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KEY FINDINGS

The total volume of investments | Investor interests have shifted | Developers became the key | The share of foreign investments
amounted to 78 bin rub. in H1 2019, | toward the sector of land plots for | property investors, with their share | dropped by 21 p.p. to 30%
which is 4% more than a year ago. | development. Its share amounted | amounting to 36%. as compared to H1 2018.

to 31% of all investments.
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“The volume of investments into
Russia remains reserved but appears
to have a consistently positive
performance. The established balance
in the key sectors of the market is a
driver for the investor activity. The
residential property investments are
increasing despite the latest changes
to the Federal Law regarding the
shared-equity construction, which
affects substantially the project
implementation model. The current
economic situation and its forecast
condition by the end of the year do not
generally have a negative effect on the
investment behavior. Meanwhile, what
causes concern is the growing capital
outflow that is able to affect the
investment resource in the property
market.”
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The key indicators of the Russian economy
proved to be lower than expected in
H1 2019 as some of the planned figures
turned out to be hard to achieve. The
economic growth amounted to 0.8% in
Q2 2019 and to 0.7% since the beginning
of the current year. The official forecast for
the Russian GDP was cut from 1.2-1.7% to
1-1.5%. A similar change happened with
the assessments by World Bank and Fitch
Rating Agency, both of which changed
their expected annual figure from 1.4% to
1.2% and from 1.5% to 1.2%, accordingly.
The inflation amounted to 2.46% over
the first six months of 2019 in Russia as
compared to December 2018 and stood
at 4.66% YoY. A slowdown in the price

growth was recorded in June. The Central
Bank of Russia cut its forecast for the
annual inflation from 4.7-5.2% to 4.2-4.7%.
The Ministry of Economic Development
and Trade expects the figure to stand
at 4.3%, while the optimistic scenario
puts the inflation under 4% in 2019. The
Central Bank of Russia decided to cut
the key rate further on in June, when it
reduced it to 7.5%, which was followed
by another cut to 7.25% in July. The long-
term sovereign rating of Russia according
to S&P Global Ratings (S&P) remained
unchanged, namely investment-grade BBB-
with a positive outlook. Moody's also made
no amends to its assessment of Russia’s
investment rating, i.e. Baa3 with a positive
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Key figures

285,3 bIn rub.
52 transactions

Total volume

249,6 bin rub. of investment transactions

43 transactions

248,1 bin rub.
55 transactions

-‘- Average transaction volume

78 bin rub.
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outlook. In its turn, Fitch reconsidered its
position as based on the results of the past
six months and changed Russia’s foreign
currency credit rating from BBB- to BBB,
with a positive outlook. Among the factors
that have affected such a change there was
an improvement in the macroeconomic
certainty in Russia as well as the reduced
economic dependency of the oil prices and
augmented resilience to external shocks.
The capital outflow has significantly
exceeded the level forecast by the Central
Bank of Russia, just like last year. Thus,
the figure amounted to about $27 billion
in H1 2019, which is more than the figure
expected by the Central Bank of Russia
($20 billion). Considering this fact, the
expectations of the Central Bank of Russia
regarding the annual capital outflow were
subject to correction and now stand at
$50 billion. However, the actual annual
figure may exceed the forecast, which will
affect the key sectors of the economy.

The total investments into the Russian
property amounted to 78 billion rubles
in H1 2019, which is 4% more than a year
ago. Despite such an insignificant increase,
we expect to see some major transactions
including portfolio transactions, which will
be the key factor contributing to the
growing volume of annual property invest-
ments.

Just like the past three years, the largest
share of the annual volume of invest-
ments into the Russian property is likely
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Quarterly growth of investment volume by sector
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to account for H2 of the year. Considering
the forecast volume of investments at
260-280 billion rubles, we are likely to see
a number of major transactions amount-
ing to about 200 billion rubles in total in
H2 2019.

