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The Development of the
Commercial Property Market and
its Impact on Urban Development
in the Context of Transition from
a Command to a Market Economy:
The Case of the Czech Republic

and Prague1

INTRODUCTION

This paper describes the development of
the commercial property market and
outlines its impact on urban development in
Prague, the capital of the Czech Republic. The
Czech Republic is one of the Central and East
European Countries experiencing substantial
changes in its societal system. Since 1989, the
country has been in a period of transition char-
acterized by transformation from a totalitarian

S R

to a democratic political regime and from a
command to a market economy. The transition
period has created a peculiar context in which
property markets are being established and
reestablished. The situation presents a unique
case in history and offers us the opportunity to
gain an insight into the establishment of new
property markets.

In the Czech Republic, the property mar-
ket was quickly established at the beginning of

1. This result is part of the three year research project "The Development of the Real Estate Market in Prague and its
- Impact on Changes in the Internal Structure of the City" funded by research grant no. 171/95 from the Charles University
Grant Agency.
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transition. There were several important factors
that influenced the establishment and develop-
ment of the Czech property markets. First,
these markets had existed in the country before
the Communism. Therefore, it is fairer to say
that property markets were re-established
rather than newly created from scratch. The
restitution (reprivatization) of formerly private
property, the existing system of property regis-
tration and a tradition in basic real estate legis-
lation were the major features aiding the re-
building effort. Second, the smooth transition
to a market economy created favourable condi-
tions which facilitated the early growth of the
domestic private sector and foreign actors were
encouraged to set up operations in the Czech
Republic. Growing demand for real estate gen-
erated by expanding private businesses has had
a substantial impact on the development of
property markets. Third, political stability and
positive economic development were reflected

in the favourable attitude shown by major inter-

national institutions toward the country (credit
awarded by the IMF and the World Bank,
membership in WTO, OECD, an associate
membership treaty with the EU, a high rating
from rating companies, etc.) and increased the
security of local markets for foreign investors,
fuelling the development of new commercial
properties.

The first part of this paper is focused on
the establishment of the commercial property
market in the Czech Republic and Prague after
the societal change in 1989. The main precondi-
tions for the functioning of the property market
were created by government directed transfor-
mation policies aimed at the general establish-
ment of the market economy. The most impor-
tant transformation policies with regard to the
property market were privatization pro-
grammes, price liberalization and rent deregu-
lation. Furthermore, changes in legal norms
‘concerning real estate and the liberalization of
foreign trade had a major impact on the opera-
tion of the property market. The paper contin-
ues with a description of the development and
performance of the property market in the
Czech Republic during the first half of the
1990s.

The next section examines the develop-
ment of the commercial property market in the

city of Prague. Analysis is especially focused on
the office market. The annual supply of new
and renovated office buildings is examined in
detail. Attention is especially given to the loca-
tion behaviour of foreign firms in the office
market. Developments in the retail market are
discussed and a brief comment is devoted to the
investment market.

The construction of new commercial build-
ings and the refurbishment of old ones have
caused the most radical and visible changes in
the physical and functional aspects of Prague’s
spatial urban structure during the first half of
the 1990s. The geographical pattern of com-
mercial property development in the city of
Prague is examined. Location-based decisions
realized in the first half of the 1990s are
described and current trends are discussed.
Furthermore, the relation between commercial
property development and changes in other
urban (particularly residential) functions are
outlined. Finally, this paper describes contem-
porary urban planning priorities in relation to
the Prague commercial property market.

|. THE CONSTITUTION OF PROPERTY MARKETS
IN THE CZECH REPUBLIC

roperty markets were re-established in

the Czech Republic in the early 1990s
after more than forty years of Communist rule
and a centrally planned system of resource dis-
tribution within society. Under Communism,
private ownership of real estate was severely
limited. A substantial part of private property
was nationalized and the free use of that part
still remaining in private hands was strictly reg-
ulated. A small amount of privately owned
property (in the form of large enterprises) had
already been nationalized by the state after the
Second World War before the Communists
acquired power in 1948. The Communists then
continued this process during 1948-55 with the
nationalization of agricultural and forest land
and small enterprises and administrative build-
ings, followed by commercial and residential
entities in 1955-59.

A clear dividing line existed between so-
called personal and private property. Any per-
son could have a single family house, including
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land, as well as a second (weekend) house in
his/her personal ownership. Real estate that
was used only for the satisfaction of basic
household or individual needs was considered
to come under the category of personal owner-
ship. However, in the case of ownership of an
apartment house, for instance, where a number
of flats were leased to other households or indi-
. viduals, the property was considered to be pri-
vate. The reason was that such property could
be used as a means of exploitation and, conse-
quently, the owner’s power over its use was
severely restricted by the state. Real estate
designed to cater for commercial functions,
such as office, retail or industrial space, was left
entirely in the hands of the state.

