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Summary

¢ Following a difficult start, the Greater Paris Region posted an upturn and

ended Q1 2014 with a take-up volume of 506,900 sq m up by 19% year-on-
year. Boosted by a come-back of transactions for large sized buildings (16 in
total with 237,000 sq m), 2014 began on a far more positive note than the
calamitous Q1 2013. The small space segment (143,000 sq m) also saw a better

Economic climate 2 start to the year, but remains below the average level. However, the medium
Take-up 3 space segment, which drove the market activity in 2013, slowed considerably
Rental values 4 with only 127,000 sq m of take-up.
Immediate supply 5 ) o )
ERe— 6 e The come-back of major deals has had a contrasting impact across the various
submarkets: the Parisian market has largely benefited (193,200 sq m with a
Key figures 7 25% year-on-year increase) as have the Inner Suburbs (91,700 sq m). By
Definitions 8 contrast, the Western Crescent posted a take-up of only 122,800 sq m,
whereas La Défense recorded a historically low level of transactions (less than
10,000 sg m).
Author e After having seen considerable downward adjustment in 2013, rental values
Magali Marton remained stable in Q1 2014. Values in Paris fared better than in other markets,
Head of CEMEA Research both for refurbished space in the Paris CBD and second-hand space. Elsewhere,
occupiers demand was more focused on buildings and markets with highly
+33(0)149 64 49 54 competitive values of between €250 and €350 per sq m per year for new office
magali.marton@dtz.com space. These observations are however only a partial reflection of the real
office market rental values in the Greater Paris Region: incentives are
Contacts omnipresent and account for around 15-30% of headline rents, depending on
. 3 the market and the space size segment concerned.
Delphine Mahé
Head of France Research e Immediate supply continued to rise (+9% in a year); almost 3.9 million sq m is
+33(0)14964 4791 currently available in the Greater Paris Region giving a vacancy rate of 7.5%.
delphine.mahe@dtz.com Depending on the market, the vacancy rate varies within a very broad range:
from 5% in Paris and the Outer Suburbs to almost 14% in La Défense. In the
Western Crescent the rate stands at an average of 13.5% and reaches 17% in
Hans Vrensen the Péri-Défense where there is a plethora of second-hand supply of buildings
Global Head of Research with large floor-plates. On a Greater Paris Region level, there is 1.7 million sq m
+44 (0)20 3296 2159 of immediate availability of spaces over 5,000 sq m, 1 million sq m of which is

second hand. This is the case mainly in the Outer Suburbs, the Western

hans.vrensen@dtz.com . ]}
Crescent and, to a lesser extent, in La Défense.

e Over 18,000 sq m of new or refurbished office space was delivered in Q1 2014,
with barely 41,000 sq m still available upon delivery. A further 700,000 sq m of
office space is due to be delivered in the Greater Paris Region before the end of
the year, 364,000 sqg m of which is still available (over 100,000 sqg m in both the
Western Crescent and La Défense).
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Economic climate

Upturn in the Eurozone, France lagging behind

The Eurozone, and developed countries in particular with
Germany leading the way, are showing increasing signs of
economic recovery. Month after month the PMI Markit
index has confirmed better news with Q1 2014 posting the
best start to the year for the last three years. The
manufacturing sector saw growth for the ninth consecutive
month. Minimal inflation throughout H2 2013, coupled with
an improvement in householder confidence contributed to
recovery in domestic demand.

Despite a slight upturn in Q4 2013 — with GDP rising by 0.3%
- the French economy does not appear to have benefited
from improvements in the European economic climate.
Following a flat year in 2012, 2013 drew to a close with a
growth rate of 0.3%.

INSEE’s forecasts do not bode well for any marked
improvement in GDP over H1 2014 with +0.1% in Q1 2014
and +0.3% in Q2 2014 (Figure 1). Over the same period,
Germany should see increases of 0.8% and 0.5%
respectively.

The upturn in European demand will not benefit French
exports which are penalised by both the appreciation of the
Euro and an unfavourable competitiveness-price ratio.
Domestic demand will not prove to be a reliable alternative
as household consumption is expected to fall over Q1 2014.
The same gloomy outlook applies to corporate investments.