The structure of investment demand under-
went significant changes in H1 2019. Thus,
the office market lost its leadership, while
the largest share of investments account-

2%

H1 2019

< Hotel property
Office property
@ Development site

ed for land plots for development. The
total investment volume into the land plots
amounted to almost 24 billion rubles, while
the sector's share of annual investments
stood at 31% in H1 2019. The volume of
investments into this sector of the market
has already come close to last year's fig-
ure (28 billion rubles). Among the most
significant transactions that contributed to
the leadership of the sector there was the
purchase of the rights to develop a master

AnHamunka 06beMOB NHBECTULIMOHHbIX
CAENOK MO CermMeHTam (Mo CpaBHEHWMIO
c 1 nonyrognem 2018 r.)
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planned community project of the former
Likhachev Plant by Etalon Group. Industrial
and warehouse property came in second
by the volume of investments. However, it
happened only due to one major transac-
tion of the sector, namely the sale of a
General Motors Plant in St. Petersburg to
Belorussian investors. Therefore, the share
of the sector amounted to 25% against 5% in
H1 2018. A relatively new investment sec-
tor of rental housing investments for fur-



ther lease rounds out the top three list.
Undoubtedly, similar transactions have taken
place before, however, currently we can state
the fact of their becoming a solid investment
tool. Thus, Alfa Group purchased a resi-
dential complex under construction Prime
Park in Leningradskiy Avenue and DOM.RF
bought a part of Serdtse Stolitsy Residential
Complex and Level Amurskaya to build their
rental housing portfolio further on. The
offices accounted for 14% in investments
(an 18 p.p. decrease yoy), the hotels - for 5%
(@ 3 p.p. increase yoy), and the retail prop-
erty — for 2% (a 53 p.p. decline yoy), over the
period under consideration.

The geographic segmenting of the prop-
erty investments generally corresponds to
the structure of H1 2018. The property
investments amounted to 73% in Moscow,

H1 2019

which is 5 p.p. more than a year earlier.
The share of investments into the property
of St. Petersburg amounted for 26%, which
is 4 p.p. less than last year. Only 1% of
investments accounted for large regional
centers, among which there were Voronezh
and Nizhniy Novgorod. Such breakdown of
demand is likely to last through the end of
the year.

Taking into consideration a significant
increase in transactions with development
sites, the most active investors proved to be
developers, with their share of investments
amounting to 36%. Foreign investors, just
like in 2018, in general, kept their second
position in H1 2019, their share being basi-
cally identical to that of last year (25%).
Investment companies came in third, with
their share amounting to 21%.
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As of H1 2019, the share of Russian inves-
tors in the structure of total investments
amounted to 70% against 49% in H1 2018.
Despite the decline in the share of foreign
investments, the structure of H1 2019 is
expected to last throughout the end of
the year. Therefore, the share of foreign
investments will remain about 30% by
the end of the year, which generally cor-
responds to the situation of 2018. The
international investors were represented
only by two countries. i.e. Belorussia and
Malta in H1 2019.

The cap rates remained flat over the past
six months. As of H1 2019, the cap rates
range for first class assets amounted to
9.50-10.50% for offices, 9.75-10.25%
for retail property, 11.50-12.00%
for industrial and warehouse property.

and

KEY INVESTMENT
TRANSACTIONS WITH
RUSSIAN COMMERCIAL
REAL ESTATE IN H1 2019:

OFFICE REAL ESTATE

The purchase of one building in
Aquamarine Il by Gazprombank for
4.45 bin rub.

RETAIL REAL ESTATE

The purchase of space in SC Valdai
(3,600 sq m) by Detskiy Mir.
The investment volume — 1 bin rub.

INDUSTRIAL AND WAREHOUSE
REAL ESTATE

The sale of General Motors plant in
Shushary for about $300 min.

DEVELOPMENT SITES

The purchase of part of the ZiL project
by Etalon group, 17-18 bin rub.
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Capitalization rate for premium commercial real estate properties
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Investment volume dynamics in real estate and GDP growth dynamics
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