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loCal real esTaTe. WorldWide.

cB ricHard eLLis: LocaL reaL estate. worLdwide.

The undisputed global leader in real estate services.

CB Richard Ellis Group, Inc. (NYSE:CBG), a Fortune 500 and S&P 500 company headquartered in Los Angeles, is 
the world’s largest commercial real estate services firm (in terms of 2008 revenue). With over 29,000 employees, the 
Company serves real estate owners, investors and occupiers through more than 400 offices worldwide. CB Richard 
Ellis offers strategic advice and execution for property sales and leasing; corporate services; property, facilities and 
project management; mortgage brokerage; appraisal and valuation; development services; investment management; 
research and consulting. 

CB Richard Ellis is the only commercial real estate services company named one of the 50 “best in class” companies by 
BusinessWeek, and was also named one of the 100 fastest growing companies by Fortune. For the third straight year 
CB Richard Ellis became one of the 100 leading outsourcing companies across all industries for 2009 according to the 
ranking The Global Outsourcing 100 by International Association of Outsourcing Professionals.

One of the most experienced and successful teams on the Ukrainian market.

In January 2008 CBRE officially entered the Ukrainian market in partnership with two highly experienced Ukrainian 
professionals in the field, Sergiy Sergiyenko and Radomyr Tsurkan. Both managing partners have unrivaled expertise 
in the fields of consulting, development and investment: Radomyr has 10 years of relevant experience while Sergiy 
possesses 11, having started his professional career during the financial crisis of 1998.

Since opening its office in Kyiv, CB Richard Ellis managed to build a strong team by attracting highly-experienced pro-
fessionals in the fields of consultancy, valuation, brokerage, marketing and property management services. 

Today the Ukrainian team consists of ca. 80 employees with over half working at the properties under management. 
The average experience of the business lines’ directors amounts to 9 years. CB Richard Ellis offers comprehensive real 
estate services: agency services for owners and landlords; corporate services for occupiers; strategic consulting and 
valuation; capital markets; property management and property marketing. 

CB Richard Ellis Kyiv office has already provided its services to such famous international and local companies as Atrex, 
Azorim, Delin Development, Eurasia Ukraine, General Motors, Haydon Investments, Lear Corporation, Kyiv Investment 
Group, MTI, Praktiker, Privat Land, TMM, Trigon Capital, Troyka Dialog, Zapad Invest Group among others. 

Today the company provides property and facility management services in Deloitte Business Center, Eurasia Business 
Center and Komodor Logistics Park with the total area about 115,000 sqm. CBRE also acts as a leasing/sales agent 
for all major business centers in Kyiv.
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Dear business partners,
 
We are pleased to offer for your review Cbre’s fresh trademark annual report for 2008. this report is hugely different 
from what we would have wished to produce early last year when we were setting foot in ukraine. However, it is well 
known that calm seas never make skillful sailors. as of Q4 2008 we have entered stormy waters, where even the most 
financially sound companies may need to put on a life jacket. 

it can be very well said that the ukrainian real estate market has finally passed through its first full development cycle: 
from a boom of 1997, bust of 1998 and struggle of 1999 – back to the expansion in 2005-7, regression in 2008, 
and stagnation in 2009 and possibly beyond. the latter period of this cycle forged the predicament for the wavy ride 
ahead. During this period, excessively bullish sentiments have at times dazzled market players. Developers’ often un-
advised chase for land plots for the plain fear or confidence of them costing more tomorrow has overinflated prices and 
resulted in buyers incurring ever more debt. similarly occupiers kept leasing more space than needed in view of accel-
erating business development. at the same time, with much effort aimed at land speculation, too little endeavors were 
undertaken in expert opinion or development of high-quality product. instead, sam Zell’s “big is best” was becoming 
the slogan of the development industry, alas only on paper. Most of the so-called flagship projects around the country 
never had realistic chances of materialization. the corollary has been gigantic nominal pipeline, huge actual demand 
and hyperescalation of rental rates to the level not seen in most parts of the developed world. 

the market players have eventually started coming to senses in mid 2008, with liquidity being gradually squeezed out 
of international markets. the combination of heavy reliance on foreign lending and imprudent investment decisions 
resulted in a perfect storm, with staggering consequences for both the economy and the market. With Q4 2008 being 
the period of a shock therapy, the year 2009 is going to be a year of intense treatment. While world markets struggle 
to reach bottom and regain balance, ukraine will be balancing between trying to do the same and to brace itself for 
presidential elections due in early 2010. the market will see wholesale changes across the board: factor input prices, 
rental rates and capital values will undergo steep corrections; both parties to the table will have to get used to abruptly 
shifted negotiating positions; and the marketplace will see an overall drift towards more professional players, as well 
as higher quality and smaller scale projects. 

While the air may be filled with utter gloom and doom, those with good memory and equity on hand may cheer the 
situation. in the years following the demise of 98-99, a period of healthy 8-year growth eventually took valuations to 
record highs. this time around the speedy repetition of the same scenario is less likely, but a steady recovery and a pe-
riod of solid growth are ahead. therefore, even as the booming years may yet be behind the horizon, the current storm 
is already reaching its apex. still, however, crossing the horizon in today’s perilous waters is tricky, and a promptly put 
on life jacket may not suffice. Just like in 1999, only those well prepared will be in a good position to make it through. 
and exactly like in 1999 (and at all times), well informed and mindful decisions remain imperative. 

as we are all in for a rough ride in 2009, weathering the storm is easier together. We remain committed to the market 
and are willing to offer alternative approaches to achieving the golden business goal: positive results at lower cost. 
after all, doing something right or wrong typically costs the same, so contact us and we’ll do it right together from the 
first attempt. 
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 sincerely, 
Cb richard ellis

sergiy sergiyenko  radomyr tsurkan 
Managing partner    Managing partner
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eConomiC  oVerVieW

PoLitics at a gLance

Ukraine has been long hailed as a country of opportunity in 
emerging Europe. Enjoying the second largest population in the 
CEE region and opportunities in all segments of economy, the 
country has always seemed likely to become a focal point of 
investment activity in real estate. To a large degree, this trend 
depended on internal political will towards creating a free econ-
omy, as well as the exhaustion of high yielding opportunities in 
the rest of Europe.

Following the “Orange Revolution” in 2004, the political scene 
became both more open and more contested. The new leader-
ship proved to be more economically liberal and initiated the 
first transparent privatizations, while making genuine efforts to 
draw Ukraine closer to Western institutions like NATO, WTO 
and the EU. Indeed, in mid-2008 Ukraine achieved WTO mem-
bership and in 2009 looks set to sign an extended agreement 
with the EU that would strengthen economic and political ties. 

Nevertheless, Ukraine’s imperfect constitutional laws and the 
strong influence of vested business interests mean that the coun-
try is prone to short and episodic political instability. Mostly 
weak state institutions, coupled with the inflexibility of the main 
political parties, have often prevented Ukraine from achieving 
truly considerable progress in structural reforms. 

Still, 2009 has potential to be a year of relative calm, at least in 
domestic politics. The prospects of an early Parliamentary vote, 
which were real in 2008, are unlikely in 2009 – not least be-
cause the county’s constitution forbids the president to call snap 
elections six months before a presidential poll, which is sched-
uled for January 2010. The upcoming year will therefore be 
characterized by preparations on the part of country’s political 
forces for the approaching presidential elections, which means 
that appeal to popular sentiment will continue to block consider-
able progress in structural reforms. Nevertheless, the Interna-
tional Monetary Fund (IMF) mission now active in the country 
following Ukraine’s request for assistance should discipline the 
politicians and limit populist actions.

econoMic overview
 
Executive Summary
Ukraine’s economy remained largely untouched by the global 
financial turmoil for most of 2008, expanding at a healthy rate 
of 6.7% y-o-y during the first three quarters. The credit-induced 
consumption boom, strong foreign direct investment (FDI) in-
flows and high prices for major export goods were the main 
driving factors behind this dynamic growth. However, the inher-
ent weaknesses of the nation’s economy – including its large 
current account deficit and heavily indebted corporate sector 
– were exposed when the credit-crunch effects kicked in during 
the last quarter of 2008.

The combination of curtailed foreign financing and much lower 
currency inflows (owing to a sharp decline in commodity prices) 
prompted the government to ask the IMF for help in supporting 
the deteriorating balance of payments. Inevitably, the local cur-
rency depreciated steeply, losing some 40% in value against 
the US dollar by the end of 2008. Consequently, the outlook 
for 2009 has weakened, with the economy heading towards a 
serious recession.

Economic policy
Economic policy trends in 2009 and beyond will be largely de-
termined by IMF conditions set for the provision of the $16.4 
billion, 24-month stand-by loan approved in October to assist 
Ukraine in its struggle with the financial crisis. While the initial 
sum of $4.5 billion has already been received (as of February 
2009), the release of the remaining funds is subject to strict con-
ditions with respect to fiscal and monetary policy. Because the 
government’s ability to raise more cash is now severely limited, 
the authorities should honor all or most of those conditions.

Fiscal policy
In order to achieve a balanced budget as demanded by the 
IMF, Ukraine will need to cut social spending and raise local 
utility prices (gas, electricity and heat supply) for both corporate 
users and the general public. These austerity measures would 
consequently dent consumption and exert upward pressure on 
inflation; however, they could also contribute to the economy 
becoming more competitive in the long run.

Monetary and exchange rate policy 
The IMF demands monetary policy be directed at reining in in-
flation. The aim is to achieve a 17% inflation rate by the end of 
2009 and reduce it to single-digits by 2011. While Ukraine was 
advised to opt for a tighter monetary policy and higher interest 
rates in order to meet those conditions, such measures could ac-

• Early Parliamentary elections were avoided in 2008 and 
their likelihood seems low in 2009.

• The IMF mission now active in Ukraine should bolster 
confidence in country’s economic policymaking.

annual data 2008 Historical averages (%) 2003-2007

Population (million) 46.1 Population growth -0.7

GDP (US$ billion; market ex-
change rate) 179.5* Real GDP growth 7.9

GDP (US$ billion; purchasing 
power parity - PPP), 2007 322.6* Real domestic 

demand growth 13.6

GDP per head (US$; PPP) 7,420* Inflation 9.9

Exchange rate (av) UAH:USD 7.70 FDI inflows (% of GDP) 5.4

ukraine fact sheet

Source: Economist Intelligence Unit (EIU), State Statistics Committee.
* – EIU estimates.



5

UKraine real esTaTe reVieW 2009

e
C
o

n
o

m
iC

 o
V
e
r
V
ie

W

tually squeeze the necessary liquidity out of the real economy. 
The effectiveness of that policy is therefore highly disputed.  

The National Bank of Ukraine (NBU) will gradually introduce a 
more flexible exchange rate regime, bridging the gap between 
Interbank and official exchange rates. Consequently, steps for 
a more transparent and deregulated money market are envis-
aged in 2009-2010, as prompted by the IMF. 

econoMic growtH

The Global economic downturn began impacting Ukraine most 
drastically in Q4 2008, with industrial production plummeting 
15% in November alone, following a 7.6% decline in October. 
As a result, Ukraine’s GDP growth slowed to just 2.1% y-o-y 
in December, from 7.1% reached in August. That said, 2009-
2010 have potential to be years of widespread opportunity for 
investment in Ukraine, as price adjustments yield attractive op-
tions for many investors in real estate. 

A steep fall in prices for steel and other export commodities, re-
sulting from much weaker external demand, has hit exporters 
and intensified devaluation pressures on the local currency. In 
fact, the Ukrainian hryvnya (UAH) lost some 40% of its value vis-
a-vis the US dollar in Q4 2008. UAH depreciation, coupled with 
much lower income growth, is now putting severe pressure on 
consumers. While in 2008 private consumption grew at ca.12%, 
it is likely to decline sharply in 2009. Retail sales are expected 
to suffer, with durable goods taking the biggest hit. Furthermore, 
the weak UAH has exposed the banking system to possible mort-
gage delinquencies and defaults on consumer loans, as a large 
part of domestic lending was denominated in foreign currencies, 
whilst income is predominantly UAH denominated.

LaBor Market and infLation

The country-wide unemployment rate was estimated at 6.0% 
in Q3 2008, 0.2 percentage points lower from Q3 2007, but 
worsening business environment – particularly in the financial 

services and metallurgy & metal processing industries – aggra-
vated otherwise improving employment growth. In 2009, unem-
ployment could reach 8% or higher, as the economy undergoes 
a painful adjustment. 

