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UREC Innovations Conference News

The Ukrainian Real Estate Club held the annual CEO 
Networking Dinner on February 21, where simultane-
ous discussions were conducted during nine thematic 
roundtable discussions. This format has been already 
established in 2011, and the leading players of the 
Ukrainian real estate market had an opportunity to 
fruitfully discuss the most pressing issues of the industry 
this time.

The organizers decided to hold just nine thematic round-

table discussions on banking, investment, offi  ce segments, 

retail, hotel, residential real estate, legal, construction 

issues, and there was also a roundtable discussion of 

«green» building this time.

Despite having a variety of topics, no table managed to 

sidestep three major topics of this year: the Ukrainian 

real estate market recovery from recession, the Euro 2012 

impact on it and a discussion of the country’s political 

situation.

Of course, economic issues were also mentioned in 

discussions. The participants also spoke on new projects’ 

funding, working with credit agencies and a possible 

arrival of new investors at the Ukrainian market. The issue 

of the real estate industry’s recovery from recession still 

remains topical.
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CEO Networking Dinner Results

CEO Networking Dinner:
an eff ective format of a constructive dialogue

The problem of searching funding and investment sources
The experts discussed the reasons of an almost complete lack of real estate 

projects’ crediting from Western banks at the banking table during the CEO 

Networking Dinner. According to them, this situation has been caused by both 

challenging economic conditions in Europe and the local market factors.

As stated by the speakers of the thematic table, the chairman of the Bank of 

Cyprus in Ukraine Vladislav Bayrakа and the head of the BNP Paribas SA 

offi  ce in Ukraine Dominique Menu, the development projects are still being 

funded by Russian credit structures and some Western banks. Vladislav Bayraka 

explained this situation: «Russian banks are familiar with the local mentality and 

peculiarities of doing business here. Western banks are currently concerned 

about the crisis in the euro zone, the low estimate of Ukraine by the IMF, the 

uncertainty of the country’s future course and many other issues. However, the 

Bank of Cyprus still credits retail, and we almost have no non-payments now». 

According to expert’s viewpoint, the most problematic loans remain dollar-

denominated ones that were given on the peak of the crisis in 2008.

The issue of funding can be continued with the discussion conclusions that 

were made at the investment table, where the speakers were the head of the 

investment department at DTZ Natalia Stelmakh and the Corporate Deve-

lopment Director at ICON Private Equity Fund Igor Kabuzenko.

Nataliya Stelmakh admitted: «There is the market’s reorientation from foreign in-

vestors to local ones in Ukraine now». According to the expert, when compared 

with the majority of investment transactions that were carried out with foreign 

capital in Ukraine before the economic crisis, the real estate projects are now 

mainly invested by local players».

When answering the question about the reasons for this trend, the expert 

noted that «the investment market is an emotional market, where psychological 

factors play the major role, and if there are fi nancial conditions for the investors’ 

arrival in Ukraine, foreign funds are not psychologically ready to invest with the 

country’s current situation».

Changing an attitude towards Ukraine
According to the participants’ viewpoint at the investment table during the CEO 

Networking Dinner, the situation can probably change after Euro 2012. «After 

visiting the country and making sure about the economic situation improvement, 

foreign businessmen will realize that business can be done in Ukraine, and the 

level of investments will increase  on a psychological level again», – said the head 

of the investment department at DTZ Natalia Stelmakh. In addition, the infrastruc-

ture improvement can also infl uence the scope of investors’ attraction.

The Ukrainian investment climate has been aff ected by such factors as restric-

tions on property lending in the banking sector, speculative transactions and 

inadequate project evaluation by the owners apart from the psychological 

factor so far. These experts’ conclusions in the investment sphere coincide with 

the opinion of the banking table speaker Dominique Menu: «Ukraine has a great 

potential, the problem is that it is not used appropriately».

Internal market problems
Internal market problems have become the main topic of discussion at the Re-

tail table. According to the viewpoints of the head of the Jones Lang LaSalle 

in Ukraine Daniil Vladov and the managing director at Dragon Develop-

ment Oleg Kurinnoy, the diffi  culties of doing business in Ukraine have become 

the reason of international trade operators’ unreadiness to enter the Ukrainian 

market because of corruption and administrative barriers, in particular. Moreo-

ver, another reason is the lack of high-quality shopping centers in the country.