Climate surveys show stable results over the last half year,
both for businesses and households, although levels remain
well below their long-period average.

Record unemployment

In February, the absolute record of the number of
unemployed was reached with over 3.3 million job seekers.
Slow economic recovery does not leave much hope for a
turnaround in the unemployment trend until the coming
summer at the earliest. The French Government has already
failed to fulfil the main Francois Hollande’s campaign
promise. The setting up of the Pacte de Responsabilité,
whichplans to alleviate employment costs by €30 billion,
should initially benefit business investment before creating
new jobs.
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Greater Paris Region Q1 2014

Take-up

Good start to the year as large transactions return

Good activity at the end of 2013 (528,000 sq m of take-up)
continued into Q1 2014 with a transaction volume in excess
of 500,000 sq m for the second quarter in a row. The year
therefore began on a positive note with a 19% year-on-year
increase in transactions (Figure 4).

This good performance was due to improved performance
in the large space segment with 16 transactions recorded
for almost 237,000 sq m as well as two mega-transactions
for space above 40,000 sq m (SAFRAN with the former
NORTEL headquarters in Chateaufort and VEOLIA with
45,000 sq m to be developed in Aubervilliers).

The year also saw a better start for the under 1,000 sq m
segment (+8% year on year) which accounted for 143,000
sq min Q1 2014. The market was most active in Paris and
the Western Crescent. However, the medium space
segment, which drove the market in 2013, slowed in Q1
2014 with a take-up of only 127,000 sq m (-15% year on
year). In this space segment, there were fewer transactions
in the Western Crescent and the Inner Suburbs whereas
Paris fared better.

Paris, the market superstar

The Paris market dominated take-up in Q1 2014 and was
the focus of 38% of overall transaction volume. This was
boosted by the Central Business District (CBD) which had a
very good quarter (118,000 sq m of the 193,000 sq m of
take-up in the capital).

The Inner Suburbs were back on centre stage and poor
performance in 2013 (190,000 sq m of take-up) was erased;
office transactions stood at almost 100,000 sq m in Q1 2014
including 45,000 sq m for the single VEOLIA transaction in
Aubervilliers.

The other major transaction of the quarter (SAFRAN)
boosted results in the Outer Suburbs (92,000 sq m of take-
up). However, the Western Crescent began 2014 with a
performance below its usual levels. There were fewer
transactions in the medium space segment and those above
5,000 sg m than in 2013.

La Défense had a calamitous first quarter with only 7,100 sq
m of office take-up. This disappointing performance should
be cancelled out by negotiations currently underway for
buildings with large floorplates (Figure 5).

Figure 4
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Table 1

Take-up in the Greater Paris Region by office space size

Size of office space Q12014 Share  Change

Less than 1,000 sq m 143,000 sgm 28% +8%

1,000-5,000 sq m 127,000sgm  25% -15%

Over 5,000 sq m 236,900sqm 47% +62%
Total space 506,900sqm 100%  +19%
Source: Immostat, DTZ Research

Figure 5
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Rental values

Apparent stability for prime — incentives are everywhere
The slowdown in take-up and the growing weight of
immediate supply have had relatively little effect on
transaction values for prime offices. At the beginning of the
year, prime values remained stable at between €325 per sq
m per year in the Inner Suburbs and €745 per sq m per year
in Paris CBD.

Transaction values for new space held in Paris, elsewhere
demand has shifted to lower-cost locations

The average transaction value for new office space in the
Greater Paris Region stood at €360 per sq m per year in Q1
2014; this was virtually stable compared to levels recorded
in 2013 (Figure 7). However, there was a shift of occupiers
towards areas with more affordable rents than in Paris
(Northern Loop or Inner Suburbs). The return of this trend
and a concentration of transactions for rents between €300
and €350 per sqg m per year are evidence of businesses
being extremely vigilant in terms of real estate costs.