The consumer price index (CPI) increased over 20% y-o-y in 
2008 owing to rising food and energy costs as well as the gov-
ernment’s loose fiscal policy. In 2009, however, both of these 
two factors – i.e. external prices and government stance on 
fiscal policy – will trend towards lower inflation. However, up-
ward pressure on CPI will still be exerted through 2009 as the 
devalued currency increases the cost of imported goods, while 
the authorities lessen regulations over utility prices. 

eXternaL sector

Having hit a record of ca. $11 billion (or 6.1% of GDP) in 2008, 
Ukraine’s current-account deficit should improve in 2009. It is 
likely to continue to improve over the course of 2010-2011 ow-
ing to a fall in the import of goods caused by a sharp decline 
in the domestic currency and much weaker domestic demand. 
Furthermore, terms of trade should also improve, due to similar 
factors but also thanks to the recent increase of the excise tax by 
an estimated 13%. 
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The capital account balance deteriorated in Q4 2008, as capi-
tal outflows began to outpace those of inflows amid the worsen-
ing world economic outlook. The surplus of the past years made 
possible by high volumes of FDI and remittances from Ukrainians 
working abroad is unlikely to be sustained over the mid-term. 
Nevertheless, 2008 saw record volumes of FDI inflows, which 
amounted to ca. $8.9 billion through October 2008. The major-
ity of FDI went into the banking sector and therefore predomi-
nantly settled in Kyiv. In per capita terms, FDI levels in Ukraine 
stand at ca. $820, while Kyiv boasts a $5,000:1 ratio. 

outLook

The macroeconomic outlook for 2009 deteriorated dramatical-
ly in Q4 2008 following the spread of global financial turmoil 
to Ukraine, resulting in a sharp fall in external prices and the 
devaluation of the local currency. Ukraine is now expected to 
fall into a recession in 2009, with GDP contracting between 4% 
and 7% for the year, and then recovering somewhat in 2010 
and growing modestly in 2011. Sectors that are expected to 
bear the brunt of the upcoming adjustment will be those most 
dependent on external/internal borrowing and import-orient-
ed industries because of higher external prices induced by local 
currency depreciation. Therefore, a rather high contraction will 
likely be observed in the construction and retail trade sectors. 
Overall, the combination of rising unemployment, tightened fis-
cal policy and lower income growth will contribute to a steep 
decline in consumer spending. FDI inflows will decline, but in net 
terms they are most likely to stay positive.

More positively, it should be noted that the present economic 
downturn was triggered by external forces and not by domes-
tic policies, although the latter may have aggravated the situ-
ation. Therefore, once global economic conditions improve, a 
recovery in Ukraine is due to follow. Furthermore, the current 
crisis could facilitate the implementation of necessary reforms 
and has already sparked off a number of welcomed policy 
trends. Mainly, they have to do with the IMF-backed measures 
in monetary and fiscal policies: e.g., inflation-targeting, opti-
mized exchange-rate controls, utility prices brought in line with 
market realities, simplified bankruptcy procedures and others. 
All this should make Ukraine more competitive and contribute 
to more sustainable economic growth in the long-run. Fur-
thermore, faced with lower prices for main export goods and 
higher gas prices – the major input for the production of those 
goods – Ukraine would be forced to speed up the adoption of 
energy efficient technologies, which would be a positive step 
for the country long-term. 

Likewise, history has shown that economic downturns often end 
up being a time of opportunity. For example, the 18-month 
long economic stagnation witnessed in Ukraine from 1998-99 
was eventually followed by an 8-year long economic expan-
sion, with GDP growing at 7.5% on average and commercial 
real estate prices skyrocketing. With the economic situation ex-
pected to improve in 2010, 2009 could be a good time to enter 
the market, while it still offers devalued assets, lower operating 
expenses and a cheap pool of labor. 

2007* 2008* 2009

Real GDP Growth (%, y-o-y) 7.6 2.1 -4.2

Private Consumption (%, y-o-y) 16.7 12.0 -6.5

Consumer Price  Inflation (%, y-o-y) 16.6 22.0 16.2

Unemployment (ILO, %) 6.4 6.4 8.6

Consolidated Budget Balance (% of GDP) -1.1 -1.3 -1.0

Current-Account Balance (% of GDP) -4.2 -6.6 -1.9

Exchange Rate UAH:USD (av) 5.5 5.36 7.2

2009 forecast

Source: 2009 averages derived from the forecasts by Goldman Sachs, Economist Intelligence Unit, International Center for Policy Studies (Ukraine), Institute for Economic Research and Policy 
Consulting (Ukraine), World Bank, International Monetary Fund, Dragon Capital and ING.

* – ICPS actual data and estimates.
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EXECUTIVE SUMMARY

The Ukrainian commercial real estate (CRE) investment market 
has a short history, with the first asset deal recorded in 2003. 
And while the market has evolved considerably over the last five 
years, it still remains small in terms of turnover and underdevel-
oped in terms of investment product. Kyiv, the capital city, has 
consistently seen the highest levels of investment activity, with 
regional deals surfacing only in 2007. 

Until recently, prime yields across all market sectors constantly 
declined, reflecting positive growth expectations in the occupier 
markets and optimistic investor sentiment. These upbeat trends, 
however, were sharply reversed when Ukraine began to feel the 
full impact of the global credit squeeze in Q4 2008. The outlook 
for 2009 has consequently worsened, with investment activity 
likely to stay below its historical average and large institutional 
investors continuing to shun the market. Nonetheless, there are 
still grounds for optimism when taking a long-term view.

Firstly, Ukraine, as one of the largest CEE markets (in terms of 
country’s size and population), has potential to present some of 
the best long term growth opportunities in CRE regionally. Sec-
ondly, the current environment has made capital values much 
more attractive, particularly for equity-based players, who might 
begin to see lower prices as a strategic buying opportunity. Final-
ly, the present economic stagnation is more of an extrinsic shock 
than a home-bred disaster, which ultimately means that while the 
short-term economic forecast is rather negative, Ukraine still has 
a long-term trend towards solid overall economic growth.

MARKET OVERVIEW

Turnover 
After a record-breaking 2007, investment activity began to 
ease off in 2008. While the number of deals rose, the average 
transaction was close to only one-third of that in 2007 – $32 
million, as opposed to $90 million in 2007. In fact, no acquisi-
tions above the $100 million mark were recorded in all of 2008, 
as financing of larger investments became more difficult. 

The overall investment volume for the year amounted to ap-
proximately $413 million. This represents a 28% fall from the 
previous year but a 77% increase on 2006 results. Partly, such 
a sharp decline can be attributed to the high comparison base 
of 2007, which saw record volumes being invested in all seg-
ments of CRE, but the credit-crunch is also to blame to a large 
degree. With debt-driven investors largely leaving the market 
and equity-based players being much more selective, deals 
took longer to conclude and some – particularly the large ones 
– were abandoned altogether.

Investors 
Foreign purchasers continue to dominate the market. Cross-bor-
der purchases consistently account for around 70% of the total 
volume. This year, however, local players became more active, 
completing some $127 million worth of transactions – a histori-
cal record. Pan-European funds continue to play the biggest role 
on Ukraine’s CRE investment map, while the presence of large 
institutional players is still negligible. The underdeveloped state 
of the broader development market – i.e., the very limited num-
ber of investment-grade properties available – makes it more 
difficult for large real estate investors to follow their strategies in 
Ukraine. Moreover, a large stock of investment-grade proper-
ties was transacted in 2007, meaning that sell offers of income-
producing assets were fewer still. 

Transactions
2008 saw the largest number of transactions completed in the 
history of the Ukrainian CRE investment market, with regional 
deals featuring prominently. As previously, Kyiv remains at the 
top of the chart it terms of registered transaction volume, but 
deals in the regions are becoming more common, particularly 
in the office and retail segments. Overall regional transactions 
in 2008 totaled ca. $70 million, which is a 75% increase from 
2007 when only ca. $40 million went into provincial cities. 

PROPERTY INVESTMENT OVERVIEW

• A total of $413 million worth of investment transactions 
were completed in Ukraine in 2008.  Although quite high 
historically, the volume is 28% down from 2007 results. 

• With developers halting active construction due to 
curtailed financing, the stock of distressed assets has 
grown substantially, potentially creating opportunities for 
entrepreneurial investors with a long-term perspective.
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Office property as the least risky sector of CRE has tradition-
ally enjoyed the highest inflows of investment. In 2008 the office 
sector welcomed ca. $154 million, while retail came second with 
ca. $138 million of investment. It is also worth noting that though 
industrial deals surfaced only recently, they already accounted 
for some 22% of the total investment volume in 2008. Of the to-
tal ca. $413 million invested in Ukraine’s CRE over 2008, some 
$88 million went into projects (by means of share or forward 
purchases) as apposed to acquisition of built properties. 

As the stock of distressed assets keeps growing, sell offers of 
such properties will become both attractive and numerous. With 
such assets priced at a significant discount to prime properties, 
they are bound to attract the attention of many entrepreneurial, 
development focused investors, who know and understand local 
markets. Such deals will probably gain popularity over the com-
ing months and should be dominant over the whole of 2009.

Yields
The full impact of the credit-squeeze on property yields was not 
felt until the beginning of Q4 2008. While differences between 
buyers’ and sellers’ expectations were already evident in the 
summer, yields did not move upwards until financing became 
virtually impossible to obtain starting in September. 

In addition to non-existent liquidity, the situation was aggravated 
by the weakening occupier markets due to the rapidly slowing 
economy and dramatic local currency depreciation. Therefore, 
the combination of negative investment sentiment and poorer 
expectations for future rental movements has depressed capital 
values across all segments.

outLook

Investors hold a very cautious outlook for 2009. Hence, invest-
ment volume is expected to be small in historical terms. Large 
transactions (above $50 million) will be very unlikely, as opportu-
nistic, 100% equity funded investors will dominate the market. The 
most valued and greatly depreciated income-generating assets 
will unlikely be changing hands, as owners will want to hold onto 
the income and are unwilling to trade them at a large discount. 
This is largely due to three major factors. Firstly, owners will be 
loath to part with their positive cash-flow in times of uncertainty. 
Secondly, their unwillingness to sell now will also be driven by the 
recent price adjustments. Thirdly, because most landlords would 
normally choose what to sell among a portfolio of owned proper-
ties, they are more likely to opt for non-yielding or work in prog-
ress assets such as unfinished construction, land holdings, etc.   

In 2009 we expect to see a majority of investments flowing into 
distressed assets (cash-strapped unfinished properties, especially 
during later stages of construction) with an emphasis on quality 
locations. This is not only because sell/partnership offers of such 
properties will abound, but also because they require less capital 
investment for final commissioning. Alternatively, land deals, i.e. 
the acquisition of projects on paper, will also become more wide-
spread, although these will be mostly restricted to the selected few 
high quality opportunities at enormous discounts. Just how soon 
those deals eventually start emerging will ultimately depend on 
how fast prices stabilize.

As for the future yields movements, the picture is still unclear. How-
ever, we believe that a repetition of the sharp rise in yields (+500 
bps in every sector in one quarter) witnessed in Q4 2008 is unlikely 
in 2009. Once the prospects for the world economy improve to-
wards 2010 and as banks start lending again, general market cer-
tainty will begin to improve, giving investors additional confidence. 
Equally, occupier markets are expected to begin to recover in Q2 
2010. If capital values begin to rise in early 2010 again, then, in-
creases will probably be primarily driven by yield compression, with 
upward shifts in rental rates not impacting valuations until the end of 
2010. All in all, investment activity should not be brought to a halt 
in 2009. In contrast, equity capital is expected to reach the market 
fairly soon, but because of price adjustments, the annual investment 
turnover is bound to be small in historical terms. 
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city segment name
size, sqm 

(gLa)
volume, $ 

million

Kyiv Office Prime Kyiv Portfolio 14,000* 80

Kyiv Office Horizon Office 
Towers 13,000 Barter**

Kyiv Retail Aladdin 10,200 60

Kyiv Retail Alta Center 17,000 50

Kyiv Industrial East Gate Logistic 49,000* 46

top 5 deals by volume – 2008

Source: CB Richard Ellis
* - GBA
 ** - ca. $60 million in valuation terms

Monetary indicators

Source: Economist Intelligence Unit (EIU)
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offiСe marKeT 

overview

The office property market remains one of the most promising 
segments of commercial real estate in Ukraine. In its devel-
opment cycle, the market was on the rise for the last several 
years. This period was characterized by high construction 
volumes, fast absorption, rising rents and low vacancy rates. 
The swift expansion of the national economy in general and 
the sequel of structural reforms in the city economy in par-
ticular were the two main factors behind the rapid develop-
ment of the office segment. The situation, however, has much 
changed since Ukraine began to feel the full impact of the 
financial crisis in Q4 2008.  

deMand

Reflecting the still positive economic stance in H1 2008, the 
occupier market continued to boom. The demand remained 
strong among both national and international occupiers. 
Tenant requirements in the 10,000 to 20,000 sqm range 
were becoming commonplace. As previously, there was a 
clear tendency for higher quality properties – i.e., compa-
nies relocating to Class A/B properties from the old and 
inefficient premises or consolidating dispersed operations. 
Transactions motivated by expansion and market entry were 
also widespread. In most cases, tenants’ requirements to-
wards the office size were with a view to aggressive growth 
and exceeded their current needs, which, in turn, resulted in 
inflated immediate demand. 