When commenting on the situation of investments’ attraction to the local real 

estate market, the managing director at Dragon Development Oleg Kurinnoy 

said: «The reasons for the low rate of Ukrainian investment attractiveness are, 

fi rstly, the high level of corruption and a weak property interests protection 

system, which is accompanied by selectivity and bias of the judiciary system 

and the state administration».

Moreover, according to the experts, despite the fact that a bulk of investments 

has been directed into commercial real estate in recent years, there is still no 

suffi  cient off er in this segment. According to the head of the Jones Lang LaSalle 

in Ukraine Daniil Vladov, the total off er of offi  ce premises of high quality on the 

capital market comprises only around 450 thousand square meters, which is 

three times less than, for example, it was in Warsaw.

The diffi  culties of doing business
The issue of diffi  culties that arise when doing business on the local market was 

discussed at the Legal table, where the speakers were the partner and the 

head of real estate practice at DLA Piper Ukraine Nataliya Kochergina and 

the Senior Tax Practice Lawyer at DLA Piper Ukraine Ilya Sverdlov.

The lawyers admitted that the players on the Ukrainian real estate market are 

becoming more interested in the transfer of their assets into the foreign com-

panies’ ownership in order to protect them. However, this practice does not 

give signifi cant advantages in terms of protecting property, according to the 

experts. The tenure through a foreign company can complicate the external 

access to real estate, which, among other things, gives a sense of psychologi-

cal security.

The lawyers also pointed out that the transfer into a foreign company’s property 

is associated with a number of issues relating to the taxation of such a company, 

its incomes from the Ukrainian assets, the necessity of Ukrainian permanent 

offi  ce registration, in particular, and taking tax consequences in the country of 

incorporation into account.

Beginning on the page 1

The speakers of the Bank table and Sergey Gaydaychuk, the President of URE Club. Retail table speakers
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On the other hand, the experts say that a foreign company or a fund will need 

a local partner on the Ukrainian market in most cases. «Such cooperation is also 

associated with a wide range of legal issues, but it enables reducing the risk 

level for partners. The problem of cooperation between Ukrainian and foreign 

companies is still the diff erence in business approaches», – said the head of real 

estate practice at DLA Piper Ukraine Nataliya Kochergina.

Controversial issues in the construction process
The main topic at the Construction roundtable with the managing partner 

of Delta Proektkonsalt Ukraine Wolfgang Gomernik and the managing 

partner of Ukrbudcontract Sergei Fedorik were the sources of controversies 

between developers and general contractors

According to the experts, the problems may arise in the construction process 

due to improper communication among a customer, a contractor, a general 

designer and subcontractors.

According to Sergei Fedorik, most developers follow combined general con-

tracting schemes in Ukraine, in which the structure affi  liated with the developer 

is often «the title general contractor», and the actual general contractor takes 

control of subcontracting lots. The other popular scheme is the one of working 

with the general contractor who performs construction on his own, and when, 

for example, engineering equipment and its installation are paid and controlled 

by the customer himself, following the direct contract in such a way.

EPC (Engineering, Procurement, Construction) and EPCM (Engineering, Procure-

ment, Construction Management) are among two popular schemes in the 

world of general contracts in Ukraine.  The fi rst one works with some elements 

of the second one, such as signing direct contracts with suppliers.

An important aspect of the construction process is also consulting expert sub-

contractors, who specialize in technical works. «One should consult the experts 

from the project’s beginning until its completion. This will help avoid a lot of the 

defects and changes in the course of construction», – said the second speaker 

at the Construction table Wolfgang Gomernik.

Temporary reduction of rental rates
The experts at the Office round table discussed rental rates in Kiev busi-

ness centers and the segment’s prospects on the Ukrainian real estate 

market. According to the speakers, the director of DTZ Ukraine Nick 

Cotton and the CEO of Midland Development Elena Shulyak, the office 

rental rates can be reduced by almost 10% in Kiev, however, the decrease 

will not last very long.