In Paris, office refurbishments in the CBD are still attracting
occupiers and values have held well at levels close to €600-
650 per sg m per year. In the suburbs, transactions for new
offices in Q1 2014 were concentrated in the North which
currently offers very attractive rental values (between €300
and 350 per sq m per year).

Headline values for second-hand space stable

Rental values for second-hand office space saw little change
in the Greater Paris Region and stood at €314 per sq m per
year in Q1 2014; these were stable compared to the €315
average recorded in 2013. Rental values in the CBD also
fared well with rents still in excess of €500 per sq m per
year. However, these observations are based on headline
rents whereas the widespread use of incentives
automatically reduces these values by 15% to 30%
depending on the submarket and the amount of space.

Depending on their position, landlords may grant significant
rent-free periods to secure the occupation of their buildings
in areas of stubborn or high immediate supply that may
lead to rental vacancy.

Figure 6
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Figure 7
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Figure 8

Average rents for 2" hand space, €/sq m/yr
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Immediate supply

Supply stabilised in La Défense

Immediate office supply, which increased significantly in
2013 (+9% year on year), has stabilised at around 3.9 million
sqminQl 2014.

The Western Crescent was the focus of over a quarter of
supply available in the Greater Paris Region market with 1.1
million sq m, higher than levels in the Outer Suburbs.
Immediate office availability was also significant in Paris
with 797,000 sqg m whereas levels in La Défense continued
to increase (438,000 sq m, a 9% increase on the previous
quarter). Supply also rose in the Inner Suburbs (+2% on last
quarter) at 553,000 sq m.

Vacancy rates range from 5% to 14% across the Greater
Paris Region

The average vacancy rate in the Greater Paris Region office
market stood at 7.5% in Q1 2014 representing no significant
change. The gap is widening between the Paris market and
the CBD with a vacancy rate of 5% and the West of the
region where rates can reach 14%. The Inner Suburbs isin a
mid-position with a vacancy rate of less than 10%. The
change in the vacancy rate for La Défense has been
spectacular having increased from 7% in 2012 to 13.8% in
Q1 2014.

Reduction in second-hand space domination of large
spaces

Immediate supply of office space over 5,000 sq m fell
slightly for the first time in two years to less than 1.7 million
sq m. The trend is coupled with a marked change in the
composition of immediate office supply which is currently
dominated by second-hand space (over 1 million sqm
recorded at the end of Q1 2014). In this space segment,
supply is plentiful in the Outer Suburbs (417,000 sqg m) and
in the Western Crescent in particular (over 500,000 sq m).

The medium space segment remained stable at around 1.4
million sq m across the region. The Paris market is set to
absorb almost 263,000 sq m from this segment including
110,000 sg m in the CBD. A similar volume should be added
to existing availability over the next 12 months.

This rise in immediate supply should continue into 2014
with almost 1.5 million sq m of availability over the next 12
months in the Greater Paris Region as a whole, including
over 900,000 sq m of second-hand office space.

Figure 9
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Figure 11

Immediate supply in the Greater Paris Region by space
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Future supply

Upturn in office deliveries in 2014

Office deliveries in the Greater Paris Region are set to
exceed 850,000 sq m in 2014, representing a 13% increase
compared to the 758,000 sq m completed in 2013. The
majority of these office deliveries (54%) have been pre-let
and confirm the trend for speculative leases (BEFA or Bail
Sy 9t i
400,000 sq m of new space from 2014 deliveries could be
added to existing supply if they are not let before
completion.

The Outer Suburbs are the focus of the majority of office
deliveries planned for 2014 but also have the highest rate of
pre-lets in the Greater Paris Region (77% compared to an
average of 56%). Next in line is the Western Crescent
(201,000 sq m) and La Défense (176,000 sq m) of space due
for delivery in 2014.

750,000 sq m of offices under construction to come onto
the market by 2016

Over 750,000 sq m of available office space is currently
under construction and due for delivery between 2014 and
2016 (Figure 13). Most of this new or refurbished space is
located in the Western Crescent (235,000 sq m including
108,000 sq m for delivery in 2014) and in La Défense with
114,000 sq m of new space in the office towers of “D2”
(50,700 sg m) and “Majunga” (63,700 sq m).