As before, the still strong economic fundamentals were the 
driving force behind active demand: the growth of gross re-
gional product (GRP) in Kyiv averaged 12.8% over 2004-
2007, while in H1 2008 GRP increased by further 8.9%. 
Quite predictably, Kyiv remained one of the fastest growing 
cities in Ukraine and enjoyed heavy migration inflows from 
most of the country. Likewise, employment growth in office-
intensive sectors like finance, insurance, real estate (FIRE) and 
business services (BS) averaged ca. 9% over the last 6 years. 
Not surprisingly therefore these sectors have historically ac-
counted for most of the taken-up office space on the market. In 
2008 likewise the FIRE and BS sectors together absorbed ca. 
48% of the space. 

International occupiers took the lion’s share of the space. The 
high activity level of international companies is mirrored by the 
equally high volumes of foreign direct investment (FDI) inflows 
in the city. Indeed, the figures are striking in relative terms. As of 
October 2008, of the total ca. $8 billion invested in the whole 
of Ukraine some $4 billion settled exclusively in Kyiv. Overall 
the total stock of FDI in the city (since the start of investment flow 
in 1991) is estimated at ca. $15 billion, or $5,000 per capita 
which is six times Ukraine’s average. These figures serve as a 
manifest indication of the underlying levels of demand for office 
space in the city on the part of international occupiers. 

A sharp deterioration of economic conditions at the end of Q3 
was promptly reflected in the leasing activity. Global liquidity 
crisis has exposed Ukraine’s highly indebted corporate sector. 
Following a sharp deterioration of external market conditions, 
the national currency took a nose dive, putting severe strain on 
finances of both consumers and businesses. 

As corporate sector consequently began to process the effects 
of the deteriorating economic situation on their businesses, cost-
containment and downscaling became widespread. FIRE and 
BS sectors – previously the most common users of office space 
in the capital – took the biggest hit, revising their organic growth 
plans and postponing or canceling relocation plans. Efforts to 
cut fixed costs, including real estate, became the priority for 
many hitherto booming industries. As a result, take-up slowed 
dramatically towards the end of the year. With leasing activity 
centered on space reductions, net absorption in Q4 was nega-
tive for the first time in many years.

• Following the spread of global financial crisis to Ukraine, 
the macroeconomic situation has deteriorated sharply, 
depressing the previously upbeat business confidence.

• Construction activity began to ease off in Q3 with many 
developers cancelling or postponing the realization of 
office schemes.  

• The demand for space subsided in Q4 and is to remain 
weak throughout 2009. 

• As a result of cost-containment and downscaling cam-
paigns unleashed  by occupiers, vacancy rose steeply, 
pushing rental rates down for the first time in years.
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Overall, as the economy undergoes a recession in 2009, cost-con-
tainment and downscaling on the part of occupiers is expected to 
persist at least until H2. By that time, the market should process most 
of the impacts of the crisis on the demand side, with the appropriate 
corrections settling in. Take-up levels are therefore likely to stabilize 
in H2 2009 after taking a severe dip in H1 2009. The occupier 
market is expected to begin to recover in H1 2010, following the 
improvement of global economic situation in Q1 2010. 

suPPLy   

Over the last couple of years, development completions on the 
Kyiv office market could not catch up with the demand levels, 
with the resulting shortage exerting ever stronger upward pres-
sure on the rental rates. To a large degree the bottlenecks in 
the supply were the result of excessive red tape burdened on 
developers by the authorities. Partly, however, the frequent 
postponement of the projects could also be attributed to the lack 
of relevant experience as well as persistent lack of long-term 
financing among the developers themselves. 

Nevertheless, the construction activity of the past years re-
mained high, fuelled by stable economic growth and strong 
occupier market. 2007 saw record volumes of office develop-
ment completions, totaling ca. 270,000 sqm, which represents 
a whopping 52% stock increase.  

During 2008 construction activity eased off somewhat, with 
ca. 150,000 sqm of modern office space delivered, bringing 
the total stock up to ca. 930,000 sqm. Despite the fact that the 
level of new supply was about 46% below that of the previous 
year, it still represents the second highest volume of annual de-
velopment completions in all of market’s history.  

New developments were predominantly small or middle-sized 
office buildings with the GLA varying between 3,000 sqm and 
15,000 sqm.

About 17% of newly delivered space corresponds to the usually 
stretched standards of Class A, while the vast majority of new 
developments – approx. 60% – can be regarded as Class B/B+. 
Overall, Kyiv still has a very small share of Class A properties 
(15%). As the demand for high quality space did not become 
common until 2006-2007, developers are yet to adjust to the 
appropriate international quality standards, and thus the con-
struction of top-quality office buildings remains a rarity.

Currently an estimated 725,000 sqm of modern office space is 
nominally under construction. Only a relatively small share of 
that space, however, will eventually reach the Kyiv market in 
2009-2010. Although the virtually universal delays of devel-
opment projects is a common practice in Kyiv (historically only 
30-40% of the announced pipeline translates into actual deliv-
eries), this time it is the global financial and economic crisis that 
puts extra brakes on the supply. 

Following a dire liquidity situation starting from H2 2008, many 
developers reconsidered their plans and the realization of the 
majority of projects was postponed indefinitely. Furthermore, 

offiCe marKeT

Project name class developer Location office gLa

Leonardo (2nd phase) A Yaroslavov Val LLC CBD 15,000

Deloitte A ISA Prime Development CBD 9,500

Rostok City B Rostok Group Non-CBD 13,000

Mikom Palace B Management Technology Development Non-CBD 11,000

Illinskiy (3rd phase) B Castle Development Non-CBD 10,000

Largest office schemes (a/B class) delivered in 2008
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many projects in the middle stages of construction were halted 
or slowed down. For this reason, further reductions in the vol-
ume of new supply are expected in the mid-term.

Despite initial developers’ announcements of delivering 
ca. 640,000 sqm of office space in 2009 and ca. 540,000 sqm 
in 2010, the prevailing market conditions make these prom-
ises hard – if not downright impossible – to redeem. Today, 
the expected new supply for 2009 is unlikely to be in excess of 
ca. 130,000 sqm, while the 2010 figure is ca. 150,000 sqm. 
However, in case of protracted economic downturn, the possibil-
ity of ever lesser volumes of office space deliveries should not be 
ruled out.

Another solid reason for the reduction of new deliveries is a 
sharp drop in demand, resulting in an intensified competition for 
tenants. Global financial crisis, followed by economic downturn 
impacted business activity, prompting business – both local and 
foreign – to struggle for survival. Consequently, the cases of 
companies reducing their proper office space and offering ex-
cessive space for sublease became widespread. At the same time 
new recent deliveries now compete not only with each other – as 
was largely the case previously – but also with the existing office 
buildings. In such a situation many developers will prefer to drag 
out the commissioning of particularly large office schemes and 
will also reconsider the size of future, long-term projects.     

Development under crisis
Currently developers have virtually no access to the project fi-
nancing, as previously widely accepted fundraising strategies 
proved to be ineffective under the crisis. High risks associated 
with the real estate sector, coupled with vague economic pros-
pects obliterated the possibility of attracting investments through 
IPOs or the issuance of bonds, while bank credit, if available, is 
prohibitively expensive. The bottom line is that under the pre-
vailing market conditions, both on the demand and production 
side, new ground up development has become unfeasible.

Due to rapidly deteriorating market fundamentals as well as 
worsening macroeconomic prospects, only a few will dare to 
initiate new developments, with a likely shift to renovations. Fur-
thermore, whenever possible, the delivery of the projects that 
are currently on the final stages is likely to be protracted, as de-
velopers will re-think market realities before going ahead with 
the next phase.

Likewise, not all developers will be able to complete their proj-
ects. Given the acute deficit of capital and severely shrunk de-
mand, portfolio optimization is becoming the trend where top-
priority projects will be continued, with the rest sold or frozen. 
However, as a vast majority of developers accumulated portfo-
lios with a strong bias towards land plots and projects at early 
stages of realization against heavy leverage, high quality proj-
ects may be put up for sale, as land market has come to a virtual 
standstill. The current crisis therefore presents a good opportu-
nity for international investors and professional developers to 
enter Ukrainian market at bargain deals. This will also mean that 
the quality of future deliveries could consequently increase.  
 
At the same time, the quality of the business center will be the 
key factor in determining the success of the property both in 
the short- and medium run. If previously vacant space was im-

mediately absorbed often regardless of quality and location, 
presently the situation is bound to change noticeably. With the 
majority of tenants adopting cost-containment strategies, only 
those properties that can offer highest quality at the lowest cost 
will enjoy healthy demand, whilst inefficient office buildings may 
start losing their tenants. In light of such shift-for-quality trend, 
good location, efficient planning, good parking, and profes-
sional management will ensure strong advantage to the business 
center over both the existing and newly delivered properties.

rents and vacancy

Office rental rates on the Kyiv market have been increasing con-
sistently and most markedly since 2005. Fuelled by the acute 
deficit of office space, rents were rising annually at ca. 20-50% 
over 2005-2007. Leasing activity, however, remained unabat-
ed even in face of unprecedented high levels of rents. 

Likewise, reflecting the persistent imbalance between supply 
and demand, vacancy levels were approaching zero during the 
last years. This was the case not only in Class A office buildings 
but also in schemes of lower quality located afar from CBD. 

Prime office rents in Kyiv jumped 29% in H1 2008, topping the 
record $80/sqm/month and placing Kyiv among top five most 
expensive cities in terms of office rents in the EMEA region*.  

*(according to CBRE rent survey, as of Q2 2008 Kyiv featured fifth after London, 
Moscow, Dubai and Paris)

Source: CB Richard Ellis
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In Q4, however, negative impacts of the global financial crisis and 
general economic slowdown rippled through to the office prop-
erty market, inducing a sharp decline in business activity and an 
ensuing reduction of demand for modern office accommodation.
 
Coupled with hryvna devaluation, rapidly shrinking demand 
started exerting significant downward pressure on rentals. As a 
result, rental rates melted by ca. 30% down to $55-60 /sqm/
month towards the end of the year and are expected to fall by 
an additional ca. 40% over 2009. Prime rents should thus reach 
the level of $28-35/sqm/month, with secondary rents leveling 
out at $18-25/sqm/month in 2009.  
 
The vacancy rate for Kyiv office space reached ca. 4-5% by 
the year end from ca. 1-2% early in the year. The vacant space 
was mostly generated by the recently delivered projects and by 
some A/B+ class office buildings, which were bound to be ex-
posed due to snap space reductions on part of occupiers, FIRE 
sector in particular. In 2009 however, the vacancy rate is likely 
to reach the level of 15% and may even exceed it (in the worst 
case scenario), as the gap between rising supply and shrinking 
demand widens further. Such a vacancy level will totally reverse 
negotiating positions from before the crisis times, and will make 
the tenant almost omnipotent. 

Faced with the upcoming competition for tenants, landlords will 
be ready to incur additional costs to maintain a stable level of 
occupancy. A vast variety of incentives will be provided to ten-
ants, especially in the projects that are on the final stages of 
completion and/or are inefficient. The highest expenditure bur-
den will be passed to the less competitive projects, where pre-
viously uncommon practices – fit out allowances and free rent 
– are likely to become widely applied during the crisis resulting 
in a considerable decrease of the effective rental rate. 

outLook

The economy is entering into a serious recession in 2009, with 
business activity declining steeply across the board. As the cor-
porate sector undergoes painful optimizations revisiting devel-
opment plans, employment growth is not expected to resume 
until H2 2010. However, the office market will feel no immedi-
ate effect of this revival due to its inert nature. 

Supply levels will be the slowest to recover. The unavailability of 
capital, aggravating economic conditions and weaker business 
activity in general – all in aggregate will sharply reduce devel-
opment activity. Sluggish levels of new supply are expected to 
persist over the 2009-2010, as only those office buildings that 
are currently in the final construction stages will be commis-
sioned. The main task for the majority of developers  will be to 
revise their plans and strategies so as to adjust future projects’ 
concepts – i.e. size, uses, etc., – to the new market conditions. 