There was virtually no existing real estate
market in Czechoslovakia under Communism.
Only real estate in personal ownership, such as
single family houses, second houses and gar-
dens, could be traded between private persons.
Sale prices were regulated by the state through
property valuations that reflected "brick and
mortar” rather the willingness of people to pur-
chase. Consequently, a black market developed
where the price actually paid for a property dif-
fered from the official valuation. As the black
market price, which reflected demand and sup-
ply, was usually much higher than that set by
official valuation, state income from property
transfer tax was lower than if the real flow of
money had been reflected. With regard to com-
mercial property, such units could be traded
between state organizations at prices set by offi-
cial valuations. While the public sector could
purchase private property, private individuals
had limited opportunities for purchasing prop-
erty from the state. In the case of land for sin-
gle family housing construction or for coopera-
tive housing projects, such land was usually
allotted for these uses, but not sold to any
direct owner.

1.1, Transformation Policies and the
- Establishment of Property Markets

The basic preconditions for the re-estab-
lishment of commercial property markets in the
Czech Republic were created by the political
and economic changes which began at the end
of 1989. The first steps in the institutionaliza-
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tion of the democratic political regime in the
former Czechoslovakia were taken during the
"Velvet Revolution" of November 1989.
Economic reform aimed at the rapid introduc-
tion of market principles was initiated during
1990 and a comprehensive programme was
adopted in January 1991. Since the dissolution
of Czechoslovakia in January 1993, the govern-
ment of the Czech Republic has continued with
these réform efforts, which had for the most
part been completed by the beginning of 1995.

The main pillars of the economic reform
strategy were privatization policies and the lib-
eralization of domestic and foreign trade. The
privatization of state assets redistributed a sub-
stantial portion of existing real estate among
new owners and thus gave a strong impetus for
the development of the market economy in
general and property markets in particular. The
liberalization of prices and rents allowed the
market to function in its narrow sense.
Furthermore, changes in legislation on real
estate property created the fundamental rules
governing the operation of real estate markets.
Finally, the liberalization of foreign trade
opened up local property markets to foreign
demand enabling foreign use of real estate as
well as investment in property acquisition and
development.

The first precondition for the re-establish-
ment of property markets was a change in the
constitutional law putting all forms of owner-
ship on the same legal footing. Discrimination
against private ownership was alleviated and a
plurality of ownership forms was established.
Such legislation also proclaimed and guaran-
teed basic property rights for all owners,
regardless of whether the owner is a private
individual, a legal entity or the state.

Privatization policies have been pursued
through a strategy aimed at the rapid and wide
distribution of existing assets. If measured by
the growth of the private sector contribution to
GDP, the privatization has been very successful.
While at the beginning of the transition period
the private sector accounted for only 4% of
GDP, it accounted for about 70% by mid-1995
(EBRD 1995: 39). The main privatization pro-
grammes pursued by the central government
included large-scale privatization, small-scale



privatization and property restitution. A num-
ber of local (municipal) governments also
adopted privatization programmes through
which municipal housing and other municipal
properties were sold to private owners.

With regard to the development of real
estate markets, the most influential privatiza-
tion programme was property restitution.
Under the restitution programme, about 30,000
industrial and administrative buildings, forests
and agricultural plots, and 70,000 commercial
and residential entities have been restored to
the original owners or their heirs. In Prague,
the restitution process concerned up to 70% of
all buildings located in the city centre (Sykora,
Simonitkova 1994). After restitution, the prop-
erty could be immediately sold on the market.
The restitution process created the strongest
impetus for the development of the real estate
market in the Czech Republic.

Small-scale privatization started in 1991
and had ended by the beginning of 1994. In this
period, approximately 22,000 small state-owned
businesses, such as retail and service outlets,
hotels or small workshops were sold in public
auctions. In Prague, about 2,500 units were auc-
tioned. However, in most cases only the right to
lease (secured for five years) was sold. The sub-
sequent impact on real estate market develop-
ment has been limited. The prices paid in small
privatization auctions show the influence of dif-
ferent location-based rent levels on the decision
making of buyers. After years of land prices and
rents remaining homogeneous throughout the
area in question, a strong differentiation
appeared between central and peripheral areas.
On average, one sq m in the centre of Prague
was 30 times more expensive than one sq m on
the city’s outskirts (Sykora 1993, Sykora,
Simonitkova 1994).