A defi nite decrease of rental rates will be caused by a temporary oversaturation 

of the offi  ce real estate market in Kiev, according to the experts. «When the de-

mand can only cover about 160 thousand square meter areas, several business 

centers will be placed in operation in the capital in 2012 with a total leasable 

area of   250-300 sq. m. Such an imbalance will provide tenants with some dis-

counts, but there will be no dumping policy» – emphasized Elena Shulyak.

Nick Cotton also added that «the period of rental rates decline will be rather 

short, because the off ering in this segment will be low after the opening of new 

offi  ce buildings in 2012/2013. For this reason, the demand will cover the new 

off er, and the rental rates in this segment will rise again». When speaking about 

the changes of the rental rates’ levels, the experts noted that the main thing is 

about Class A business centers.

It should be admitted that  the CEO Networking Dinner achieved the goal again. 

Consolidation of CEOs of leading companies on the Ukrainian real estate market 

and the discussion of fi nding optimal solutions for further development, a con-

structive dialogue, discussion – these are the things that can be attained at the 

meetings of this format. The organizing Committee of the Ukrainian Real Estate 

Club is assured that the experts will reconvene at next year’s roundtables, and all 

new, urgent questions concerning the real estate market and all of its segments 

will be answered.

Discussion on the Legal table

The speakers of the Construction table Sergei Fedorik and Wolfgang Gomernik
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Professor Rich George: 
«Successful markets are capable of catching on a trend». 

Head of the Food Industry Marketing Department of St. Joseph University speaks on the history 
of success and the tendencies of American retail

The history of trading networks development in the 
USA is probably the most graphic example of the 
practical application of marketing researches and 
an extremely fl exible approach to launch of more 
and more new commercial projects to draw more 
and more customers, and, naturally, the constant 
growth of the trading object’s profi tability. «The 
history of success of retail networks in the USA», that 
is how Dr. Rich George, the Professor and the Head 
of the Food Industry Marketing Department titled 
his report. 

The expert in the marketing fi eld spoke to Ukrain-

ian Real Estate Club on what explained the success 

of trading networks in the US, what that latest 

tendencies of American retail were, as well as if it 

was possible to apply US marketing models to other 

countries.

«Good, successful markets are those capable of 

catching on a trend», that is the phrase Rich George 

started his performance with. But how is this thesis 

applied practically? 

In Professor’s opinion, in order to constantly stay 

on top the retail market’s players need to regularly 

conduct marketing researches. At the same time any 

growing retailer has to not only probe the public 

opinion or analyze this or that market’s segment. 

It is important to absorb the information, draw the 

assumptions and apply marketing moves practically 

faster than competitors do. It is fl exible approach and 

capability to change that plays importance. As Rich 

George named it, «to act faster than competitors – that 

is what matters for stable and long-term growth». 

Revolutional ideas of Wal-Mart 
Giving practical examples of a fl exible approach to 

growth, the Head of the Food Industry Marketing 

Department of St. Joseph University told of the 

development of the Wal-Mart stores network. This 

American company being the largest retail network 

in the world counts a history of half a century. In 

2010, it occupied the 1st position in Fortune Global 

500 rating (the Fortune magazine forms the list 

based on companies’ revenues). Among its stores 

there are hypermarkets, as well as one-stop stores 

trading food and industrial products. 

«Nowadays it sounds surprising», Rich George says, 

«but at the time of opening of the fi rst Wal-Mart 

stores nobody believed in their format. However, 

the idea turned out to be revolutional». In the 

beginning of its existence the network mainly 

developed large trading centers, the area of which 

reached 10 thous. sq.m, and the assortment 

counted over 120 thous. items. Wal-Mart launched 

over 700 of such hypermarkets, not only in America 

but far beyond its boundaries. 

But time passed and in order to preserve its supe-

riority over trading networks the brand needed to 

change. The ideologists of Wal-Mart experimented: 

they changed the goods disposition on a trading 

fl oor and a customer found oneself «in the thick of 

action» (when stands were placed along the walls, 

he was forced to move from one row of shelves to 

another. In another case accompanying goods were 

placed in between stands that allowed signifi cantly 

increase the stores’ revenues). 