While leasing activity is expected to be at a healthy level in 
2009, it will increasingly be centered on downsizing and space 
reductions. The sublease market will remain active throughout 
2009 and beyond. It is only when the national economy shows 
real expansion as expected in 2011, will office market see true 
revival, with redundant vacant space starting to be absorbed. 

The shrinking demand for office space, active sublease market 
and the growing vacancy will intensify the competition for ten-
ants, which, in turn, will compel landlords to begin to offer con-
cessions on lease terms. Prime rents will continue to decline over 
H1 2009, eventually bottoming out by year end at 2004-2005 
levels close to $28-35/sqm/month. No upward movements in 
rents are envisaged before well into 2011, when vacancy levels 
are expected to begin to move downwards. 
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overview

Generally perceived as severely undersupplied and therefore 
very attractive, the Kyiv industrial property market experienced 
rapid development over the last 2 years. New development 
concepts were appearing on the map every week and con-
struction activity was continuously intensifying leading to higher 
volumes of international-class warehouse space. Nonetheless, 
the relatively few completions were insufficient to taper off the 
imbalance of demand and supply, and the acute shortage of 
top-quality warehouse space remained the status quo of the 
market.

2008 was a record year for the warehouse sector in 
many respects: new completions totaled an all time high of 
ca. 390,000 sqm; rental rates reached their maximum historical 
level of $10-11/sqm/month while investment turnover in the 
sector came to a record $89 million.    

The positive trends of the first half of 2008 were, however, halted 
when in Q3 it became clear that the global financial crisis followed 
by an economic downturn would severely affect the forthcoming 
sector development on both the supply and demand sides.

deMand

The demand for warehouse space increased at an accelerating 
rate from 2006-2007. The continuous growth of retail turnover 
and aggressive expansion of retail chains resulted in a strong 
demand for quality storage space. A simultaneous increase in 
domestic manufacturing provided an additional boost to the 
development of the warehouse sector in large cities along the 
major transport routes. Growing international trade volume was 
another driving factor propping up the demand. With the above 
demand forces increasingly outweighing the pace of new sup-
ply, a considerable imbalance emerged on the market.

The undersupply of warehouse space persisted during H1 of 
2008, albeit to a lesser degree. As the majority of retailers as 
well as logistic operators maintained an optimistic view of the 
future, they were actively planning further expansion of their 
operations on the local market. As a result, leasing activity on 
the Kyiv warehouse market remained high, totaling more than 
250,000 sqm in 2008 excluding the space pre-let in 2007.

A substantial increase in the average size of leasing trans-
actions was registered. With some major lettings reaching 
50,000 sqm, the average size of the unit let during 2008 was 
about 20,000 sqm, which is approximately a 40% increase 
compared to 14,000-15,000 sqm in 2007. 

Logistic operators and retail chains compose the majority of 
modern warehouse users, accounting for 54% and 24% re-
spectively of the total take-up. Among logistics tenants, local 
and international operators are almost equally represented, 
comprising 55% and 45% respectively by the area leased. At 
the same time international chains are more active among the 
retailers, accounting for 75% of warehouse space leased to the 
given occupier type.

The global financial crisis and worsening economic outlook had 
a negative impact on almost all industries, including potential 
warehouse users. Leasing activity eased up towards the end of 
the year, with a number of tenants postponing their expansion 
and relocation plans. 

In particular, retail operators reconsidered their expansion 
plans and in some cases even curtailed their presence on the 
local market in response to a decrease in the purchasing power 
and negative consumer expectations. Similarly, a sharp drop in 
manufacturing output, as well as in the volumes of export/im-
port turnover, has reduced demand for storage space among 
producers and distributors. In aggregate, the above trends will 
have a profound negative impact on the demand for logistics 
services in the short term. 

Although the demand started to shrink in H2 2008, the volumes 
of new deliveries corresponded to the pre-crisis levels with the 
development pipeline unable to adjust so quickly. Coupled with 
an abrupt drop in demand, the supply and demand imbalance 
therefore reversed from undersupply to oversupply within a few 
months. In 2009 the levels of take-up are not expected to match 
the volume of new deliveries, thus leading to higher vacancies 
and a shift in bargaining power from the landlord to tenant. 

suPPLy

The supply of modern warehouse space delivered to the market 
in 2008 reached 390,000 sqm, which is a record in historical 
terms and twice over the new supply figure of 2007. As a re-
sult, total warehouse stock in Kyiv more than doubled reaching 
ca. 675,000 sqm by the year end.

• Total warehouse stock doubled in 2008 as a record level 
of new supply entered the market.

• Investment turnover set a record too with $89 million 
worth of transactions recorded in H1 2008. 

• As the occupier market weakened significantly in the face 
of the growing crisis, the market turned from undersupply 
to oversupply in H2 2008.

• Instead of the anticipated boom, the market is entering a 
deep recession in 2009, with development activity slow-
ing down and rents expected to fall considerably.

warehouse space users by industry sector
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The considerable volume of new supply is due to the coincident 
delivery of several large schemes like MLP-Chayka Logistics 
Complex, West Gate Logistic and Komodor. The soaring de-
mand witnessed over the last 2-3 years, coupled with insuffi-
cient supply levels, made developers very optimistic about new 
development. If previously the leasable area within average 
scheme delivered until 2006 did not exceed 10,000-15,000 
sqm, 2008 was marked by the delivery of the projects in the 
70,000 - 100,000 sqm range. Another reason for a sharp rise 
in stock was the delivery of the previously delayed properties 
initially scheduled for 2007.

Warehouse completions built for owner occupation reached 
85,000 sqm in 2008, which is also a record high for the lo-
cal market. Such a large share of owner-occupied warehouse 
deliveries was a major indication of an undersupplied market, 
with many users forced to go into the property business due to 
the lack of options.

Local players continued to dominate the warehouse develop-
ment market, with ca. 50% of the existing modern warehouse 
stock owned by Ukrainian companies. This phenomenon is 
largely explained by the fact that Ukrainian developers are usu-
ally more apt in navigating the local regulatory environment. 
Numerous hurdles of the development process, such as secur-
ing the typically agricultural site through opaque privatization, 
its subsequent re-zoning into industrial use, and subsequently 
obtaining permits more often than not would put off an inter-
national entrepreneur. However, over the last two years, the 
relative rewards and experience in the business led a number 
of international and CIS developers to break ground, as a re-
sult of which most projects in 2008 were completed by foreign 
companies. 

Geographically, existing modern warehouse stock is unevenly 
spread around the capital with the majority of the schemes con-
centrated along the E-40 transportation route connecting the 
east of Ukraine with Hungary, Poland and Slovakia via Kyiv. 
This transportation corridor that connects Ukraine with the EU 
is the most important supply artery both in terms of internal lo-
gistics, as well international transit trade. Owing to its strategic 
importance, the western section of the M-06/E-40 corridor 
(commonly referred to as the Zhytomyr highway) was the most 
actively developed warehouse destination in the recent years, 
and by the end of 2008 it accounted for ca. 55% of existing 
modern warehouse stock. 

Development activity along the eastern transportation corri-
dors also grew over the past year due to an increase of cargo 
flows on Ukraine’s left bank [of the Dnipro River] and an in-
crease in cargo transit volumes from/to Russia. As a result, the 
vast majority of the new projects scheduled for commissioning 
in 2009 will be located along the eastern transportation routes                   
M-01/E-95 in the direction of Chernihiv, UA/Moscow, RU, as 
well as M-03/E-40 towards Kharkiv, UA/Rostov, RU. 

Kyiv’s warehouse sector continued to demonstrate positive dy-
namics in H1 2008; however, in the second half of the year the 
wind started blowing in the different direction. The tightening 
of credit conditions and increasing cost of funds resulted in a 
sharp reduction of the pipelined supply, with development be-
ing unfeasible without leverage. The credit squeeze also forced 
developers to reconsider their plans and to focus only on those 

Major speculative completions in 2008

Property Location developer
warehouse 
space, sqm

MLP-Chayka M-06 (E-40) MLP 98,000

West Gate Logistic M-06 (E-40) GLD Invest 95,000

Komodor M-06 (E-40) Giffels 69,000

Forum Consulting 
(phase 1) M-03 (E-40) BF Group 50,500

Kopylov Logistics Park  
(phase 1) M-06 (E-40) Ghelamco 27,600

speculative supply on kyiv warehouse Market

Source: CB Richard Ellis

Source: CB Richard Ellis
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projects that are close to completion, while putting on hold proj-
ects at early stages of development. 

In the beginning of 2008 forecasted new supply for 2009 
was estimated at ca. 400,000 sqm. Now, however, only 
ca. 230,000 sqm could potentially reach the market. Addition-
ally, the delivery of new projects is likely to be split into smaller 
phases, as developers adopt a wait-and-see strategy in an at-
tempt to minimize exposure. 

For the purposes of obtaining the much needed financing, 
many developers will look for strategic investors and partners. 
At the same time, while considering ways to optimize existing 
portfolios and extract whatever cash possible from their own 
operations, most developers will either openly or discretely 
put for sale most if not all unfinished properties. The positive 
aspect of the situation is that for many equity-rich international 
companies the crisis will create unique opportunities to enter 
the local market.

Overall, the prospects for 2009 are rather bleak: the occupa-
tional market will shrink and development will pull all breaks. 
Many weak or nonprofessional developers will be forced out 
of business, while those companies that manage to survive will 
be busy consolidating their positions. Although these changes 
will be rather painful, the developers who will be first to adjust 
expectations will benefit most to enjoy higher occupancy during 
the crisis and higher rates when the market rebounds. 

Development under crisis
Development on a built-to-suit basis is not a common prac-
tice in Ukraine, unlike in more mature neighboring markets. 
Given the short history of the Ukrainian warehouse market, 
entrenched, long-term relationships between developers and 
tenants are rare. Demand for built-to-suit developments, which 
mainly originates from international retail chains and logistics 
operators, was rather limited in the past. The virtual absence 
of a lasting experience in the rapidly changing Ukrainian mar-
ket prevented the majority of occupiers from making reliable 
business forecasts for over two years. At the same time lack of 
relevant experience among local developers often resulted in 
poor quality of projects, as well as contributing to regular de-
lays in commissioning. The result was the lack of trust from the 
occupiers in developers’ ability to deliver high quality products 
in a timely manner. 

Meanwhile, development on a built-to-suit basis may become 
a dominant practice in the near future. A sharp reduction in de-
mand, coupled with a considerable amount of modern ware-
house being delivered, created an instant shift of bargaining 
power from the landlords to the occupiers and intensified com-
petition for tenants. The growing competition, in turn, increases 
the risks of future speculative development, while the scarcity 
of financial recourses and increased cost of funding make 
these risks extremely high. In light of this situation, developers 
will avoid speculative development and predominantly consid-
er built-to-suit projects, with market risks remaining prohibitive 
in the coming 18-24 months.

Another development strategy which can be quite effective 
in times of crisis is the construction of specialized warehouse 
projects for products requiring special handling, such as pro-

duce, pharmaceuticals, chemicals, explosives, high tech & 
merchandize, requiring climate controlled, dust-free, high se-
curity or humidity-controlled environment. Previously, due to 
the significant deficit of quality warehouse space, most devel-
opers focused on a standard warehouse premise, being mostly 
too busy to consider more complicated projects. At the present 
moment, however, specialized warehousing represents an un-
tapped niche, albeit still not on a speculative basis. Therefore 
targeting tenants with specific requirements regarding storage 
facilities enables developers to diversify market risks.

Regional markets
Regional industrial markets are at their early stages of develop-
ment. As of the end of 2008 the cumulative stock of modern 
warehouse premises on the regional submarkets was estimated 
at ca. 250,000 sqm, which is ca. 1/3 of the stock in the Kyiv 
region alone.

The formation of regional sub-markets is quite a recent trend 
fuelled by the rapid growth of the retail sector, together with 
the continuous increase in the import/export turnover. Inten-
sification of cargo flows contributed to a rapid expansion of 
logistic companies and led to additional snap demand for 
storage facilities alongside the main transportation corridors. 
Being heavily dependent on the availability of utilities and a 
reasonably educated labor force in addition to the demand 
driven factors, numerous warehouse projects started surfacing 
alongside the main transportation corridors next to large cit-
ies, with several projects being completed during 2008.

The most important regional locations for modern warehous-
ing are Odesa, Kharkiv, Dnipropetrovsk, Donetsk, Zaporizh-
zhya and Lviv. Owing to a combination of large populations, 
strategic geographical locations, and high economic potential, 
these regions remain focal points of industrial property devel-
opment. Being the target regional markets for retail develop-
ment, Odesa plays a main role in cargo shipping, Kharkiv and 
Lviv benefit from intensive international truck and railway tran-
sits, while Donetsk, Dnipropetrovsk and Zaporizhzhya are the 
key industrial areas of the country with the largest volumes of 
production output. 