Large-scale privatization has been imple-
mented in two privatization waves. The first
wave was launched in 1992 and completed by
mid-1993. The second wave commenced in
1994 and was completed by the beginning of
1995. Large-scale privatization comprised sales
of shares to domestic and foreign investors and
shares transfers through a voucher-based mass
privatization scheme. In both waves, shares in
about 3,900 companies were sold. At present,

the state still retains share in a number of
major commercial and financial enterprises, for
example utility companies or major banks. So
far, large-scale privatization has not had a
major direct impact on the development of
commercial property markets. Industrial, ware-
house and other kinds of property sold under
this programme can be freely sold. However,
due to their obsolete state, they have not
become an important part of current property
exchange.

Local property markets have also been
influenced by the sale of municipal property. In
a number of communities, local governments
started to privatize housing through sales of
entire apartment buildings or individual flats
and commercial spaces. Some cities and towns
are selling off their public land and buildings to
help finance public projects. Others use the
money to help their budgets. There are also the
first cases of municipalities selling land to
investors with the primary aim of stimulating
local economic development.

A general liberalization of prices had
already been introduced at the beginning of the
reform process in January 1991. At that time,
85% of consumer prices were deregulated,
including those governing real estate. Since
then, the price of real estate has been deter-
mined by negotiation in the market place. At
present, the only remaining controls pertain to
utility charges, public services and housing
rents. An administratively set price exists for
real estate for the purpose of property valua-
tions, which serve as the basis for collecting
taxes. Nevertheless, this does not influence the
market price.

The rent for commercial space is fully lib-
eralized now. However, until mid-1995, there
was a state decree regulating rents for non-resi-
dential premises. However, local governments
could deregulate rent in their own areas or
declare higher ceilings of rent regulation. In
Prague, no regulation actually operated, either
because rents were fully liberalized or because
rent ceilings were so high. In the case of leases
to foreign subjects there was no regulation. A
different approach was applied to rent deregu-
lation in the housing sector. In the case of
unlimited leases held by Czech citizens for both
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public and private rental housing, rent is still
regulated. As a result of step-by-step deregula-
tion, rent:ceiling levels have doubled when
compared to the growth of consumer prices
(Sykora 1996).

The liberalization of foreign trade and cur-
rency convertibility created a favourable con-
textual environment for the entrance of foreign
actors into local real estate markets. The almost
complete liberalization of quantitative controls
on imports and exports was undertaken in 1991
and since then a very liberal trade regime has
been maintained. The Czech Crown (CSK) was
made fully convertible in October 1995. Czech
citizens have the right to convert CSKs into
hard currency when buying foreign real estate,
and Czech companies have the right to buy for-
eign currency to make investments abroad. The
main restriction on capital inflow concerns the
prohibition on real estate purchases by non-res-
idents. Foreigners can establish a company reg-
istered in the Czech Republic, through which
real estate can be acquired. Foreigners can also
repatriate profits and income from investments
and other sources.

Due to the rapid progress of the transfor-
mation process and the swift advance toward a
liberal economic system, the Czech Republic
has attracted the attention of international
firms and stimulated growth in direct foreign
investments. Its positive economic growth, with
an increasing GDP since 1994 (4% in 1995),
and its relatively low rates of inflation (9.5% in
1995) and unemployment (3.5% in 1995), have
created a favourable environment for the
growth of real estate transactions.

1.2. The Development of Property Markets in the
Czech Republic

The privatization processes distributed real
estate among private actors and price and rent
liberalization created the basic conditions for
the market pricing of traded property.
Consequently, many new, private owners have
attempted to sell property acquired through
privatization, particularly during the restitution
process. The transformation process created a
favourable environment in which a number of
newly established private businesses mush-
roomed. Both domestic entrepreneurs and for-
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eign firms expanding their operations into
Central and Eastern Europe sought real estate
for their business activities. Real estate transac-
tions grew rapidly during 1991-92, when the
first restituted properties came on the emerging
real estate market. Such property included
apartment houses and villas, hotels, restaurants,
small factories, land, and some historical build-
ings, such as castles.

Interest was focused on trading apartment
houses with a substantial share of commercial
space as well as empty or only partially inhabit-
ed buildings. Hotels, restaurants and pensions
in large towns and tourist areas were successful-
ly marketed as well. Great demand was gener-
ated for villas in high status neighbourhoods sit-
uated in large towns and cities as well as for
land zoned for house-building and commercial
projects in the vicinity of such urban centres. In
1991-92, the newly established commercial
banks were willing to finance fledgling entre-
preneurs, and real estate transactions grew sub-
stantially.