According to Professor Rich George in 2008 the 

trading network conducted «a small clean-up» – free 

space for new goods appeared on the trading fl oors 

upon abandoning layouts with discounted goods. 

But as the level of sales showed this move didn’t 

work and Wal-Mart turned back to the format of 

sales. Eventually, prices started to depend upon the 

goods disposition in a supermarket – the cost of the 

products grew as they were placed on more advanta-

geous positions where they were better noticeable.   

In 1988 the largest Wal-Mart format was launched, 

i.e. so called «Supercenters». Their area reached 

17 thous. sq. m. Later the brand launched into the 

market only smaller stores. 

«Next-door» trading format 
It is worth noting that American marketing special-

ists and retail market’s players care not only to 

increase the fl ow of customers, let’s say, into a large 

supermarket, but of the customers’ convenience 

as well. In opinion of Professor Rich George, this is 

demonstrated namely by launching smaller trading 

formats situated in the close vicinity to residential 

houses. Though showing such care towards cus-

tomers the trading networks increase their revenues 

all the same.

The examples of such «next-door» formats could 

be the stores of Wal-Mart Neighborhood Market. 

They represent comparatively small supermarkets 

the area of which is under 4 thous. sq.m. These 

are grocery stores where about 30 thous. items of 

goods are presented.

The fi rst positions in the format of inexpensive 

«next-door» trading objects are occupied by so 

called «dollar-stores» fi lling the «economy» niche. 

According to the data provided by the Head of the 

Food Industry Marketing Department of St. Joseph 

University, recently namely such networks have 

been growing faster than others being preceded 

only by pharmacy supermarkets. Unlike Wal-Mart 

they occupy quite small areas and can be situated 

in small towns.

But the trading giant didn’t fall behind in this fi eld 

either having started developing the stores of such 

format in 2011. Smaller Wal-Mart branded trading 

objects (with about 300 sq.m of eff ective area) are 

student-oriented and situated in campuses. It is 

possible to fi nd everything necessary in such stores 

as they trade food and non-food (for example, 

sport) products there.

The main idea of all these stores is to decrease the 

goods price by disposing them in a small area, 

consequently, at the expense of decreasing the 

rent cost. The Professor adds another strategy to 

this, which is free delivery when ordering the goods 

by e-mail. In general such service is used when 

purchasing goods that are not necessary to face (for 

example, detergents, paper towels, napkins, etc.). 

Chief generator of customers’ fl ow
In his presentation Professor emphasized the way 

how an American family distributed its revenues. 

It turns out that 12% of the family budget of an 

average USA citizen is spent on food. It is food that 

creates main traffi  c in supermarkets and trading 

centers. Per annual average a US family (though it 

also refers to other countries as well) visits a grocery 

supermarket a few times more than any other kind 

of stores.  

Obviously, such fact could not escape the attention 

of marketing specialists. According to an expert 

even such trading giant as Wal-Mart directly uses 

the sale of food to draw even larger number of 

customers.

Here is another market’s trend, i.e. the appearance 

of food departments even in those stores where the 

sale of food products seems to be inappropriate. 

«Sure, Rich George notes, when it comes to special-

ized equipment stores, we cannot imagine shelves 

with food next to industrial materials. Thus, it is 

necessary to estimate the possibility of launching a 

grocery store in conformity with the orientation of 

an entire trading object». Although it is possible to 

fi nd a way out in the case with industrial products, 

as it is not necessary to open a food department in 

such supermarket, but one may install a refrigerator 

and trade frozen foods, as the Professor suggests. 

It is also possible to take a part of a store under a 

snack shop. 

According to the expert IKEA network highly 

estimated this technique, as upon the appearance 

of small cafes within specialized trading centers the 

store’s revenues signifi cantly increased (although 

the revenues of a café itself do not necessarily reach 

Dr. Rich George, the Professor and the Head of the Food Industry 

Marketing Department
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a high level). As Rich George explains the situation, 

the customers can always think of another purchase 

over a cup of coff ee. It is also possible that custom-

ers who visited the store would at this very moment 

decide to purchase something else. From this 

viewpoint cafes and small restaurants in DIY stores 

become more and more popular.  