Developers’ activity on regional markets soared over the last 
2 years, as both local and international developers searched 
for suitable land plots. At the same time, construction activ-
ity remained moderate or even low, as all the efforts were 
directed towards land accumulation. As a result, only a few 
small and medium size projects (with GLA varying from 3,000 
to 20,000 sqm) were commissioned until recently and a sig-
nificant number of large-scale projects were announced for 
delivery in 2009-2010. 

However, the construction activity on regional markets in 2009 
is likely to be brought to a halt in light of the economic slow-
down. With economic prospects not inspiring much hope until 
mid-2010, further development in the warehouse sector on 
regional markets will be postponed for at least 2009-2010. 
Speculative deliveries will be mostly restricted to commission-
ing of projects currently under construction. New develop-
ments will predominantly be initiated either for owner occu-
pation or under pre-lease arrangements and will therefore be 
few, if any.



investMent activity

The rapid development of the warehouse segment and commis-
sioning of several quality schemes during 2007-2008 drew the 
attention of strategic investors, resulting in a series of transac-
tions during 2008. Two strategic investors Europa Emerging Eu-
rope Fund and Akron Group acquired three warehouse projects 
last year. In 2008 the total volume of investment transactions in 
warehouse sector reached $89 million. The figure also includes 
the purchase of Andakta Cold Storage by London & Regional 
Properties, a transaction that took place in 2007 but was final-
ized in early 2008. 

In H2 2008, however, aggravated economic conditions and 
consumer expectations cooled investors’ sentiment regard-
ing the warehouse sector and brought investment activity to 
a halt.

During 2009 the sale offers of warehouse projects are ex-
pected to increase with potential investors becoming even more 
risk-averse. Although properties under construction or at early 
stages of development are likely to be offered at high discounts, 
investment activity in the warehouse property sector is expected 
to be rather low. Given the high risks associated with the ware-
house sector, equity-rich investors will probably ignore even 
good opportunities to purchase unfinished projects at bargain 
prices and will concentrate on income generating assets, which 
will be hard to come by. Investors will therefore focus mainly on 
office and retail sectors, while the industrial property sector will 
see fewer acquisitions. 

rentaL rates and vacancy

Until recently, the continuously growing imbalance between the 
supply and demand for modern warehouse space kept Kyiv 
warehouse rental rates at historically high levels. At the same 
time constantly rising land prices and the increasing cost of 
construction forced developers to raise rental rates in order to 
maintain profitability. As a result, in Q2 2008 prime base rental 
rates reached $10-$11/sqm/month, which placed Kyiv ahead 
of other CEE markets.

Rents remained relatively stable throughout 2008 and dem-
onstrated slight upward dynamics during H1 and slight down-
ward motion in H2. Considerable modern warehouse space 

completions in 2008 were the key factor restricting rents from 
growing further. However, in a balanced market, the given 
volume of supply would be enough to pressure the rates down-
wards.

The turnaround in market dynamics happened towards the end 
of 2008. A substantial slowdown in leasing activity was re-
corded in Q4, as major occupiers launched cost containment 
and downscaling campaigns in response to the worsening 
macroeconomic environment. In line with this trend, the volume 
of new warehouse deliveries kept accelerating with momen-
tum. As a result, for the first time in the market’s short history, 
the vacancy rate increased. Whereas previously warehouse 
premises were fully leased out before the actual commissioning 
of the project, Q4 saw around 20-25% of modern warehouse 
space in the newly delivered schemes remaining vacant. 

A sharp reduction in demand combined with as sharp an in-
crease of stock is likely to bring the Kyiv warehouse market 
quickly to oversupply, which, in turn, will push rents down. 
Already there is a significant gap between landlords’ ask-
ing rents ($9-$10/sqm/month) and tenants’ expectations 
($7-$8/sqm/month). The inevitable outcome in the short term 
future will be for the landlords to take in a few bitter pills and 
accept most if not all requirements of any reasonable incoming 
tenant, especially in the projects imminently scheduled for de-
livery. Overall rents are expected to decline by an estimated 
25-35% by the end of 2009, depending on the quality, size 
and location of the scheme.

outLook

The impacts of the global financial crisis will slow down the 
rate of warehouse development in 2009. The virtual absence 
of affordable [long-term] financing together with falling de-
mand for international-class warehouses as a result of dra-
matic decline in the feeder manufacturing, cargo transport and 
retail industries will reduce both developers’ ability and desire 
to build on speculative basis. Developers will avoid launch-
ing large-scale projects or starting new developments and 
will concentrate on finishing the current construction or pursue 
built-to-suit projects. 

The previously observed high levels of leasing activity will 
noticeably subside in 2009, while supply will continue to in-
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Property Location gBa, sqm status
investment, $ 

million
Purchaser seller

East Gate 
Logistic M03/E40 49,000  In operation 46 Akron Group GLD Invest Group

Logistic 
Park East I M01/E95 24,000  In operation 25 Europa Emerging Europe 

Fund Aladdin Group

Baltic Logistic 
Park M04/E40 46,000  Land works 7 Akron Group Eurocon Ukraine/

Vicus 

Andakta M07/E73 5,200  In operation 11 London & Regional 
Properties  Andakta

investment transactions - 2008

indUsTrial marKeT

Source: CB Richard Ellis



17

UKraine real esTaTe reVieW 2009

crease due to the commissioning of several large-scale proj-
ects standing at 70% + readiness as of the end of 2008.  The 
sublease market will also play an important role in the crisis 
period, thereby exerting additional downward pressure on 
rents. Vacancy will persist at a high level throughout 2009, re-
sulting in more intense competition for tenants. Consequently, 
rental rates are expected to decrease by 25-35%.

The recovery in warehouse market ultimately depends on the 
stabilization of the general economic situation. The emer-
gence of the first positive trends in the development cycle will 
be largely determined by the availability of capital and the 
revival of the retail sector. At the same time, irrespective of 
how prompt the recovery will be, the market is entering into a 
more mature phase of development with an increasing quality 
of future supply and with professional developers capturing a 
larger share of the market.
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overview

Optimistic sentiment among both developers and retailers at the 
beginning of 2008 foreboded a boom in retail real estate. A 
great number of projects ranging from 50,000 to 200,000 sqm 
of leasable area were announced for realization within the next 
2-3 years. Those grand announcements were matched by the 
equally grand expansion plans of retailers, both national and 
international. Stable economic growth coupled with positive 
trends in consumer confidence and spending seemed to justify 
those ambitious plans. 

The first half of 2008 reaped lucrative results. Two modern shop-
ping centers were delivered in the Kyiv market - Materik-2 and 
Kvadrat Aurora. Two long-awaited international retailers Auchan 
and ZARA finally established their presence in Kyiv. Numerous 
international retailers declared their forthcoming openings within 
several of the pipeline projects in Kyiv. Furthermore, it became 
clear that developers and retailers were actively targeting region-
al cities, concentrating not only on the cities of more than 1 mil-
lion people, but also on smaller second- and third-tier cities such 
as Zaporizhzhya, Kryvyi Rih, Zhytomyr, Ternopil, Chernivtsi and 
others. Relative market immaturity with limited supply of modern 
shopping center space as well as a constantly growing unsatisfied 
demand put an upward pressure on rental rates, which continued 
the positive 20-25% p/a growth tendency of previous years. 

By mid-summer, however, the first signs of the world liquidity cri-
sis made their appearance on the Ukrainian market. The cost of 
money for developers, retailers, and consumers increased sig-
nificantly as banks started adopting a very cautious approach 
to lending amid the tightening liquidity situation related to the 
world credit squeeze.

This credit squeeze affect in real estate has been twofold: de-
pressing both supply and demand. Being one of the most lever-
age-dependent sectors, real estate development saw activity 
levels fall as credit became unattainable while equity scarce. De-
velopers were forced to freeze projects at the initial realization 
stage, put a hold on the realization of uncompleted properties or 
look for strategic investors/partners to continue construction.

On the demand side, retailers had to curtail expansion plans due to 
the unattainable credit financing. Rapid depreciation of the Ukrai-
nian Hryvnya depressed retailers’ profits, with imports accounting 
for a large portion of merchandise. Moreover, the expected down-
turn in retail turnover driven by a sharp drop in consumer confi-
dence forced retailers to adjust their development strategies. 

All in all, the year-end saw a significant change in the retail 
real estate landscape. Shrinking demand started shifting market 

power from landlords to tenants. As a result, for the first time 
since 2003, rents inched downwards during the second half of 
2008 and a further decrease is likely, as the general economic 
outlook is expected to worsen in 2009.

suPPLy

Kyiv
By the end of 2008, there were 19 professional shopping cen-
ters (SC) in Kyiv. The total stock of modern shopping center space 
increased by 27% during 2008 and reached 330,000 sqm in 
total GLA. In a historical perspective, 2008 was a rather suc-
cessful year, in terms of the number of modern retail schemes 
delivered to the market.

Still, the overall increase in supply turned out to be less than fore-
casted at the beginning of the year. Delay in delivery is a typical 
feature of the Ukrainian real estate market; however, this year 
the situation was further aggravated by the liquidity crisis. De-
void of financial resources necessary to complete construction, 
developers were forced to postpone completion of schemes.

The bulk of the current stock is represented by mid-size commu-
nity shopping centers with an average GLA of approximately 
17,000 sqm. At the year-end of 2008, Kyiv had 120 sqm of 
modern shopping centre space per 1,000 people. Compared 
with more mature markets in Western Europe, where the pro-
vision rates on average reach 500-700 sqm/1,000 people, 
Kyiv scores low and is therefore regarded as one of the most 
unsaturated and promising markets. The result of developers’ 

reTail marKeT

• Following the spread of the global financial crisis to 
Ukraine in H2 2008, the previously booming retail mar-
ket saw activity level drop for the first time in years.  

• The evaporation of consumer confidence and the corre-
sponding decline in population purchasing power observed 
in H2 2008 led to a fall in retailers’ demand for premises.

gLa, 
sqm 

developer Main tenants

Materik- 2 19,000 Rainford
Supermarket Rainford, chil-
dren’s entertainment center 
Igroland

Kvadrat 
Aurora 18,500 XXI Century

Supermarket Perekriostok, 
4-hall cinema Odesa Kino, 
children’s entertainment 
center Hurricane

Blockbuster 26,000 Ukrzernoprom

Rollerdrome, carting, 
14-hall cinema Megaplex, 
IMAX, bowling and chil-
dren’s entertainment center 
Vitamin, Q-Zar

Karavan 
(4th phase) 2,000 Karavan 

Group
Marks&Spencer

Bilshovyk 
(3rd phase) 6,000 ADC Bowling Bilshovyk

kyiv new supply – 2008

kyiv shopping center stock

2001 2002 2003 2004 2005 2006 2007 2008 2009E 2010F
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Source: CB Richard Ellis



19

UKraine real esTaTe reVieW 2009

efforts to take advantage of this ‘window of opportunity’ was 
an enormous pipeline announced at the beginning of 2008. The 
total stock was expected to triple within the next two to three 
years, reaching more than 1 million sqm of GLA. The average 
size of the pipelined property was estimated to be 70,000-
80,000 sqm of GLA. The size of some projects was as large as 
previously unprecedented 200,000-230,000 sqm. In addition 
to a traditional ‘hypermarket-gallery’ type, some of the pipeline 
projects were new formats for Ukraine such as retail parks and 
outlets. At the moment, though, it is quite clear that the majority 
of those projects will remain on paper, at least in the mid-term 

perspective. Therefore in the estimations of projected market de-
velopment, only the confirmed pipeline was taken into account 
– i.e. the projects that are under active construction with a high 
probability of delivery within a two-year timeframe. This not-
withstanding, the next two years are likely to see ca. 240,000 
sqm of new retail space delivered, i.e. the total stock is expected 
to increase by 70%. This is explained by the fact that several 
large-scale projects that have been previously delayed are 
now close to the completion stage and are 70-80% pre-leased. 
Ultimately this means the probability of their delivery within a 
2-year timeframe is quite high.
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kyiv retaiL MaP

Source: CB Richard Ellis

# name gLa, sqm

1 Globus 18,600

2 Gorodok 10,000

3 Karavan 40,000

4 Mandarin Plaza 9,400

5 Ukraina 24,000

6 Aladdin 10,000

7 Alta Center 17,000

8 Magelan 22,400

9 Piramida 12,000

# name gLa, sqm

10 Promenada 15,000

11 Arena City 8,000

12 Bilshovyk 27,000

13 Plazma 8,800

14 Komod 10,000

15 Materik 15,800

16 Sky Mall 18,000

17 Kvadrat Aurora 19,000

18 Materik - 2 18,400

19 Blockbuster 26,000

# name gLa, sqm

1 Sky Mall (2nd phase) 46,000

2 4Room 22,300

3 Domosfera (2 phases) 44,600

4 DreamTown (1st phase) 55,000

5 Continental 30,000

6 Materik (2nd phase) 14,200

7 Magelan (2nd phase) 10,000

existing shopping centers confirmed Pipeline 2009-2010

Existing Shopping Centers

Confirmed Pipeline 2009-2010
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Regional Cities
Regional retail markets have seen activity levels increase in the 
last couple of years. In general, the retail space in the regions 
can roughly be categorized into two prevailing types of prem-
ises. The vast majority of stock is represented by low-quality first 
generation retail schemes, displaying a number of architectural 
and marketing deficiencies with a tenant mix comprised almost 
exclusively of “no-name” small local retailers. The second type 
is the classic hypermarket-gallery shopping center. 

