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Russia’s Real Estate Sector Set For
Expansion

After two years of low investment, Russia’s builders should be in
higher demand in 2020.

By Ben Aris for bne IntelliNews

February 21, 2020

Real estate development has slumped since 2017, but has started to show signs of recovery. Igor Ivanko
/ Moskva News Agency

Investment into Russia’s real estate sector surged in 2019 as the market finally turned the
corner and brought the crisis years to a close.

Commercial real estate investment in Russia increased by 34% to a total of 243 billion rubles
($3.8 billion) in 2019, real estate group CBRE said in a recent industry report. It was only the
fourth annual increase in the volume of transactions recorded in the last decade.

“Purchasing activity was supported by the steady macroeconomic environment, with key
indicators either improving or meeting expectations. The Central Bank of Russia’s lowering of
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key interest rates to the lowest level since early 2014 improved conditions for debt financing,
which also fuelled investment demand,” CBRE said.

Real estate is usually first into a crisis and last out. The collapse of oil prices and the
subsequent deep devaluation of the ruble wounded the sector, which has been struggling ever
since. However, after the economy started growing again in 2016 and more recently as real
incomes started to recover in 2019 the conditions for real estate development has
considerably improved.

Companies and entrepreneurs are increasingly judging the time is right to start investing
again. The completion of several major deals in 2019 helped push up the average transaction
size up to 1.6 billion rubles, from 1.4 billion the year before.

Given the average transaction size is still half that of four years ago — at 3.2 billion rubles —
clearly the sector is only just starting its recovery and this is not the start of a boom. But given
real estate is a multi-year proposition, some entrepreneurs think the time is right to get back
into the market. For instance, three Moscow real estate legends — Michael Langer, Jean
Francois Ott and Michel Pascalis — began fundraising January for a new $140 million fund
that will specialize in developing smart warehousing to cater to the burgeoning e-commerce
sector.

The retail sector accounted for around a third of all transaction volume in 2019, ensuring it
retained its spot as the most popular sector for the third consecutive year. Several landmark
shopping centre deals were closed during the period, pushing up transaction volume in the
sector to 71 billion rubles ($1.1 billion), compared to 55 billion ($850 million) rubles a year
earlier.

While the foreign investors that drove the real estate boom in the naughts are drifting back,

another sign that it is still early days for the sector’s recovery is the fact that the investment
into real estate remains largely a domestic affair, with Russian investors accounting for 71%
of transaction volume last year.

National Projects boost

The sector is expecting an extra fillip in 2020 thanks to the increased spending by the
government on its National Projects, which includes heavy investment in expanding the stock
of residential accommodation.

Residential completions were up 6% last year to 80 million square meters, after three years of
declines, according to mortgage providers Dom.RF.

Another big change underway in the real estate sector is that the number of shopping
megamalls is falling as developers are increasingly concentrating on building smaller
complexes in areas closer to shoppers or metro stations, as the retail sector responds to
rapidly-expanding e-commerce in Russia.

Six retail projects have already been postponed this year, and half of the new space due to
come online is for small and medium-sized stores.



While commercial real estate projects increasingly find themselves in direct competition with
e-commerce businesses, warehouse developers are benefiting from the booming online retail

business, as vacancy rates in the Moscow region declined from 5.7% to 3.7% over 2019 — a
five-year low.

This article first appeared in bne IntelliNews.

Original url:
https://www.themoscowtimes.com/2020/02/21/russias-real-estate-sector-expansion-2020-a69385


http://www.intellinews.com/