According to Rich George the tendency of kitchens 

appearing in supermarkets quickly gains momen-

tum, as around one third of large department stores 

in the USA have already organized restaurants 

within their areas.

Combining drugs and… foods 
Presenting the statistics of supermarkets’ develop-

ment in the USA, Dr. Rich George emphasized on the 

confi dent growth of performance of networks that 

specialized in household chemicals, cosmetics and 

drugs (sold without a prescription) at the same time. 

Such trading networks as Walgreens, CVS and other 

pharmacy supermarkets in terms of development 

level bypass grocery stores, as well as Dollar General 

network known for its low prices and many others.

The fast growth of pharmacy supermarkets (drug-

stores) is admitted by the specialist in the marketing 

fi eld as one more trend of American retail. The idea 

is to combine such groups of goods as cosmetics, 

personal hygiene products, drugs, vitamins, diet and 

fi tness drugs, household chemicals, household and 

juvenile products in one convenient store. 

By the way, even the department stores of the kind 

did not escape the appearance of food products on 

their shelves. And while Ukraine is still not familiar 

with this, as Rich George noted, popcorn and chips 

have already become typical for a pharmacy in the 

USA. Moreover it is considered quite normal when 

a pharmacy gains half of its revenues from food and 

another half from drugs. 

All-round marketing 
Actually many people fall under the impression and 

the Americans themselves note this as well that the 

US citizens eat all the time and everywhere. This 

suggestion is hardly one hundred per cent true, but 

marketing in the fi eld of food products probably 

embraced all aspects of life of Northern Americans. 

Thus the specialists noted that people in the US 

tend to eat right in the cars more and more. Such 

tendency was immediately made use of and as a 

result the manufacturers started to produce more 

and more goods in the package that allowed a 

more convenient consummation in a car. 

Besides main trends of the retail market (such as 

decreasing a store’s area, implementing cafes into 

supermarkets and combining the goods of diff er-

ent groups in one trading object), Professor Rich 

George, a recognized retail specialist in the USA, 

identifi ed a few accompanying ones. For example, 

sales automation. Installing special automates 

allows for shopping without entering a store, as it 

is possible to buy small goods by simply putting a 

banknote or a card into a slot of a machine-seller. 

Trademarks owned by large supermarkets (so called 

«Private Label»), where goods are sold under a 

label that has already been patented and widely 

advertised, are very popular in the USA, as well as 

in Ukraine.

Among technical novelties the Professor noted the 

fast growth of using QR-codes in supermarkets of 

all types: «The number of smartphones grows con-

stantly, thus two-dimensional barcodes are applied 

more and more often, it becomes very popular». 

Trial and error method 
Answering the URE Club’s question «Are the methods 

of US trading networks development applicable to 

Ukraine?», Rich George explained that it was still not 

possible to apply all American ideas to other countries. 

«As famous expression goes, good painters copy and 

great painters steal», the expert said meaning the fact 

that it is pointless to thoughtlessly transfer certain 

marketing techniques of one market to another.  

Of course, in terms of e-commerce such techniques 

are universal, but even dealing with them it is 

necessary to make use not of the entire concept, 

but only of its constituent parts. At the same time it 

is important to adapt all the techniques proceeding 

from the context of this or that market. «First of all it 

is necessary to make sure that such concept can be 

implemented in a country in general, to adapt it to 

a market’s reality», the expert noted. In addition to 

all aforementioned it is necessary not only to think 

over marketing techniques, but regularly apply 

them estimating the results. 

Summarizing his performance, Professor Rich 

George noted, «If there is anything people are truly 

willing to pay for, it is for a special off er. Let it be 

ordinary goods, but they still need to be specially 

presented. This could be a developed discount 

system, a personal off er or something else. But this 

should be interesting and exclusive».

■  
■  
■  
■  
■  

www.dlapiper.com
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Every segment of the Ukrainian real estate market is being currently developed with 

its unique features: some, such as retail, for instance, go ahead, the other fall behind 

the rate of recovery from recession. However, all of them are united by the issues 

of attracting foreign investments, support from the public sector, and the general 

economic situation in the country and in the world. 