The potential for real estate business has
been recognized by Czech entrepreneurs and
hundreds of real estate businesses have been
established. The Association of Real Estate
Agencies in Bohemia, Moravia and Silesia
(ARK CMS) was founded in J uly 1991 by sev-
enteen agencies and currently (1996) has more
than 200 members. APRES (The Association of
Prague Real Estate Agencies) was founded in
February 1992 and consists of eight members.
There are also about 50 foreign companies
dealing in local property (RECR 1993).
According to the registry of the ARK CMS,
there are approximately 4,000 businesses (firms
and self-employed entrepreneurs) involved in
real estate (including real estate management
and maintenance firms).

In 1993, the first property units privatized
during the small- and large-scale privatization
campaigns appeared on the real estate market
which was overloaded with restituted property.
At that time, domestic demand was decreasing
and foreign interest was concentrating exclu-
sively on the major cities of Prague and Brno.
The arrival of property from the small- and
large-scale privatization campaigns on the real
estate market had only a secondary influence,



and in terms of both quantity and quality was
not comparable with restitution.

Since the beginning of 1993, the supply of
real estate has exceeded demand (excluding
certain special segments of the market, such as
top quality commercial space in large cities).
The financial sources of commercial banks have
become exhausted and the chances of obtaining
credit for property purchase or development
have rapidly decreased. Consequently, property
prices have declined and the real estate market
has begun to show signs of recession. The only
exceptions have been Prague and, to a certain
extent, Brno. In these two cases most real
estate investments have been stimulated by
demand coming from foreign firms and major
domestic financial institutions.

In the first half of the 1990s, a clear
regional pattern in the operation and perfor-
mance of real estate markets emerged in the
Czech Republic. Prague acquired the privileged
position of being the city attracting most for-
eign attention. Brno, the second largest city and
"capital" of Moravia, also gained some attention
from foreign property investors and developers.
In 1991-92, property prices in these cities rose
rapidly and were comparable to, or even higher
than those in similar sized Western European
cities. Since 1993, prices have declined as a
reaction to the increasing supply of property
and have more or less stabilized now. In region-
al centres, towns with 100,000-180,000 inhabi-
tants, real estate has been purchased mostly by
domestic entrepreneurs. Consequently, there
are large price differentials between regional
centres and Prague. In the countryside, atten-
tion has focused on towns with 3,000+ inhabi-
tants (there are more than 6,000 municipalities
in the Czech Republic, the majority of them
with less than 3,000 people; see Dostal & Kara
1992). Small rural settlements have been
neglected, with the exception of the second
(weekend) housing market, and trading in agri-
cultural land and property has stagnated. With
regard to property market dynamics, a visible
difference exists between those areas on the
western and southern borders with Germany
and Austria and the remaining peripheral areas
of the country.

At present (1996), the major barrier to the
development of the property market in the
Czech Republic are the credit policies of Czech
commercial banks. Lack of financing for prop-
erty acquisition and development has been one
of the critical limitations on the current proper-
ty market. Typically, when credit is available, it
is short term (five to ten years) and granted at
high rates of interest (13-14%). These condi-
tions severely restrict the possibilities for
domestic investment in real estate. New proper-
ty projects are financed mainly from abroad, a
strategy limited to a few of the strongest and,
particularly, foreign firms.

fl. DEVELOPMENT AND PERFORMANCE OF THE
COMMERCIAL REAL ESTATE MARKET IN PRAGUE

rague is the capital city and largest set-

tlement in the Czech Republic. It
accounts for 1.2 million of the Republic’s 10
million citizens. The city is the major centre of
both state administration and business activity.
Up to now, Prague’s property market has
shown the most dynamic development of all the
country’s property markets. In 1993-95, the city
witnessed a rapid growth in the number of
newly constructed and refurbished commercial
buildings, a trend which is likely to continue
and accelerate in the coming years.