The schemes of the former category are prevalent; however, all 
cities of more than 1 million people already have one or two 
modern shopping centers of the latter type. Up until now, the 
hypermarket-gallery format was virtually non-existent in second-
tier cities. However, in 2008, activity rose to unprecedented levels 
with at least one large-scale hypermarket-gallery scheme being 
at the final completion stage in all regional cities with a population 
of more than 200,000 people. Still, the provision rates of retail 
space per 1,000 people in all regional cities are well below the 
100 mark (the only exception is Dnipropetrovsk where the ratio 
is slightly above 100). The given figures indicate an initial stage of 
market development with low levels of market saturation.

The regional market development in 2008 was marked by the 
delivery of several large-scale schemes. The only exception 
among first tier cities was Odesa, where no quality shopping 
center space was delivered in 2008. Smaller cities also wel-
comed new additions of shopping center space.

Under the current market conditions, the realization of the an-
nounced pipeline is expected to slowdown with the majority of 
the projects to be put on hold. Predominantly projects in the lat-
ter stages of active construction are likely to be delivered within 
the next two years.

Development under crisis
The full impact of the world financial crisis was felt by develop-
ers in Ukraine in H2 2008 when financing became more dif-
ficult to obtain. Tightening of the lending policies (higher inter-
est rates, more rigid terms) that started in Q2 of 2008 slowed 
development activity even further. The sharp decline in investor 
sentiment with respect to real estate throughout the world re-
sulted in a drastic plummeting of market capitalization of listed 
construction and development companies. Traditional fund-
raising methods (stock listing, issuance of bonds, construction 
loans, etc) became either unattainable or too expensive. In the 
absence of own capital, the majority of developers were forced 

name city gLa, sqm developer Main tenants

Karavan  (1st phase) Dnipropetrovsk 41,000 Karavan Group Hypermarket Karavan

Dafi  (2nd phase) Kharkiv 56,000 Dafi Hypermarket O’KEY, DIY OBI, Detskiy Mir, 
skating rink

King Cross Leopolis 
(1st phase) Lviv 8,000 King Cross Praktiker

Sunny Gallery  
(2nd phase) Kryvyi Rih 17,000 Panorama Group Bowling Vitamin, children’s entertainment center 

Tropical Park

Podolyany  (2nd phase) Ternopil 26,000 Terkuriy-2 Skating rink Eskimos, bowling Podolyany Club

Global UA  (1st phase) Zhytomir 21,000 n/a Hypermarket Karavan 

Boyanivka Chernivtsi 24,500 n/a Hypermarket Karavan

Dnipro Plaza Cherkasy 18,000 Cherkasky Dim Torgivli
Supermarket Eurospar, skating rink, children’s 
entertainment center Plastilin, 4-hall cinema 
Kinopalace

Ekvator Cherkasy 32,000 VK Development Supermarket Velyka Kyshenya, DIY Karavan, 
entertainment zone

select 2008 additions in the regions

select shopping centers scheduled for 2009-2010 
delivery in the regions

city gLa, sqm

Magelan Kharkiv 58,000

Magelan Dnipropetrovsk 50,000

Leopolis Lviv 45,000

King Cross Leopolis (2nd phase) Lviv 42,000

Riviera Shopping City Odesa 65,000

Flagman Zaporizhzhya 30,000

Mixed-use complex Kiev Poltava 80,000

shopping center stock in select cities
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to reconsider their ambitious plans and start looking for stra-
tegic investors/partners to obtain the necessary financing for 
completion of on-going projects.

Given the current market conditions, developers are seeking to 
optimize their portfolios, with overstretch being the typical tac-
tic in the booming market. The new reality makes the developers 
freeze projects on paper or those at the initial stages of construc-
tion, while concentrating on properties close to completion. All 
such frozen projects are automatically available for sale to raise 
the much needed cash in order to feed the prioritized development. 
Several local developers – including KDD Group, XXI Century, VK 
Development, TIKO Construction, ICD Investments – have already 
announced that they will concentrate only on prime asset devel-
opment from their portfolio. Such a dash for cash strategy by the 
majority of developers has led to a sudden availability of quite a 
substantial number of land plots and unfinished projects at bargain 
prices throughout the country. At the same time, in the atmosphere 
of muted sentiment, potential investors have adopted a ‘wait-and-
see’ attitude expecting further price corrections to be able to pick 
up properties on the cheap as highly-leveraged developers starved 
of financing are forced to offer more attractive deals.

By now, local developers have managed to accumulate sig-
nificant land banks, while the majority of international develop-
ers have faced serious problems in land acquisition due to the 
non-transparent and overheated market with a myriad of legal 
complications. The crisis has thus created favorable conditions 
for developers seeking suitable land plots for shopping center 
development. IKEA and Parkridge are among the most promi-
nent examples of such developers who have yet to establish their 
presence in Ukraine and whose expansion plans have been less 
affected by the crisis. Multi Development, Engel Construction and 
Development, Meinl European Land and Absolute Management 
Fund have recently announced their positive mid- and long-term 
expectations for the Ukrainian market and will continue realiza-
tion of their projects in the country. Some developers, however, 
sharing a bleak view of Ukrainian retail perspectives, have decid-
ed to step out of the market. For example, a well-known European 
shopping center developer ECE Projektmanagement decided to 
leave the market. The company’s office was established in Kyiv in 
2006 and since then it was actively looking for suitable landplots. 
ECE Projektmanagement planned to construct five shopping malls 
in large regional cities; however, none were commenced.

deMand

Demand for retail space is formed by retailers who in turn de-
pend on the derived consumer demand for their goods and ser-
vices. Consumer demand is influenced by a number of factors, 
such as general economic outlook, personal income levels, as 
well as the availability of consumer credit financing, all of which 
determine the purchasing power of population.

The last several years were marked by solid real growth of the 
Ukrainian economy fuelled by strong investment inflows and 
consumer spending. Consumption and retail turnover growth 
accompanied a steady annual increase of average wages. The 
increased wages then also combined with rapid expansion of 
consumer credit programs, and all of these combined to further 
accelerate the dramatic growth of retail sales.

Consequently, the increase in consumer spending fuelled retail-
ers’ demand. According to the 2008 Global Emerging Market 
Survey undertaken by CBRE, international retailers viewed 
Ukraine as one of the priority markets in which they would like 
to become active. Nonetheless, despite Ukraine’s recognized 
potential, the penetration of international brands has been rath-
er low throughout the growth years. Low market transparency, 
a complicated bureaucracy and lack of quality retail space both 
on high street and in shopping centers were among the major 
entry barriers named by retailers. Still, 2008 saw several new 
brands emerge in the market in different segments.

The food sector is one of the most developed segments of the 
Ukrainian retail market in terms of the number of players and 
formats present. Still, international penetration in food re-
tail is rather limited. It includes Metro C&C with 23 stores of 
cash&carry format, two Russian hypermarket operators Vester 
(3 stores) and O’key (4 stores), the Billa supermarket chain (13 
stores throughout Ukraine), Perekriostok (4 supermarkets), and 
SPAR operating 32 stores through a franchise agreement. The 
opening of the first Auchan hypermarkets in Kyiv and Makeevka, 
Donetsk region, was one of the most prominent events of 2008 
in food retail. The tangible competition within the segment is ex-
pected to emerge when more major international chains enter 
the Ukrainian market (Carrefour, Tesco, REAL, etc).  

The DIY segment for many years has been monopolized by two 
large national players, Novaya Liniya and Epicenter. In 2008 the 
DIY segment was actively developed with all players continuing 
with their expansion plans. The first international retailer Praktiker 
entered the market in 2007 and opened a second store last year. 
German-based international DIY retailer OBI opened two stores in 
Mariupol and Kharkiv in 2008. It is important to note that no store 
of an international DIY operator has opened in Kyiv as of yet.
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The segment of fashion retail is equally underdeveloped with very 
limited international penetration. Traditional single unit retailing 
retains a substantial proportion of the market, which is espe-
cially true for the regional cities. The market is characterized by 
a very low presence of international retailers. Due to numerous 
limitations and challenges inherent in the Ukrainian retail market 
(non-transparency, bureaucracy, complicated legal issues, etc.) 
the majority of international retailers have chosen to establish 
their presence through franchise agreements. This method of 
market penetration is not the most profitable, but in addition to 
being risk-averse, it also enables the retailer to get the market 
access faster, as well as to achieve a quick large scale rollout. 
Given the virtual absence of wholly-owned international retail-
ers on the Ukrainian market, the opening of the flagship store 
of Spanish ZARA by the mother company on Khreshchatyk, the 
main shopping street of Kyiv, was one of the most significant 
events in fashion retail in 2008. Another newcomer of the year, 
Detskiy Mir, a Russian children’s goods retailer, started expan-
sion in regional cities with the opening of two stores in Kharkiv 
and Dnipropetrivsk. The announced market entry of several well 
known brands like, among others, Debenhams, Top Shop, New 
Yorker, Ipekyol, Machka, Twist, Gap, Banana Republic, and 
Oviesse planned within the Sky Mall shopping center has been 
postponed due to the delay in delivery of the retail scheme.

In the leisure sector, the most prominent event was the opening 
of the first IMAX hall in Kyiv within Blockbuster shopping and 
entertainment center in October. Two Russian cinema opera-
tors Pyat’ Zvezd and Kronverk Cinema, as well as Polish Silver 
Screens, were expected to open their first multiplexes in 2008; 
however, due to the delays in delivery of the targeted shopping 
center projects, their entrance to the market has been postponed 
until at least 2009. The same applies to the Russian operator of 
children’s entertainment zone Play Day.
 
Double-Faced Crisis
Despite falling consumer confidence worldwide registered 
from the end of 2007, Ukraine’s consumer outlook for 2008 
remained positive. In fact, the consumer confidence remained 
intact up until October. However, deteriorating economic con-
ditions, double-digit inflation, political instability and significant 
currency depreciation resulted in evaporation of consumer con-
fidence later in the year. The consumer sentiment panel conduct-
ed by GfK Ukraine and ICPS in October 2008 revealed a sharp 
fall of all indicators. Such a low level of consumer confidence 
has not been registered since the panel was carried out for the 
first time in 2000.

Shrinking demand resulting from lower consumer confidence 
and purchasing power has led to weaker sales and a slow-
down of retail turnover growth in Q4 of 2008. Not all retail 
segments will be equally affected by the crisis. The most vulner-
able are the sectors specializing in durable goods (DIY items, 
household goods/electronics), fashion retail, as well as leisure-
related goods and services. The increase in percentage of fam-
ily income spent on essential goods will curtail other households 
spending: clothing, electronics, furniture, etc. Moreover, the re-
cently emerged orientation towards shopping in the so-called 
“civilized” environment, i.e. in modern shopping centers as op-
posed to unorganized trade, might reverse. 

Food retail is less sensitive to the economic crisis as it special-
izes in the provision of indispensable goods. However, not all 
food retail formats are equally immune: as people start to be 
more appreciative of value for money, discounters will gain 
more popularity among consumers. Hypermarkets are bound to 
suffer most due to having a significant percentage of non-food 
merchandize (reaching up to 70%) in their range of goods. 