The head of the Ernst & Young Real Estate Advisory Department Eleonora Melnik has 

dwelt on the situation in retail and hotel property segments, the high-quality business 

centres’ market, the industry’s potential in Ukraine and the peculiarities of work perfor-

mance by consulting companies in her interview to the Ukrainian Real Estate Club.

Which segment do you think is the most promising in terms of investment 

attractiveness for developers now?

The retail segment has always been the unchanging leader among all other 

real estate segments and the most attractive one in terms of investment in our 

country, as it is on the European markets, where commercial real estate has 

been leading for more than three years in a row. According to the data collected 

last year, the average availability rate of high-quality retail premises in Kiev com-

prised 250 square meters per 1,000 inhabitants, which was signifi cantly lower 

in comparison with the same ones in the European capitals. An insuffi  cient 

number of professional shopping centers and a high level of demand create 

favorable conditions for attracting new players to this segment.

Unfortunately, in addition to negative external economic and internal local 

factors, the active development of high-quality commercial real estate slows 

down the presence of spontaneous and organized markets – the segment that 

is absolutely obscure and unacceptable by most players in the real estate sector, 

but which is historically popular among certain strata of the society and which is 

supported by their demand.

The interests of the majority of potential investors and developers’ eff orts were 

redirected from commercial real estate to the hospitality industry development 

in a relatively short period of time. The impetus for this activity was the upcom-

ing football championship and a real lack of professional facilities for the Euro 

2012. However, the focus and activities of the key local real estate market players 

has shifted to their main course after a while.

Hotel real estate is a so called mixed issue and is not a complete real estate seg-

ment such as offi  ces and commerce. Since most of the operating hotel activities 

are more connected with the sphere of services, rather than with the premises’ 

leasing, such a complex hotel real estate attracts a rather low number of poten-

tial investors and developers with the experience of successful implementation 

of such projects from a management perspective. Thus, trade has always been a 

more transparent segment for investors in terms of development, management, 

operational activity and giving up this business.

Is it possible to single out 3-4 star hotels’ development as a new trend?

It is more of a necessity in this case, which has gradually developed into a trend. 

It is not even about the forthcoming championship, but about the fact that we 

lack middle priced professional facilities. Most of the current off ers that are now 

available on the market in this category are represented by either the Soviet-

built facilities, where neither quality of service or rooms meet the generally 

accepted standards, or by the new objects, which do not always correspond to 

the declared level under the local control.

Thus, the middle class hotels’ development is the major priority in the hotel real 

estate sector now. Moreover, it is now the segment in demand, since the part of 

the hotels’ customers (about 90%) is represented by middle class managers and 

senior managers of medium-sized companies, whose preferences are precisely 

in the 3-4 star segment regarding the level of accommodation.

Does Kiev have enough 5-star hotels (they now comprise 10% of the total 

number of hotels in the capital, according to 2011data)?

All consultants come to a defi nite conclusion now - yes, there are enough of 

them. Perhaps we may see the need for the new 5-star facilities in the near 

future, but the market cannot maintain a balance between an acceptable 

occupancy rate the and the average price for a room when introducing new 

luxury hotels. The cost of living in Kiev hotels is too high, as compared with the 

same European hotels on the ground of severe shortage of quality facilities in all 

categories and a low presence of international operators on the market.

One additional factor in favor of reducing the rate of 5-star hotels’ construction 

is the incomplete level of domestic and external demand, which is generated 

by high priced hotels. Despite the positive global economy trends and the de-

velopment potential for the hotel real estate segment, the increase of business 

activities and tourist fl ows are still on the average level.

Can the pace of market development return to pre-crisis levels in the near 

future?

Despite the optimistic forecasts of the further market development and 

rapid global and local economies’ recovery we are unlikely to regain the pre-

crisis market conditions, with their inflated rents and artificially «overheated» 

prices. When we developed rapidly under the Moscow scenario in most 

situations before 2008 by offering a high real estate return and creating a 

high demand for real estate of various types, it is now most likely that we 

will follow East European countries by demonstrating a sound approach and 

a moderate yield in exchange for professional facilities and adequate rates.