Political and economic reforms brought
about the development of the domestic busi-
ness sector, which in turn demanded commer-
cial premises. The expansion of the private
entrepreneurial sector in Prague caused a grow-
ing demand for office and retail space. The
most influential domestic firms have been those
dealing with banking and other financial ser-
vices. However, a significant demand for com-
mercial space came from international firms
expanding their operations into Central and
Eastern Europe. By the end of 1994, 26% of all
registered economic entities in Prague were in
foreign or international (partly foreign and
partly domestic) ownership. Their demand for
office space accelerated immediately after the
political changes in 1989 and was concentrated
on large cities and their central and inner city
locations in particular.
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At the beginning of the 1990s, demand had
not been met by a sufficient supply of commer-
cial real estate. The capacity of existing premis-
es was vety limited and unable to meet the
standards required by international companies.
There were only a few better quality buildings
used by state owned foreign trade companies.
In 1990-92, existing commercial space was
quickly redistributed among new owners and
tenants. However, the amount of disposable
commercial space was severely limited and in
the context of rapidly growing demand hotel
rooms and residential premises were used to
establish business operations. The demand for
high specification office accommodation was
especially fuelled by foreign and international
firms.

- Landlords, developers and investors react-
ed to the growing demand for commercial
space by refurbishing old office, industrial and
residential buildings and constructing new pro-
jects with the aim of providing high standard
office and retail accommodation. The major
barrier to the development of real estate has
been a lack of finance, particularly from domes-
tic sources. Due to the absence of available
domestic capital foreign investments have
played a major role in property development,
which has become one of the most internation-
alized sectors of Prague’s urban economy. Most
of the new constructions have been financed,
developed and traded by foreign firms. Foreign
investors and developers were attracted by very
high returns (10-13%) compared to Western
Europe, but discouraged by uncertainty sur-
rounding political and economic developments
in the Republic, as well as limited knowledge of
local planning procedures and the legal and
institutional foundations of the real estate busi-
ness.

IL1. The Development of New and Refurbished
Office Space in Prague

- The city of Prague has a distinct business
core located within the historical districts of
Prague 1 and Prague 2. The centre contains
over half of the city’s total office stock. It is a
place where about half of Prague’s retail
turnover is realised and where approximately
one third of all jobs are concentrated (Sykora &
Stépének 1992). The residential function of this
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part of the city has been in permanent decline
since the beginning of the twentieth century,
while government buildings, banks and office
buildings are increasing their share of land use.
Currently, about three quarters of all floor
space in the historical core (Sykora 1995) is in
non-residential use. The main office buildings
are spread out across the city centre with the
highest concentration of commercial space in
New Town and Old Town on the right bank of
the Vltava river. The left bank of the historical
core is characterized by a concentration of gov-
ernment, parliamentary and presidential build-
ings and offices.

In 1995, the total stock of office space in
the city was estimated at about 2 miillion sq m
(INCOMA 1996). Newly constructed commer-
cial centres (during 1993-95) represented
100,000 sq m of this total while refurbished
buildings (entering the market in 1992-95) con-
stituted an additional 210,000 sq m. Currently
(1996) a large number of projects are in the
pipeline and an annual supply of office space is
estimated at 100,000-130,000 sq m.

The first "business centres" appeared on
the market in 1991-92. They were based on pro-
viding basic secretarial services for a few small
business firms: Quite often they were used only
for purposes of "a good address", i.e., mail
delivery. These "business centres" were used by
both domestic and some foreign companies,
and were opened in quickly. refurbished resti-
tuted houses. During 1991-92, most transac-
tions in Prague’s real estate market concerned
the redistribution of current building stock and
the property units on offer were mostly refur-
bishments which often failed to meet the
required standards. Nevertheless, due to the
high scarcity of available commercial space,
extremely high prices and rents (over DEM 100
per sq m) were demanded. During the second
half of 1993 the first large, new schemes and
top level refurbishment projects were realized.
They helped stabilize rent levels in the office
sector at about DEM 50-55 (USD 29-32, CSK
850-930) per sq m per month for brand new
offices and top refurbished space. This rent
level has been maintained up to the present
(mid-1996) and there are no expectations of
major changes in this trend.



In 1993, the first major and up to now the
largest post-1989 new office project arrived on
the market in the form of the International
Business Centre (IBC) with 24,000 sq m of
office space (The Motokov building, construct-
ed in the 1980s, offers the largest overall office
area with 36,000 sq m). A major refurbishment
project for Betlem Palace, reconstructed by a
Czech construction company, involved total
floor-space exceeding 10,000 sq m and 5,000 sq
m of net office space. During 1994, six medium-
sized projects for new office accommodation
added 27,300 sq m of office space. Two of these
projects were developed by foreign firms and
the other four were initially built by Czech com-_
panies for their own use, but later fully or partly
offered for rent or sale. The foreign financed
projects are located in the city centre and its
vicinity, while the domestic buildings are locat-
ed in both the inner city and outer city areas, a
feature which clearly distinguished foreign and
domestic investments in office projects. In 1995,
43,400 sq m of new office space in ten buildings
were added to the city stock. The major devel-
opment of the year was the Prague City Centre
with 17,500 sq m of net office space located in
the historical core of the city. In both years
(1994-95), a substantially higher portion of
office space was supplied in refurbished build-
ings (see tab. 1). This feature will, however,
change in the coming years when the possibili-
ties for reconstruction will be exhausted. Local
governments will more tightly control transfers
of residential buildings for commercial use and,
last but not least, the nature of demand will
shift requirements to larger and more flexible
office space, which old buildings cannot offer.
Nevertheless, the market for refurbished histor-
ical buildings in the city centre will remain lim-
ited to a specific niche of the most prestigious

