crisis. This should
increase Budapest’s attractiveness
and we do not see a reduction of
demand in the mid-term.
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Restrictions on retail are lifted as
of May 4 in the countryside and as
of May 18 in Budapest. Shopping
hours for seniors remains in effect
for grocery stores and drugstores
and everyone entering a shop
must wear face protection of some
kind. F&B may be open if they
have a garden or terrace where
customers may consume food or
drink. Public spaces in Budapest
can be used as terraces for free of
charge in the period of 18 May and
1 September.

Active negotiations are ongoing
between Tenants and Landlords
with an objective to protect their
businesses. Many retailers are
struggling with current dept loads
accumulated during the lockdown
period. As a result, many retail
units have been closed down
permanently in prime high street
or shopping centre locations in
Budapest.
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CUSTOMER’S
PERSPECTIVE
Consumer spending has
historically been closely linked to
real disposable incomes, which
is expected to fall by 1.1% in 2020
and will recover to grow by 6.0%
in 2021. Household balance sheets
are currently being impacted and
confidence still remains fragile
as confidence index decreased
close to all-time record low in
April, primarily due to strong
fear of unemployment. With the
easement of lockdown measures
however, the confidence has
quickly improved by 20% in May.

PROPERTY
MANAGEMENT ISSUE
IMPACT
The current crisis delivered a
drastic but temporary decline
in retail sales . According to
draft CSO figures, retail sales
in April declined by c. 13% and
F&B fell back by c. 70%. May
however, is expected to be
significantly improved with
consumers returning to physical
retail. Google’s mobility report
indicates that while the mobility to
retail & recreation stands at -20%
compared to baseline figures,
an improvement of 20% was
measured in the last weeks of May.

We see the footfall in shopping
centre schemes and terraces
occupied by F&B operators have
strongly increased right after the
easement of restrictions. Based
on market experience, 20-60% of
rental discounts have been offered
by landlords based on individual
negotiations with tenants.

THE RETAIL
SECTOR IS
FACING THE
MOST NEGATIVE
CONSEQUENCES.

WHAT’S NEXT?
Structural changes across the retail
sector have been accelerated by
the current crisis. While consumers
will soon return to physical retail,
there is likely a permanent shift in
demand for online retail. Changes
however will take more time to
filter through in Hungary as the
share of online sales was only 7.3%
in 2019 as opposed to WE markets
having a share of 18-20%. The
recently closed stores will attract
new retail operators and thus a
change in tenant mix at numerous
locations is anticipated for the
short-term.
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A gradual reopening of the
country borders has been
announced. The southern borders
were reopened with Serbia from
May 25 and with Croatia from
May 29. The western borders are
planned to reopen with Slovenia
from 1 June and with Austria from
15 June.

The Budapest logistics market has
solid fundamentals with record low
vacancy levels stabilising at around
2.5% during the last year. This is
by far the lowest among the CEE
capitals and is 1000 bps below its
10 yr historical average - and even
further below its GFC peak. We
see rising new space requirements
in response to a faster shift to
online for more product categories
as well as manufacturers are
holding more inventory as a
cushion at least in the short-term.
Therefore, our view is that prime
rents and current lease terms will
remain resilient in 2020.

We see still rare cases of rent
holidays or reductions in rental
payment, but these are generally
tied to lease regearing. Based
on market experience, the vast
majority of logistics rent was paid
in March and April. Despite the
delay in opening of the new BMW
plant in Debrecen, new enquiries
have been registered from
potential suppliers to the factory.

IMPACT
The virtual standstill of automotive
factories contributed to a
decline in industrial production
in Q1. According to CSO figures,
industrial production volume
decreased by 5.6% y-o-y in
March, which was only 20% of the
setback seen during the GFC. All
automotive production and OEM
have gradually been restarting
production from late April. This
suggests the economy begins
to recover from Q3, although
production still works under
limited capacity due to global
supply chain disruptions.

WHAT’S NEXT?

DEVELOPMENT ACTIVITY
New deliveries over the past
two years have only been 40%
of the amount delivered during
2008-2010, and looking at recent
low availabilities Budapest has
intense supply constraints. BTS
or partial BTS development
schemes proceed. BTS occupier
tenders are ongoing, little or no
slowdown have been experienced.
The pipeline for 2020 and 2021
shows an improvement from
previous years and there is some
190,000 sq m of space is under
construction. One new market
player is expected to enter the
Budapest logistics market soon.

Reliance on global materials and
parts sourcing has become a
disadvantage during the pandemic
for manufacturers all over Europe.
The expectation is that over
the mid-term, manufacturers
will revert back to holding
more inventory and move away
from “just-in-time” inventory
management. Consequently, more
warehouse demand especially
near automotive hotspots is
anticipated in the mid-term of
which Hungary as a hub for
German car production in Europe
should benefit.
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CONTAINMENT
MEASURES IN
HUNGARY
Hungary’s economy is
ranked one of the most
resilient to the impacts
of Coronavirus epidemic,
with a contraction of
5.0% expected for 2020,
according to Oxford
Economics. The outlook
for the economy is
balanced as the lockdown
period was only seven
weeks and Hungary is
dependent on the pace
of the recovery in the
wider global economy
being strongly connected
to international supply
chains. Strong recovery
is projected with a GDP
growth of 4.4% for 2021
and 5.2% for 2022.
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OTHER ISSUES

Ongoing deals continue to
progress - albeit slowly. There
is little sign of deals falling
away at this time, although new
processes are being delayed. Both
buyers and sellers are entering a
monitoring stage when it comes
to new opportunities, although
interest remains for off-market
product. Domestic funds seem to
be the most proactive.

Clearly, international travel is a key
factor in the facilitation of new
deals and the gradual opening of
the skies should stimulate more
international activity.

WHAT’S NEXT?

SPECIAL INITIATIVES
In addition to their economic
stimulous package, the
Government is preparing a lowinterest loan scheme to help
kickstart the debt markets.

Clearly occupational performance
will be monitored very closely
by investors, prior to committing
on new deals. We believe the
fundamentals, with low supply
and vacancy across most sectors underpinned by a strong domestic
investor pool - as being in a
relatively strong place, so expect
Budapest to be able to pick up
quickly once travel restrictions are
lifted and decision making allows
new transactions to move forward
as we move away from lockdown.
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