The new off ers in the offi  ce sector increase every year. When the number of 

off ers increased by only 9% in 2010, it already reached 10% in 2011, and it is 

forecasted to comprise 15% in 2012 according Ernst & Young. What is the reason 

for such an increase? Will this not lead to the market’s oversaturation?

The dynamics of the new off er’s increase fully corresponds to the dynamics and 

the pace of the country’s economic recovery and development. The positive 

changes lead to business activities’ increase in all segments, especially in the 

sphere of IT-technologies and pharmaceuticals. These factors make for increas-

ing the level of unmet demand for B class offi  ce premises on the part of compa-

nies, which monitor this sector, as they develop rapidly and constantly extend 

the number of the staff  and premises. Most companies have managed to adapt 

to the new market conditions, and carry out their activities quite successfully by 

using every opportunity. Therefore, the annual new off er increase will not cause 

Eleonora Melnik: 
«A thorough understanding of clients’ businesses 
has allowed our company to retain its leading position»

Eleonora Melnik, the Head of the Ernst & Young Real Estate Advisory Department 
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market oversaturation at least for the next few years by 10-15%, even with an 

average pace of market recovery.

The total off er in the offi  ce real estate sector has not reached such a critical mass 

yet, and can be absorbed by the market in a short term now.

Do you believe that rental rates will change in business centers in 2012?

The gradual increase of the average rental rates for offi  ce premises fully refl ects 

the current situation in the sphere of real estate and is also connected with some 

positive economic processes in the country. Thus, the renewed interest of poten-

tial tenants stimulates a slight leasing increase due to increased business activities. 

The market, of course, is unlikely to return to the pre-crisis rates, however, the rate 

whose increase refl ects the gradual industry’s and economy’s development, is 

bound to the offi  cial rates and does not exceed the permissible level per year, and 

is thus aff ordable (eg, infl ation or the consumer price index, etc.).

The corporate profi ts’ growth in most companies shows their solvency increase 

as compared with the last year, which together with an activity increase and 

appearance of new business players on the market can provide an additional 

incentive to the trend that the level of new off er’s acceptance and the rental 

level will be higher.

The growth of retail premises will comprise 26% in 2012, according to 

Ernst & Young. Still experts speak about the shortage of quality off ers on 

the market. How much GLA does Kiev need today in order to meet this 

demand? Would not the constant increase of retail off ers lead to the case 

in logistics - when the proportion of new space was 33% in 2007, which 

oversaturated the market?

The value of the new off er that will have entered the market by the end of 2012, 

as it is forecasted by consultants, is the theoretical value, and only an assump-

tion about the number of new areas, based on the market data and the rates 

of facilities’ construction. Despite the positive trends, the majority of real estate 

projects are fi nanced with a large share of borrowed funds, which carries certain 

risks of term changes of facilities introduction to the market. Therefore, there is 

always a probability that the forecast contains a small inaccuracy.

Nevertheless, despite the probability of changes of the new off er’s scope in the retail 

sector, with all the forecasted premises, the market will still be far from saturation. 

In this case, we’re talking solely about professional shopping centers and do not 

take natural and other retail facilities and street retail into account. So maybe we will 

watch how empty the premises of the non- trading objects with a missing or poorly 

thought-out concept are with a maximum occupancy of the new shopping centers.

The question of how much retail premises are needed for Kiev now is rhetorical. It is 

rather diffi  cult to measure the level of an unmet demand, because we will receive 

the same forecasts that do not always correspond to the real situation on the 

market. Therefore, in this case, I would advise you to focus on rates of the countries 

with more developed economies, for instance, on the retail premises’ availability in 

the Eastern and Central Europe. As soon as our country’s patterns are close to the 

European ones, we can talk about the risk of the market’s oversaturation.

The pace of new commercial real estate constructions does not carry the risk of 

simultaneous entry of a large number of premises and, consequently, the risk of 

oversaturation and low occupancy.

Many experts say that Ukraine has a great potential for economic 

development, but it is poorly used or used in a wrong way. Do you agree 

with this statement?