“locations where the possibilities of building new
offices are at present severally restricted by the
protected status of the city’s historical core
(Sykora 1995).

Most of the new and refurbished office
buildings offer less then 5,000 sq m of total
office space. There have been only five newly
constructed and two refurbished office centres
with a capacity exceeding 5,000 sq m. A number
of commercial projects will be finished in 1996
providing new offices, especially in the city cen-
tre. The largest, Myslbek, will contain 17,600 sq

m of office space, 6,400 sq m of retail space and
a further 1,200 sq m designed for cultural pur-
poses.

We estimate that in the coming years there
will be an annual supply of 50,000-70,000 sq m
of offices in new buildings and additional space
in refurbishments bringing the total annual sup-
ply of new and refurbished office space to a
level of 100,000-130,000 sq m. Current (1996)
development on the Prague real estate market
shows a substantial structural shift of demand
which will be mirrored by office supply in the
coming future. While in early 1990 most of this
demand was derived from the growing number
of new companies, since the mid 1990s it has
been fuelled mostly by the expansion of existing
firms. The demand of newcomers was focused
on smaller offices up to 500 sq m. Firms usually
accepted low quality office space and location
choice was restricted by the limited supply. The
demand of both established and expanding
companies is in the range of 1,000-3,000 sq m of
office space. They require high quality accom-
modation and have specific location prefer-
ences. This has important implications for the
development of the office market and mirrors
its growing maturity. After years when cus-
tomers were driven by a limited supply, differ-
entiated demand is beginning to play an impor-
tant role on the commercial property market.
Changes in the geographical pattern of new
projects will represent another major shift char-
acterising Prague’s office market in the coming
years. With the exhaustion of potential sites for
office development in the city centre, new pro-
jects are being planned for both the inner city
and the outer city areas, and some have already
been launched. This change has also been stim-
ulated by the differentiation of demand as some
companies or their branches require modern
and efficient office space, but the nature of
their operations does not necessarily require
locations in the heart of the city.

In the future, we expect that demand will
be higher than supply. There will also be high
take-up rates, low vacancies, stabilized rents
and reasonably high yields that will bring
Prague’s office market to its full maturity
around the year 2000. In the year 2000, total
commercial office space in Prague will amount
to approximately 2.7 million sq m, a figure still
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lower than that boasted by comparable Western
cities (see tabs. 1-4).

II.2. The Behaviour of Foreign Firms on Prague’s
Office Market

Foreign firms are among the most impor-
tant actors generating demand for office space
in Prague. In January-March 1996, we carried
out a survey focused on the behaviour of for-
eign firms with regard to their real estate inter-
ests in Prague. The research was in the form of
a mail survey. Questionnaires were sent to
1,466 major firms. A total of 386 completed
forms were returned (a response rate of
26.3%).

The majority of the firms in the sample
declared their country of as either the USA,,
Germany, the UK, Austria or France. The
largest amount of office space was occupied by
US, German and Austrian firms, followed by
companies from the UK, France, Switzerland,
Sweden and the Netherlands. Most of the firms
had established themselves in the city during
1991-92 (57%) (see tab. 5). 45% of them con-
centrated in the city centre, an area that
accounts for 5% of the overall area of Prague
(see tab. 6). An additional 33% were located in
the vicinity of the centre, 16% in the more
remote parts of the inner city and 10% in the
outer city areas. 7% of the firms surveyed had
their offices in newly (post-1989) constructed
commercial buildings, 20% in refurbished
buildings and 40% in buildings which were only
partially reconstructed. The average firm occu-
pied 295 sq m of office space and office space
per firm increased with the growing distance
from the city centre (see tab. 6). Most of the
firms occupied office space in the range of 100-
500 sq m, and only 13% were located in offices
exceeding 500 sq m (see tab. 7). Only 5% of
firms owned their offices while the rest held
them under lease arrangements. Lease con-
tracts were signed for different lengths, most
often for three to five years (see tab. 8). The
average monthly rent for new office space in
the centre was above DEM 50 per sq m.
Centrally located refurbishments were leased
for DEM 40-50. In locations on the outskirts,
offices were available for DEM 20-30. Office
accommodation was usually obtained through
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direct contact with a landlord (in 60% of cases)
and real estate agencies were involved in only a
quarter of the cases investigated (foreign real
‘estate firms were contacted only in 9% of these
cases, see tab. 9).

