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OCCUPIERS’ PERSPECTIVE

Containment measures were
gradually lifted in Hungary from
early May. Universities, schools,
nurseries and kindergartens re
opened.

Business as usual with the market
being active with viewings,
albeit decision making processes
remained slow. The GKI business
sentiment index improved strongly
in June with pessimistic sentiment
being half that measured in April.
Large-scale transactions have
proceeded over the past weeks,
although Q2 demand levels
are expected to be somewhat
restrained as companies transition
back from home office.

The market remained Landlord
favourable with no decrease
in prime headline rents. Most
occupiers are in “wait-and-see”
mode and rethinking their future
space requirement based on their
home office experience. Large
occupiers are requiring shorter
terms in their renewal negotiations,
whilst some excess space has been
put on the market for sublease.

IMPACT
Most office occupiers have
returned to the office by now and
currently operate under 25-50%
office occupancy in order to meet
the social distancing measures.
Google’s mobility report indicates
that the mobility to workplace
have improved 20% compared to
baseline figures in June from the
level of minus 50% measured in
May.

WHAT’S NEXT?
DEVELOPMENT ACTIVITY
Ongoing development schemes
continue and no major delays are
reported. Indeed, Q2 alone has
seen 78,000 sq m of new space
coming to the market. Pipeline for
the period of 2020-2022 shows an
increased level compared to the
amount seen in the last ten years.

We expect Q2 demand levels in
Budapest to be below the trend
due to the slower market activity
over the crisis period; however,
since more than 60% of the
new supply is already pre-let,
the availability in modern Class
A stock is expected to remain
unchanged. Class B stock is
expected to be affected by less
take-up unless properly upgraded.
In the short-term, if companies
make no change in enabling
flexible working when returning to
the office, they could see footprint
sizes increase by 15-20 percent
as a result of social distancing
measures and new types of
colleborative environments; this
could be mitigated by occupiers
would increasing their flexible
working practices.
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WHAT’S NEXT?

Restrictions on retail have lifted
albeit social distancing restrictions
are in place. From 18 June, special
shopping hours for seniors were
abolished and from 25 June,
cinemas and theatres were re
opened.

Market players are still focusing
on lease modifications of existing
lease agreements, mostly in
response to the effects of the
lockdown period. Expansion
activity remains limited;
nonetheless new openings for
2020 are still in the pipeline and in
some cases have been accelerated
by new availabilities in prime
high street and shopping centre
locations in Budapest.

The crisis has fundamentally
changed how retail operates but
Hungary has a resilient position
as shopping centre saturation
is significantly below the WE
average. Moreover, Hungary is
a long way behind the rest of
Europe in terms of online retail
share, but the growth is expected
to be much quicker. Indeed, online
sales rocketed up to 12.5% in April
2020 from 7.3% as at YE 2019
and if they continue at pre-COVID
growth rates, the share may reach
the 20% mark by 2022. Footfall
in most major retail locations is
expected to revert to pre-COVID
levels during the second half of
the summer. Whilst most retailers
are still focusing on rationalization
of their existing portfolio, market
activity might improve in the
coming months.

IMPACT
The current crisis delivered a
drastic but temporary decline in
retail sales. April showed a decline
of 10.2% y-o-y in retail sales,
which is comparatively moderate
compared to the contraction of up
to 30% seen in other EU countries.
May is expected to be significantly
improved with consumers already
returning to physical retail.
Oxford Economics forecasts that
government funding for affected
industries to support employment,
and crisis-related declines in
discretionary spending will point
to a slower private consumption of
minus 1.3% this year, but recovery
will be much faster in Hungary
than the EU average with a
rebound to grow by 6.0% in 2021.

CUSTOMER’S
PERSPECTIVE
Google’s mobility report indicates
that the mobility to retail &
recreation returned back to preCOVID levels in June, implying
some 40% recovery since the
last weeks of May. Footfall in
prime shopping centre schemes
is around 50% of pre-COVID but
improving. Retail parks have been
the least impacted in terms of
footfall and basket sizes and are
seen as the most COVID-proof
asset classes due to the open-air
structure of these projects. High
street locations remain very quiet
due to the lack of tourists.

THE RETAIL
SECTOR IS THE
MOST WIDELY
IMPACTED SECTOR
FACING THE
MOST NEGATIVE
CONSEQUENCES
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The country borders have
been reopened to and from
neighbouring countries like
Austria, Slovakia, Croatia and the
Czech Republic, enabling efficient
logistics operation.