For 2015, the Western Crescent once again has the highest
level of potential new supply (127,000 sq m including
53,000 sq m in the Southern Loop) followed by Paris (83,000
sq m, most of which is outside of the CBD).

3.4 million sq m authorised and 3 million sq m waiting for
permits

Even though there has been an increase, the level of office
deliveries remains significantly lower than overall project
volumes with or without building permits and less than
150,000 sq m of offices were started in Q1 2014. Occupier
use of pre-lets for office moves or regroupings is causing
the development of speculative office space to stall. The
result has been exponential growth in projects that have
building permits and are pending construction. We set the
figures at 3.4 million sq m across the Greater Paris Region
including 800,000 sq m of potential space for delivery in
2015 and 1.8 million sg m planned for 2016.

Figure 12
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Figure 13

Availability under construction in the Greater Paris Region,

000 sqm

250

200

150

100

) -
0
Paris LaDéfense  Western Inner Outer
Crescent Suburbs Suburbs
HQ2-Q4 2014 2015 W 2016 W2017

Source: DTZ Research
Figure 14
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Key figures

Table 2

Office market

Greater Paris Region Q12013 Q22013 Q32013 Q42013 Q12014 Cr:;ge Chf/r\'(ge Outlook
Take-up* | 427 | 481 444 | 528 507 | -4% | 19% | k
Immediate supply* 3,581 3,684 3,758 3,925 3,911 0% 9% k
Vacancy rate 6.9% 7.1% 7.2% 7.5% 7.5% 0% 9% k
Average rent 1" hand ** €381 €376 €438 €443 €364 -18% -4% g
Average rent 2" hand ** €319 €311 €313 €315 €314 - -2% m
*In thousands of sq m - **Rent in € per sq m per year excl. charges and taxes

Source: Immostat, DTZ Research

Table 3

Major office space deals in Q1 2014

Address Sector Tenant Space Status
CHATEAUFORT | OUTER SUBURBS | SAFRAN | 45,324 sq m | Second-hand
AUBERVILLIERS INNER NORTHERN SUBURBS  VEOLIA ENVIRONNEMENT 45,000 sg m New

PARIS 09 PARIS CBD COVEA 22,231sqgm Refurbished
JOINVILLE LE PONT INNER EASTERN SUBURBS BRED 17,670 sg m New

CLICHY NORTHERN LOOP L'OREAL 13,517 sg m New

Source: Immostat, DTZ Research
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Definitions

Average rent — 2" hand Expressed in Euro per year, excluding taxes and charges. The average rent corresponds to
the average of rents, weighted by the total area of second hand space transacted (excluding
new and restructured space).

Average rent — new space  Expressed in Euro per year, excluding taxes and charges. The average rent corresponds to
the average of rents, weighted by the total area of new space transacted (new and
restructured space).

Confirmed new Total of developments underway at a moment in time T, not yet delivered.
development

Immediate supply Total of vacant space offered for sale/lease at a particular time T. Searches for replacement
tenants and leases under notice are excluded until the tenant has vacated the premises.

Likely new development Total of developments not yet underway at a moment in time T with consent and/or
planning permission.

New development Total of new space to be built and under construction with or without authorisation
(planning permissions and consent) and not yet delivered.

Potential new Total of projects identified that have not secured consent and/or planning permission.
development

Prime rent The prime rent is the average of the highest transaction values recorded for new or
restructured buildings that are in best locations and are let on long-lease terms.

Tak Total of rental and sales deals carried out by end users including pre-lets, turnkeys and
ake-up owner-occupier deals.