The survey also attempted to clarify the
issues of location stability, firm movements
within the city and the reasons for changing
office space. 56% of firms have moved since
setting up operations in Prague. The most fre-
quent reasons for such moves were: insufficient
working space (74%); the inadequate quality of
office accommodation (39%); an inconvenient
locality (16%), and high rent (14%). Firms
which intend to move during 1996 gave the fol-
lowing reasons: insufficient working space
(61%), low quality of offices (29%), high rent
(19%) and inconvenient locality (10%). This
information indicates an important trend in
demand: both already established and expand-
ing firms require larger office space (see
tabs 5-9).

11.3. The Development of the Retail Market

The development of the retail sector has
been strongly influenced by government privati-
zation policies. Restitution and small-scale pri-
vatization (Earle et al. 1994, Sykora &
Simoni¢kova 1994) substantially changed own-
ership or-occupation rights regarding real estate
where small businesses, particularly retail busi-
nesses, are located. New lease contracts were
signed and the structure of retail services
changed radically, especially in tourist areas of
the city centre. Shops supplying everyday goods
to the local population were replaced by luxuri-
ous outlets targeted on business people, for-
eigners and tourists. Rents in the prime retail
areas currently (1996) stand in excess of DEM
200 sq m per month.

International retailers such as Benetton,
IKEA, K-mart, Levis etc. established outlets in
Prague. Fast food chains, such as McDonald’s,
Harvey’s, KFC or Pizza Hut, have also been
active in recent years. Several major interna-
tional operators are currently seeking good
locations where they can establish outlets,
Marks and Spencers and Tescos being the most
prominent. However, no major retail develop-
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ment has taken place in the central city area
and changes have been carried out within
already existing premises. Three downtown
shopping malls are currently under preparation.
The only remarkable retail project finished
recently has been Pavilon, an ornate nineteenth
century market place which has been converted
into a fashionable Western style shopping mall.
However, the high price profile of retail ser-
vices in Pavilon is in contrast with its location in
an inner city neighbourhood far from the major
tourist routes and with very limited possibilities
for parking.

In both the inner city and outer city areas,
local shopping centres have been purchased
and refurbished by international retail chains,
such as Julius Meinl, Plus Discount or Delvita.
Currently, the development of new retail facili-
ties is attracting growing interest. New con-
structions on green field sites are focused on
high turnover food supermarkets and do-it-
yourself outlets. Furthermore, a number of out-
of-town shopping centres are in preparation.
There are a growing number of newly finished
facilities usually designed for owner occupation
and not for the letting market. Large retail con-
centrations are being developed on the city out-
skirts. IKEA will soon move to a newly built
superstore located on the western city bound-
ary, close to an underground station and next to
the motorway going to Germany. The German
furniture retailer Walther will build a large
shopping centre in the same location and the
developer Lordship intends to supply retail
space in the commercial centre of Prague West.
Similar projects are being carried out in the
eastern part of the city and on the edge of the
large high rise housing estate South Town, both
located next to motorways and underground
lines.

IL.4. Investment Market

Until recently, the investment market was
virtually inactive. The only exceptions were
acquisitions of new commercial buildings for
owner occupation. Examples are purchases of
new and refurbished buildings made by the
Czech Trading Bank, the Czech Investment
Bank, the insurance companies Generalli and
Allianz, etc. However, a genuine investment

market with the involvement of major pension
funds and investment trusts has not yet been
developed. No significant transactions have yet
been completed on standing investment proper-
ty. The main reasons are the limited number of
buildings suitable for institutional investments
and the perception of Central and East
European countries as higher risk countries.
Consequently, the uncertainty and risk out-
weigh the attractiveness offered by high returns
in the order of 10-13%.