MARKET ACTIVITY

OCCUPIERS’ PERSPECTIVE

Decision making processes
have clearly slowed. Tenants are
prioritising their efforts and are
mostly focusing on getting back
their business to the new normal.
This means locations searches,
lease negotiations, contract
negotiations, etc. are slower
than pre-COVID. Large-scale
transactions have occured over the
past weeks and months despite
the pandemic depicting healthy
demand and positive market
sentiment.

Stable rents and lease terms,
albeit the market still favours the
Landlords. We are seeing a number
of lease re-gears and renewals
where tenants are looking to secure
stable tenancy amidst the fierce
competition for existing space.
BMW has taken the land over of
the planned car manufacturing
factory in Debrecen in early June
further strengthening demand
from potential suppliers to the
factory. According to Cushman &
Wakefield’s Manufacturing Risk
Index 2020 report assessing the
most suitable locations for global
manufacturing, Hungary was ranked
in the top 10 countries globally
based on operating conditions and
cost competitiveness.

IMPACT
Hungary has been hit hard by
the closure of large parts of the
manufacturing sector and an
abrupt decline in international
trade. Industrial production in April
was down by nearly 40% since
the start of the year, with goods
exports recording a fall of a similar
magnitude. All manufacturing
have restarted production from
late April, although automotive
production still works under
limited capacity due to global
supply chain disruptions, which will
need more time to fully recover.
Oxford Economics expectation is
that exports will decline by 6.5%
this year, after growing 6.0% in
2019, before recovering to grow by
5.8% in 2021 and 5.1% in 2022.
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DEVELOPMENT ACTIVITY
Projects already started preCOVID are expected to be handed
over with a quarter’s delay.
Developers are strongly focusing
on BTS or semi-speculative
opportunites with price of BTS
continues to be ca. 10% over the
price of existing schemes. The
appreance of a new market player
(still unnamed) should have a
positive affect on market liquidity
and land transactions. Countryside
BTS and BTO projects seem to
develop without any setback albeit
new foreign requirements are yet
to re emerge as travel restrictions
are affecting business decisions.

WHAT’S NEXT?
We are expecting a record low
vacancy rate at the end of Q2
due to continuously high demand
coupled with a very limited and
slowing handover of new facilities.
This has opened a window of
opportunity again for full BTS
development in the Budapest
area. As the most likely measure
in reaction to the COVID-19
pandemic is that manufacturers
will put more emphasis on
“nearshoring” over the mediumterm, and as being a hub for
German car production in Europe,
Hungary should enjoy sustained
demand over the mid-term.
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GOVERNMENT
AND MNB
MEASURES
Most of the COVID-related
measures were focused on loan
moratorium, tax deferment and
liquidity provision, which will
accumulate liabilities occurring
this year will have to repaid in
2021. MNB has cut its benchmark
base rate by 15 bps to a record
low of 0.75 percent on 24 June
which unfold further the yield gap
between the prime property yields
and minimum finance rate.

MACRO
PERSPECTIVES
Hungary has come out of the
Covid-crisis comparately well
and the 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. Hungary
entered the current crisis from a
position of relatively solid macro
fundamentals. Growth started
from a high base, having averaged
roughly 5% for the last two years,
the fiscal and current account
deficits are small, while the
employment rate is high. Hungary
has a central role in international
supply chains and so depend on
the pace of the recovery in the
wider global economy. Strong
recovery is expected with a
projected GDP growth of 4.5% in
2021 and 5.2% in 2022.
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OTHER ISSUES

Investment volumes in H1 2020
reached Eur 835 million - the
strongest H1 period of activity on
record since 2016, with offices
continue to be the dominant
sector. Whilst Optima’s corporate
acquisition of GTC accounts
for over 28% of this, significant
transactions such as Gazeley’s
acquisition of the Goodman
platform and Allianz’s acquisition
of Eiffel Square illustrate Hungary’s
relatively strong performance.
Whilst there are examples of some
aborted deals, most seem to be
proceeding.

There is a perception that capital
is waiting in the wings. Enquiries
persist, with many international
investors looking at how Hungary
emerges from the lockdown,
whether there will be a second
wave of the Coronavirus and
whether there are alternative
opportunities in the core EMEA
markets before committing.

WHAT’S NEXT?

SPECIAL INITIATIVES
Several investment opportunities
have been launched or
relaunched including new
developments at Vaci Greens and
Budapart Gate. Whilst clearly the
pool of investors is smaller, there
is confidence from developers
that the market continues and
that pricing is holding up.

With investors still having capital
to spend, given Hungary’s
strong real estate fundamentals
of low supply and consistent
demand, we believe the year
will end strongly. After the
Global Financial Crisis, there
was an arupt halt to interest
from international capital and a
very limited domestic market;
encouragingly, international
capital continues to be active
whilst domestic sources of capital
continue to hunt increasingly
larger opportunities.
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