VEFA _
Property for future completion.
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Other DTZ Research Reports

Other research reports can be downloaded from www.dtz.com/research. These include:

Occupier Perspective

Updates on occupational markets from an occupier
perspective, with commentary, analysis, charts and data.
Global Occupancy Costs Offices

Global Occupancy Costs Logistics

Obligations of Occupation Americas

Obligations of Occupation Asia Pacific

Obligations of Occupation EMEA

Global Office Review

India Office Demand and Trends Survey 2013-14
Sweden Computer Games Developers November 2013

Property Times

Regular updates on occupational markets from a landlord
perspective, with commentary, charts, data and forecasts.
Coverage includes: Asia Pacific, Bangkok, Beijing, Berlin,
Brisbane, Bristol, Brussels, Budapest, Central London,
Chengdu, Chongging, Dalian, Edinburgh, Europe, Frankfurt,
Glasgow, Guangzhou, Hangzhou, Ho Chi Minh City, Hong
Kong, India, Jakarta, Japan, Kuala Lumpur, Luxembourg,

Madrid, Manchester, Melbourne, Milan, Nanjing, Newcastle,

Paris, Poland, Prague, Qingdao, Rome, Seoul, Shanghai,
Shenyang, Shenzhen, Singapore, Stockholm, Sydney, Taipei,
Tianjin, Ukraine, Warsaw, Wuhan, Xian.

Investment market update

Regular updates on investment market activity, with
commentary, significant deals, charts, data and forecasts.
Coverage includes: Asia Pacific, Australia, Belgium, Czech
Republic, Europe, France, Germany, ltaly, Japan, Mainland
China, South East Asia, Spain, Sweden, UK.

Money into Property

Quarterly commentary, analysis and insight into our in-
house data forecasts, including the DTZ Fair Value Index™.
Available for Global, Asia Pacific, Europe, North America
and UK.

Foresight

Quarterly commentary, analysis and insight into our in-
house data forecasts, including the DTZ Fair Value Index™.
Available for Global: Asia Pacific, Europe, UK and China. In
addition we publish an annual outlook report.

Insight

Thematic, ad hoc, topical and thought leading reports on
areas and issues of specific interest and relevance to real
estate markets.

Deflation and Commercial Property - March 2014

Tokyo Retail Market 2014

Great Wall of Money — March 2014

German Open Ended Funds — March 2014

China Investment Market Sentiment Survey - January 2014
China The Technology Sector - January 2014

Czech Republic Green buildings - December 2013

Net Debt Funding Gap - November 2013

UK secondary market pricing - October 2013

Quantitative Easing - UK Regions — September 2013
Singapore Government Land Sales - September 2013
Property Investment Guide Asia Pacific 2013-2014

DTZ Research Data services
For more detailed data and information, the following are
available for subscription. Please contact
graham.bruty@dtz.com for more information.
e Property Market Indicators
Time series of commercial and industrial market
data in Asia Pacific and Europe.
e Real Estate Forecasts, including the DTZ
Fair Value IndexTM
Five-year rolling forecasts of commercial and
industrial markets in Asia Pacific, Europe and the
USA.
e Investment Transaction Database
Aggregated overview of investment activity in
Asia Pacific and Europe.
e Money into Property
DTZ's flagship research product for over 35 years
providing capital markets data covering capital
flows, size, structure, ownership, developments
and trends, and findings of annual investor and
lender intention surveys.
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Phone: +44 (0)20 3296 2159
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Phone: +44 (0)20 3296 2002
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Antoine Derville
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DISCLAIMER

This report should not be relied upon as a basis for entering into transactions without seeking specific,
qualified, professional advice. Whilst facts have been rigorously checked, DTZ can take no responsibility for
any damage or loss suffered as a result of any inadvertent inaccuracy within this report. Information
contained herein should not, in whole or part, be published, reproduced or referred to without prior
approval. Any such reproduction should be credited to DTZ.

¥ DTZ

© DTZ April 2014
prt a UGL company

www.dtz.com Property Times 10


mailto:john.forrester@dtz.com
mailto:antoine.derville@dtz.com
mailto:philippe.mejean@dtz.com
mailto:nils.vinck@dtz.com
mailto:john.forrester@dtz.com
mailto:jean-philippe.carmarans@dtz.com
mailto:alban.liss@dtz.com
mailto:jean-philippe.carmarans@dtz.com
mailto:jean-philippe.carmarans@dtz.com

