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An installation meant to imitate trees standing in Moscow-Citi, one of the largest office developments in
Europe.

Office rent costs in Moscow are likely to nearly halve this year as companies' need
to economize amid an oncoming recession combines with market oversupply, analysts said.

Real estate agency Cushman & Wakefield expects office rents to fall by 30 or 40 percent, while
commercial real estate firm CBRE predicts a less sharp but still significant price dip
of between $100 and $50 for many office spaces — or around 20 percent — particularly
in high-end segments.

According to CBRE, class "A prime" offices in 2015 will be $800-950 per square meter
and between $475 and $600 per square meter for class "A" offices. In 2014 the same sectors
went for $900-1000 and $550-650, respectively.
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A key factor in the expected rental price drop is an oversupply of office space. By the end
of 2014, companies occupied only 83 percent of Moscow's 15 million-square-meter stock
of office space, leaving developers to hunt for tenants for the remaining 2.5 million square
meters at the start of 2015. Luxury offices account for a disproportionately large percent
of unrented space, with nearly a million square meters sitting idle, according to Cushman &
Wakefield.   

Russia's faltering economy is also hitting office developers hard. Russian office rents are
typically denominated in U.S. dollars, but falling oil prices and Western sanctions over
Moscow's role in the Ukraine crisis have collapsed the ruble's value by about 50 percent
against the greenback since last summer.

The ruble's drop has led to Russian companies negotiating for a switch away from dollar
payments, a position landlords are increasingly willing to consider. "Companies are actively
seeking to reduce the cost of office and many owners are willing to respond to their needs,"
said Cushman & Wakefield's monitoring group head Yulia Bogomol.

And as Russia's economic situation worsens, with most experts predicting that Russia's
economy will contract sharply in 2015, prices will be pushed down even further by falling
demand as companies cut expansion plans. If economic conditions become even tougher,
some companies may be forced to downsize or even go out of business entirely.  

Developers, currently building nearly 2.3 million square meters of new office space
in Moscow, are locked into construction plans for this year. However, both Cushman &
Wakefield and CBRE analysts forecast a sharp fall in new office construction in 2016.

Russia had been experiencing an investment boom led by Moscow until 2014. Despite a pause
during the 2008-09 crisis, commercial real estate development soon got back on its feet and,
in 2013, $8.1 billion was poured into the sector, according to consultancy Jones Lang LaSalle.
But last year investment sagged to less than half that, and analysts predict further falls
in 2015.
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