The credit crunch has negatively affected retailers’ expansion 
plans, as retail is a very leverage-dependent sector. The debt 
load of Ukrainian retailers is quite significant for two reasons: 
rapid growth of retail chains of the previous years and retailers’ 
development activities. Aggressive expansion of the last years 
was mostly geographical and quantitative, which required sig-
nificant credit-induced capital expenditure. At the same time, 
the shortage of quality retail space and high returns of shop-
ping center development prompted some retailers to engage 
in development themselves (Domotekhnika, Amstor, VK Devel-
opment, Foxtrot, Intermarket, etc.). Such development activity, 
in turn, spurred more borrowing. The average debt load of 
Ukrainian retailers exceeds EBIDTA by 5-6 times, in some cases 
reaching a critical 13 times*, and this is taking into account the 
before-crisis sales data. The sharp fall in retail sales expected 
in the first quarter of 2009 will aggravate the financial situa-
tion of the overstretched retailers. So far, despite plummeting 
consumer confidence, the slowdown of turnover was restrained 
by the hot season of Christmas and New Year sales, as well as a 
short-term revival of sales in November, when people went on a 
spending-spree in expectation of further currency devaluation. 
Retailers therefore enjoyed a short-term period of a sudden 
jump of discretionary purchases of electronics, jewelry, etc. in 
November 2008. However, the majority of retailers have stra-
tegically next to cancelled all of their expansion plans, with a 
large number significantly downscaling. This phenomenon start-
ed putting downward pressure on vacancy and rental rates – the 
trend bound to continue throughout 2009.

Expected continued decline in sales coupled with lack of fi-
nancing and the increased cost of funds forced retailers to 
reconsider their expansion plans. Some even decided to exit 
the market. Estonian DIY chain, Ehitus Servus, fled the market 
at the first signs of the crisis. The partnership of Russian food 
retailer Mosmart and Ukrainian EastOne has been suspended. 
The newcomer of 2008, Serbian Delta Maxi Group and its 
Russian partner Finstar announced the closure of all the five 
stores the company managed to open during the year. 2008 
saw the exodus of two more Russian retail operators Arbat 

reTail marKeT

*ISI Emerging Markets (DealWatch)
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Source: International Center for Policy Studies (ICPS), GfK Ukraine
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Prestige and Paterson. Their departure, however, is not crisis-
related, but is rather linked to the internal problems their moth-
er companies are facing. 

While some retailers are suffering from the worsening financial 
situation on the back of weaker sales and increased money 
costs, others cheer at the opportunity to enter the market or 
expand their operations by purchasing an established chain at 
a significant discount to past value. With the majority of local 
chains, especially in the food retail and electronics/white-and-
brown sector, finding themselves in dire financial straights, ow-
ing to their active borrowing strategies of the previous years, 
2009 is expected to become the year of M&A in the retail 
sector. Sector consolidation and expected market entrance of 
established international retailers can be viewed as one of the 
positive consequences of the economic crisis.

rents

The growth of rental rates continued in the first half of 2008, 
reaching 20-25% for prime properties from Q4 2007. In the 
summer, average Kyiv’s shopping center and high street prime 
rents for units of 100-250 sqm were in the range of $150-250/
sqm/month. 

The asking rent for the prime units on Khreshshatyk has reached 
unprecedented an $450-600/sqm/month, with capital values 
soaring to $50,000/sqm. Secondary rents – i.e., in less success-
ful shopping centers - were around $80-100/sqm/month for a 
typical retail unit. Shopping center rental rates in large regional 
cities were on average 20-30% lower than those in Kyiv. 

As retail sales slowed down in H2 2008, retailers’ demand for 
space followed suit. On top of that, stark depreciation of the 
Hryvnya and heavy currency fluctuations have further depressed 
retailers profits, as most leasing contracts are denominated in 
foreign currencies. Under those conditions, tenants started to ap-
ply pressure on landlords, demanding rent reductions. For some 
retailers the situation is quite dire and the refusal of the landlord 
to provide a sensible reduction leads to a closure of the unit. 
Already in Q4 2008, developers of several underperforming 
schemes gave in to pressure from retailers and provided 25-30% 
rental discounts. The majority of retail landlords are now forced 
to make concessions such as rental discounts, rental holidays and 
other incentives, such as finding replacement tenants is becom-
ing more challenging. Whereas more successful shopping centers 
appear relatively resilient as of Q1 2009, owners of less success-
ful shopping centers with insignificant footfall are both more open 
to rental negotiations and are bound to suffer growing vacancy. 

According to the typical leasing terms the rent is fixed in USD 
and subject to annual review either at a pre-determined rate or 
linked to the American CPI. Under the present challenging con-
ditions (currency volatility and the expected sharp drop in re-
tail sales), retailers are demanding renegotiations of terms that 
would allow them to pay rent as a certain percentage of turn-
over in Hryvnya at least until the economic situation stabilizes. 
Although some developers may not be prepared to accept the 
new terms, most will be pressured to go along with tenants’ 
demands or face the risk of losing cash-flow altogether. 

outLook

The credit freeze will slow down the rate of development of the 
retail market in 2009. Delays in delivery will become more nu-
merous under the tightened liquidity conditions. New construc-
tion starts will be scarce if any, with developers focusing on 
realization of small- to average-sized retail schemes in prime 
locations. 

Bleak consumer sentiment and a drop in disposable income will 
have an adverse effect on retailers’ demand for space. Con-
trary to the trend established in the previous years when retail-
ers were increasingly occupying larger space, in 2009 the size 
of requested units is likely to decrease proportionately to the fall 
in retailers’ turnover. Retailers’ activity is expected to remain fo-
cused on Kyiv and first-tier cities, as purchasing power of popu-
lation in smaller regional cities, especially those closely linked to 
the nearly-shut-down metallurgy sector, will be hardest hit. 

Weakened demand will exert downward pressure on rental 
rates. The fall will be more drastic in regional cities (50-60% 
over 2009) and in secondary Kyiv schemes. For the prime prop-
erties rental rates are expected to shed on average between 
30% to 40% during the first half of 2009, stabilizing in H2 
2009. 

The revival of the retail sector is not expected before 2010 
when consumer confidence is expected to shift in the positive 
together with the general economic outlook. With the key driv-
ing factor behind development being the availability of credit, 
retail development prospects will remain uncertain until banks 
start lending again, which is expected no sooner than in 2010. 
At the same time, as previous experience shows, the retail sec-
tor is usually the first to recover in the aftermath of an economic 
crisis. Given the initial stage of market development in Ukraine 
and deferred demand accumulated during 2009, the post-crisis 
years are likely to see an accelerated pace of retail real estate 
development. 
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overview

The Ukrainian hospitality market remains the least developed 
segment of commercial real estate (CRE) in Ukraine, with an ex-
tremely limited number of quality hotels and few international 
operators. The mismatch between the supply and the demand 
for hospitality services has been persistent over the last years, 
resulting in growing occupancy rates, accompanied by the sub-
sequent increase in average daily rates (ADR)1. As a result, the 
revenue per available room (RevPAR)2 indicator of Ukrainian 
hotel facilities became rather high in comparison with more es-
tablished markets. The high profitability of the hotel segment 
and market immaturity with a virtual absence of competition 
have triggered augmented interest in the market among inter-
national hoteliers. 

By the end of 2008, however, a strong fall in demand for ho-
tel services provoked by the world economic crisis has raised 
questions over whether the existing hotels can preserve their 
profitability level, while the liquidity crisis has cast doubt on the 
prospects of timely realization of pipelined projects. 

suPPLy

Kyiv
Ukraine’s high quality hotel stock is mainly concentrated in Kyiv. 
That said, the local market still features a rather small number of 
quality hotels in all sectors of hospitality real estate (including 
those managed by professional operators), which points to an 
embryonic stage of development of the Kyiv market. By the end 
of 2008, the provision rate in Kyiv was around 3 rooms per 
1,000 citizens vis-a-vis the average 14-18 rooms per 1,000 
people in most European capitals.

Almost half of the Kyiv room stock (47%) is represented by 3-star 
hotels, comprising of over 3,400 rooms. It should be noted, how-
ever, that the majority of these hotels do not correspond to their 
positioning level owing to the unsatisfactory technical conditions 
of the premises, poor interior design and limited number of ser-
vices provided. There are only three 5-star hotels currently pres-
ent in Kyiv – Opera Hotel (138 rooms), Premier Palace (289) 
and Hyatt Regency Kyiv (234) – of which only one is managed 
by an international operator, namely Global Hyatt Corporation. 
The share of the 5-star segment in the general structure of hotel 
room stock in Kyiv is the smallest, amounting to about 9%. The 
given figure reflects an acute shortage of high class hotels in the 
city. The 4-star segment is represented by 9 hotels with a total 
stock comprising about 1,100 rooms. Only one 4-star hotel – 
Radisson SAS Kyiv – is currently under the management of an 
international operator, Rezidor Group. The expected increase 
of top segment hotel stock did not happen in 2008, as the com-
missioning of the 5-star InterContinental hotel (280 rooms) was 
postponed until April 2009. The only new addition in 2008 was 
the delivery of Visak, a 4-star hotel located in Obolon – a north-
ern district of Kyiv – and managed by a local developer.

HoTel  marKeT

• The fall in demand for hospitality services began to under-
mine hotels’ profits in Q4.

• Kyiv remains grossly underserved in terms of high-quality 
short-term accommodation.

• As 2012 UEFA European Football Championship draws 
closer, Ukraine – as a hosting country – may need to start 
offering major incentives to spur hospitality infrastructure 
development.

2009-2010 Pipeline in kyiv

Location
expected 
delivery 

date* 

Hotel 
class

room 
count

Inter
Continental

2A, Velyka Zhytomirska 
Str. 2009 5-star 285

Hilton 38-40, Shevchenko Blvd 2010 5-star 260

Fairmont 
Grand Hotel

1A, Naberezhno-
Khreshchatytska Str. 2010 5-star 260

* According to the developers’ announcements and CBRE estimates

1 average daily rate (adr) – statistical unit used to measure a hotel’s pric-
ing scale. The figure is derived by dividing the actual daily revenue by the total 
number of available rooms.

2 revenue per available room (revPar) typically calculated by multiplying 
a hotel’s average daily rate (ADR) by its occupancy rate.
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In response to the shortage of top quality hotels, international 
operators initially entered the market by introducing their pre-
mium brands (Hyatt Regency, InterContinental). Equally, all the 
projects pipelined for 2009-2010 are represented by top qual-
ity 5-star hotels. If all those properties are delivered within the 
declared timeframe, the 5-star room stock in Kyiv will increase 
by an estimated 780 rooms and will reach ca. 1,450. The pros-
pects of timely delivery of these schemes are currently uncertain 
as the tightened liquidity situation will slow down the rate of con-
struction, in view of the fact that international operators are not 
participating in the projects financially, acting under manage-
ment agreements.

Regional Markets
Hospitality real estate outside of Kyiv in Ukraine is undeveloped 
with the vast majority of stock in provincial cities represented by 
outdated Soviet-era hotels. Since the hotel segment follows the 
development of the office segment and tourism industry, the in-
terest of international operators and developers in the regional 
markets has been rather limited so far. Only recently, however, 
international hotel operators were lured to the markets of first 
tier regional cities (population above 800,000 people) follow-
ing the successful bid of Ukraine to host the 2012 UEFA Euro-
pean Football Championship. Crimea (large peninsula in the 
south of Ukraine) and Karpaty (mountainous region in western 
Ukraine) are the most developed regions after Kyiv in terms of 
the number of hotels and the overall room count, explained by 
their recreational standing. It is not surprising that the above-
mentioned zones were the first regions to welcome internation-
ally branded hotels outside the capital city. Rixos Prykarpattya 
in Truskavets (popular health and spa-resort in western Ukraine) 
has been successfully operating for four years, whereas Radis-
son Resort Alushta (Alushta, Crimea), was commissioned in 
2008 and is the second hotel managed by Rezidor Hotel Group 
in Ukraine. 

At the beginning of 2008 many international hoteliers expressed 
keen interest in establishing their presence in Ukrainian regions. 
According to the survey undertaken by CBRE in November 
2008, Rezidor Group, Accor, Starwood, Hilton, Kempinski and 
Marriott have either already rolled out their operations or are 
actively considering doing so in the foreseeable future. Their 
stance on the provincial cities, however, remains ambivalent, 
with only a few showing firm interest in mid-sized cities. 

Nonetheless, the probability of those plans materializing in the 
short-term perspective is quite low, especially given that the ma-
jority of those operators are still in the process of looking for 
suitable projects. The situation is aggravated by the fact that 
many of the potentially appealing projects are either destined 
to stay “on paper” in the foreseeable future or likely to remain 
“frozen” in the construction stage due to lack of financial re-
sources among local developers.

deMand

Over the last several years, thanks to the removal of visa re-
strictions for many nationalities and media campaign promot-
ing Ukraine as an open and investment-appealing country, solid 
economic growth coupled with steady inflow of FDI, the num-
ber of foreign visitors was constantly on the rise. The growth of 

general welfare of Ukrainian population led to an increase in 
the disposable income, which, in turn, triggered the growth of 
domestic tourism.