[1I. THE IMPACT OF COMMERCIAL PROPERTY
DEVELOPMENT ON URBAN CHANGE

he development of the commercial

property market brought a more eco-
nomically effective utilization of urban space in
central city areas. The process of commercial-
ization has been accomplished through the
involvement of several mechanisms. In the early
1990s, existing office and retail premises were
redistributed among new users and owners.
Demand for new office and retail space derived
from newly established domestic private com-
panies and small entrepreneurs as well as from
foreign companies expanding their operations
into Central and East European states.
Together these business enterprises stimulated
development of new commercial centres as well
as the refurbishment of existing buildings. To
date, several projects have been constructed
and they have caused considerable changes in
the physical appearance and functional use of
buildings in central, inner and outer city areas.

Most of the attention of developers seek-
ing good locations for business centres has been
focused on the central city area. New office
construction has been highly concentrated in
Prague’s city centre. New developments have
brought a positive change to the central areas,
particularly in the form of physical improve-
ments and economic revitalization. However,
the high concentration of new commercial
developments has also presented problems for
the city. The conflict between the cultural her-
itage of historical buildings and new commer-
cial developments is one of the issues that con-
cerns local government as well as the general
public. Severe problems may soon be caused by
increasing car traffic serving the new business
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centres. Pedestrian zones are being abolished in
favour of cars (in the case of the Myslbek pro-
ject, for example). Furthermore, large car parks
are being built under commercial centres and,
consequently, more cars are being brought to
the narrow streets of the medieval city. Last but
not least, commercialization has often been
achieved by converting residential buildings
into office space, a strategy that has reduced
the share of residential space in the city centre
and caused a further decline in population.
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The possibilities for further projects in cen-
tral city areas are nearly exhausted and new
construction is moving to inner city commercial
sub-centres. There is also increasing interest in
outer city areas, where light industrial, ware-
housing, distribution and high turnover retail
facilities are being planned and constructed.
The decentralization of commercial develop-
ment is a major trend that will have a strong
impact on the urban structure in the coming
years.



TABLES

Tab. 1 ,
Supply of Newly-constructed and Refurbished Office Space in Prague (1993-95)

newly constructed total sgm 28,000 27,300 43,400
no. of projects 2 6 10
refurbished total sgm 26,200 80,400 105,000
no. of projects 16 50 | 62

Source: Personal database

Tab. 2
Supply of Newly-constructed and Refurbished Office Space in Prague (1996-98)
Generated from Currently Known (mid-1996) Projects

e

newly constructed total sq m 50,400 67,300 115,000
no. of projects , 12 8 6
refurbished totalsgm 60,100 10,800 9,200
no. of projects 28 4 2

Source: Personal database

Tab. 3
Territorial Differentiation of Newly-constructed Office Space in Prague (1993-98)

) realized projects (%) expected projects (%)
central city 86 33 81 79 23 6
inner city 14 39 17 20 77 31
outer city 0 28 2 1 0 63

Source: Personal database
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Tab. 4

e

realized projects (%) exp s (%)
central city 94 79 64 70 100 100
inner city 21 23 23 0 0
outer city 0 12 7 0 0
Source: Personal database
Tab. 5

Year of Establishment in Prague

before 1990 28 7

1990 47 12
1991 120 31
1992 100 26
1993 51 13
1994 23 7

1995 5

missing answer 12 3

Source: "Survey of Foreign Firms' Behaviour on Prague’s Office Market" (Jan/Feb 1996)

Tab. 6
Geographical Pattern of Firms, Office Space and Average Office Space per Firm in Three
Major Zones of the City

173 45 46,305 4 268
inner city 190 49 56,139 49 295
outer city 23 6 11,483 10 442
total 386 100 113,927 100 295

Source: "Survey of Foreign Firms’ Behaviour on Prague’s Office Market" (Jan/Feb 1996)
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Tab. 7

od

less than 100

100-499 211 55
500-999 27 7
1,000-2,999 20 5
3,000 and more 5 1

missing answer 17 5

Source: "Survey of Foreign Firms’ Behaviour on Prague’s Office Market" (Jan/Feb 1996)

. Tabh.8
Length of Lease Contract

up to one year 59 15
1-3 years 82 21
3-5 years - 108 27
over 5 years 91 24
unlimited 19
owner-occupation 21
missing answer 11

Source: "Survey of Foreign Firms’ Behaviour on Prague’s Office Market" (Jan/Feb 1996)

~Tab. 9
Method of Finding Office Accommodation

Czech real estate agency 63 16
foreign real estate agency 36 9
direct contact with owner 230 60
diplomatic service 4 1

advertisement 10 2
other 34 9
don’t know 1

missing answer 2

Source: "Survey of Foreign Firms’ Behaviour on Prague’s Office Market" (Jan/Feb 1996)
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