In 2008 the tourist flow dynamics did not quite reach the impres-
sive results of 2007 and for the first time since 2004 the number 
of tourists decreased slightly. In line with the tendencies of previ-
ous years, the first three quarters of 2008 saw a 17% increase 
in the number of tourists (both domestic and foreign) compared 
with the first three quarters of 2007. However, with tourism 
catching a chill and business activity stagnating, the number of 
tourist visits in Q4 took a serious hit. This negative tendency is 
expected to continue throughout 2009 in tandem with the wors-
ening of the general economic outlook. The anticipated fall in 
business activity will equally result in a decline of both domestic 
and international business travel. The strategy of business trip 
cost cutting (including hotel expenses) currently adopted by 
many companies will lead to demand shifting from high-end of 
the market to 3-star and lower category hotels. The expected 
decrease in requests for corporate events and conferences to be 
held at hotels’ conference facilities will curtail operators’ profits 
even further.

More positively, it should be noted that a heavy depreciation 
of the national currency (UAH) and a general decrease in the 
population’s wealth will support domestic tourism, as going 
abroad will become an expensive alternative. Likewise, in light 
of the cheap UAH, foreigners may begin to view Ukraine as 
an increasingly attractive option, with the purchasing power of 
the USD and Euro increasing significantly in local realities. The 
emergence of the first budget airlines in Ukraine, such as Wizz 
Air, is also likely to increase the number of private trips in the 
structure of overall tourist flow. 

Source: State Tourism and Resorts Agency
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Prices and vacancy rates

The Kyiv hotel market has previously seen a persistent 20% 
annual growth of room rates for all hotel categories. The over-
whelming imbalance between the incumbent demand and the 
underlying supply of hotel rooms allowed the owners to over-
price accommodation services. In 2008 prices already ex-
ceeded the European average and reached ca. $500-550 per 
day in a 5-star hotel. The average room rate in a 3-star hotel 
was some 4.5 times lower than in the top segment (5-star) and 
2.5 times lower than in the 4-star category. The same condition 
is distinctive in the regional cities as well, where an addition-
al star in a hotel doubles the charges for accommodation. In 
2008 the occupancy rates for Kyiv’s 4-5-star hotels averaged 
85%, and reached 100% during high season, with the aver-
age price increasing by some 10%.

In 2009 this trend is expected to end, as falling demand will 
prompt hotel operators to cut prices. Already in December 
2008 room rates fell by some 20-30% in the top quality hotels, 
with the occupancy rates decreasing as well. 

outLook

The following key trends are expected to materialize on the 
Ukrainian hospitality market over the next 12-18 months:

Reduction of developers’ interest in hotel development, as • 
other segments like retail and office offer quicker return on 
investment; 
Numerous delays in delivery of projects, as developers • 
lack resources necessary to finish construction;
General decline in demand for hospitality services;• 
Shifts in consumers’ demand towards 3-star and lower • 
category hotels;
Increasing shifts to short-term apartment rentals in light of • 
falling rents for residential premises;
Decrease of room rates reflecting decline in demand.• 

The revival of hotel development is more likely to take place in 
2010-2011, closer to the Euro-2012 and also when other CRE 
segments start to recover. All in all, Euro-2012 could provide 
a substantial boost for development of the hospitality market in 
Ukraine. CBRE survey results indicate that this event is one of the 
main driving factors behind major hoteliers’ expansion plans. 
By promoting Ukraine as a still undiscovered holiday destina-
tion, Euro-2012 will not only result in the major one-off jump of 
tourist flows, but could contribute to a subsequent solid cross-
border influx of visitors. 

Another factor contributing to the preserved interest of inter-
national chain operators in the Ukrainian hospitality market is 
the sheer need for hotels throughout Ukraine – estimated at ca. 
10,000 bedrooms in Kyiv alone with another 1,500-2,000 per 
large first tier regional city with populations of over 800,000 
people. Furthermore, the potential of other economically notable 
and culturally distinguished cities like Donetsk, Zaporizhzhya, 
Lviv and Odesa remains largely untapped. Both of these above 
mentioned factors together – i.e., the pending 2012 UEFA Euro-
pean Football Championship and the acute shortage of quality 
accommodation – present rather favourable conditions for de-
velopment of hospitality infrastructure in Ukraine. The activity on 
the market should revive, once global economic conditions show 
the first expected signs of improvement in H1 2010.

HoTel marKeT

kyiv average room rates, usd per night
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leGal oVerVieW

reaL estate Market: LegaL overview 

prepared by 
Clifford Chance 

Introduction

Ukraine has come a long way in reforming its law system as a 
young country, formerly part of the USSR. Although the evolu-
tion is far from being completed, a number of important rules 
have been introduced to build a sound legal framework for 
business activity. Especially it concerns crucial changes to civil 
and commercial legislation (2003) in most part oriented to-
wards legislation of European countries.

Investment Regime

Ukrainian legislation provides for equal legal protection of both 
foreign and local investors. Still foreign investors are subject to 
certain special requirements related mainly to cross border cur-
rency transfers. For example non-residents (both individuals and 
legal entities) are required to open bank accounts in Ukraine 
(so called “investment accounts”) and use them when paying 
for assets located in Ukraine or shares in Ukrainian companies, 
even if the seller is also a non-resident. The investment account 
is also mandatory for the repatriation of investment proceeds 
from Ukraine.

Land vs. Real Estate

Ukrainian law recognises land as one type of immovable prop-
erty. Others include buildings and structures that cannot be 
removed from land without either damaging the property or 
changing its designated purpose. Buildings and structures are 
often called “real estate objects” to distinguish from land. Oc-
casionally this leads to misunderstandings in discussing commer-
cial terms of transactions when the seller offers the ownership of 
the real estate while the buyer is interested in the ownership of 
land and structures thereon.

The distinction between the land and real estate objects means 
that often the owner of the land is not the owner of the building 
located thereon. In particular, the owner (typically private) of 
a building often holds only lease rights to the land underneath 
(typically owned by government or municipality).

Acquisition of Land

The majority of land in Ukraine remains in the hands of state and 
municipal authorities and, with a few exceptions, can only be 
privatised (i.e. sold) via tender/auction. Until recently the law 
did not provide for any guidance as to such tender/auctions 
procedures, which improved the attractiveness of leasehold 
rights that were formerly exempted from the tender/auction 
requirement.

In October 2008, amendments to the Land Code were intro-
duced clarifying, in particular, auction procedures for public 
land disposals. So in 2009 one can expect an increased num-
ber of land sales by the authorities, despite the new regulations 
being quite general and not yet tested in practise.

A foreign entity interested in the direct acquisition of state or 
municipal land in Ukraine, must register a representative office 
in Ukraine, which also implies becoming a tax resident.

Land Lease

Due to the lack of mandatory auction procedure, the acquisition 
of leasehold rights to state/municipal land used to be a very 
popular alternative to the ownership title. Also developers were 
very happy with the lack of a significant first payment under the 
lease, as typically the land lease rights were granted “for free” 
subject only to the lessee undertaking to pay annual rent. 

This has changed recently with the introduction of obligatory 
auctions for grant of a lease, where the winning bidder is usu-
ally the one offering the highest price for the leasehold. In 2008, 
granting new leases almost ceased completely due to the lack of 
procedural regulations for the auctions (these were only intro-
duced in October 2008). The new land leases will probably be 
created less frequently than they used to be, but clearly inves-
tors will encounter leaseholds, which were granted in the past.

In general, the leasehold of state/municipal land is a type of title 
that allows development/investment. However, much depends 
on the terms of particular lease, in particular its term and the 
obligations of the lessee. The maximum term of a land lease is 
50 years. In this context it is important to note the distinction 
between the right to the land and the right to a building located 
thereon. The expiry of a lease does not affect the ownership 
rights to the building or the ability to use the land to the extent 
necessary for the use of the building by its owner.

It should be noted that the lessee cannot: (a) transfer its rights to 
the land (except by the way of sale of the completed construc-
tion located thereon); (b) mortgage its rights to the land (which 
means that until the completion of construction, the lenders rights 
are most likely not secured); and (c) change the land designa-
tion (zoning). Occasionally lease agreements provide for a 
deadline for construction completion, which is quite common in 
the City of Kyiv.

Although the Law on Land Lease (1998) prescribes that the 
amount, form and terms of land lease payments are usually 
agreed upon between a lessor and a lessee, that Law stipulates 
minimum and maximum amounts that can be paid respect of 
communally and state-owned land. 

Real Estate Acquisitions

Ukrainian legislation does not provide for any special restric-
tion in relation to foreigners interested in acquiring buildings 
and constructions in Ukraine. However, the investors should be 
aware that such “real estate objects” can only be disposed of 
(i.e. transferred, mortgaged, leased or otherwise encumbered) 
once the titles to them are registered with the State register of 
titles to real estate by a local bureau of technical inventory. 

Crucially, the legislative amendments introduced at the end of 
2008 solved one of the burning problems of Ukrainian con-
struction law, in that the amendments expressly allow for the 
registration (with a Bureau of Technical Inventory) of owner-
ship title to an unfinished construction. Previous uncertainty in 
this respect prevented unfinished constructions from being mort-
gaged, leased or sold. 

When buying real estate located on leased land held by state 
or municipal authorities, an investor should remember that al-
though the law provides for automatic transfer of the lease to a 
new owner, the practice differs. According to the Land Code, the 
new owner of the real estate (i.e. building) obtains the use right 



to the part of the plot located thereunder and the part, which is 
necessary for its exploitation. In practice, the new owner should 
re-execute the land lease agreement with the landlord (typically 
municipality, as private land leasing is extremely rare).

Although the Law of Ukraine on Taxation System (1991) pro-
vides for real estate tax, in practice no such tax exists and all 
attempts to introduce the tax have failed. Nonetheless, most ex-
perts acknowledge that an appropriate law may be adopted 
very soon.

Commercial Leases

In recent years the legal regulations for leasing real estate have 
substantially changed. The Ukrainian legislation contains no lim-
itations on subjects and objects of leases - foreign entities and 
individuals are allowed to lease real estate regardless of their 
size or country of domicile or incorporation. Ukrainian laws do 
not impose a maximum duration of real estate lease. 

A regulation was adopted requiring notary certification and 
state registration of lease agreements, which are for a period 
of more than three years. According to the Commercial Code, 
duration of the preliminary lease agreement may not exceed 
one year, unless it is concluded between individuals.

Foreigners should bear in mind that they are not permitted to 
directly lease out their real estate in Ukraine unless they either 
register a representative office in Ukraine or cooperate with a 
legal entity (usually real estate agency) acting as a tax agent on 
behalf of the landlord. Although it was the Law of Ukraine on 
Personal Income Tax that introduced this regulation, it applies to 
both individuals and legal entities. 

Upon acquisition of a building, a new owner takes over the rights 
and obligation of the landlord under a commercial lease with no 
regard to the form of acquisition, i.e., share deal or asset deal, 
unless otherwise is directly prescribed by the lease agreements.

Zoning and Construction Permitting

Those seeking to invest in development should be prepared for 
quite a complicated pre-construction procedure starting from 
setting out proper zoning (often referred to as obtaining a “con-

struction permit”) and ending with the permit for execution of 
construction works. In contrast to the permit for execution of 
construction works, which allows a developer to start building 
a project, the construction permit just sets main zoning require-
ments in relation to a planned development.

A number of amendments were recently introduced to con-
struction regulations with the intention to simplify the permitting 
procedure. In particular, according to the latest amendments, 
authorities will now have to pay fines for the untimely issuance 
of the technical conditions for engineering maintenance specific 
to the project.

Despite Ukrainian legislation providing for a system of master 
plans setting zoning requirements, only a few cities (including 
Kyiv) have adopted them. Therefore, the zoning requirements 
are usually fixed on a case-by-case basis through direct nego-
tiations with the authorities.

Except for some specific cases, developers are required to con-
tribute to the costs of the construction and the costs of maintain-
ing public infrastructure. This contribution is calculated by the 
local authorities in relation to total cost of planned construction 
(which should not exceed 4% for residential construction and 
10% for non-residential construction) and is usually payable im-
mediately prior to the issuance of the permit for execution of the 
construction works. It is worth mentioning that recent legislative 
amendments abolish the mandatory payment to fire safety au-
thorities, so far amounting to 3% of construction costs.

Summary

Although there are various defects and loopholes in laws re-
lated to real estate construction and investment, there are defi-
nite signs of improvement. A number of fundamental changes to 
real estate and construction legislation were introduced during 
2008. The financial help provided by the International Mon-
etary Fund in the last quarter of 2008 gave additional impulse 
to the reforms (e.g. the most restrictive currency control regula-
tions are expected to be lifted). Consequently, the general trend 
seems to be one whereby the law is gradually becoming more 
comfortable for its application by investors.
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