Yes, I absolutely agree with it. The country has a truly enormous potential that 

we do not always use properly. Ukraine is a dynamically developing country, 

which is currently one of the most promising areas for investment. Despite 

the crisis in the eurozone, rather low Ukrainian estimates by the International 

Monetary Fund, certain political risks, and an uncertain course of its further 

development, our country’s economy still fi lls us with hope. A volume increase 

of potential investments by attracting them can be a powerful stimulus for 

economic and a whole real estate industry development.

Internal factors-characteristics of the local market, such as the almost complete 

lack of project fi nancing from Western banks, non-transparent legal and tax 

schemes, ineff ective support from the state, as well as «certain features» of 

doing business in our country defi nitely slow down the commercial real estate 

development. However, taking into account the potential market size, the

current and the forecasted demand rates, and a huge lack of professional real 

estate facilities in all the segments, our company’s experts believe that our 

country has great prospects.

And, if this potential is used in the most active and eff ective manner in the capi-

tal judging from the developer’s and investor’s activity, then such a promising 

region, like the Crimea, for example, is obviously undervalued and needs more 

investments and government support. I do not think that many countries can 

boast of having such a region with such climatic and geographical character-

istics, which will allow it to become a major tourist destination with proper 

planning and development even on the international arena.

Are there specifi c problems of consulting fi rms during the crisis? Does the 

demand for consultancy services «during the storm» increase or vice versa?

The problems and issues faced by consulting fi rms now are almost always the 

same, they are: competent pricing, maintaining market shares, the mechanisms 

for attracting and retaining customers, etc. However, they are more acute and 

require immediate response and a completely non-standard decision mak-

ing approach during the period of crisis and the unstable economic situation. 

Therefore, the period of 2008-2009 was quite diffi  cult for all the companies 

providing consulting services. It was a «survival test» for the small companies 

and the ones that did not go through the stage of market formation.

The time has shown that a lot of people had to leave. During the crisis, consult-

ing expenditures fall into the luxury category, a lot of potential customers had to 

abandon them or to revise their budgets radically by implementing various cost 

reduction programs.

Thus, all the consultants had to respond to the rapid decline in demand. The 

remuneration revision together with a low level of demand and the fi erce 

competition has become critical for a lot of people. This situation has become 

a challenge and an incentive for most large companies to strengthen their 

competitive benefi ts, market positions for showing fl exibility and innovative 

solutions. For example, the new types of services appeared as a part of our 

company, which were in high demand on the market at that time.

We participated in restructuring, cost reduction, real estate portfolio analysis, strat-

egies’ overhaul projects, etc. A more sound approach to pricing and a deep under-

standing of our customers has allowed business to keep the leading position.

4 stars – 15%

5 stars –10%

3 stars – 35%

Other – 40%

The structure of the hotel real estate market, depending on the category. Kiev, 2011

Source: Ernst&Young

Тотаl GLA in the beginning of the year 

th. sq. m.

New supply (GLA), 

th. sq. m.

Increase in supply, %

The dynamics of professional  retail GLA, Kiev

Source: Ernst&Young
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city images in the tourist albums. The city, which is 

attractive for tourists, is the city of pedestrians. Even 

in Disneyland, according to the polls, people spend 

only 4% of the time on the rides; the rest of the time 

is spent on walking».

The city without traffi  c jams
Continuing with the embankments’ issue Enrique 

admits: «In Kiev, on the contrary, more and more 

roads are being built near the river in order to solve 

the problem of traffi  c jams. I’m sure it will not solve 

the overload problem, because traffi  c jams are 

dependent on three factors: the number of vehicles 

and the number and length of trips. The number of 

roads is not included in this equation; three-level 

highways are built in China, and there are traffi  c 

jams on all three levels!».

Yes, new bridges and roads are necessary, but sepa-

rate roads for public transport, cycle paths, and city 

center car-entry restrictions are needed at the same 

time. «No one says that this problem can be solved 

overnight, it requires years and political, not architec-

tural solutions. For example, a serious infrastructure 

is needed to encourage a large number of people 

to use bikes. It is not too easy to separate lanes for 

buses, but it is possible in Kiev»,- assures the expert.

Summing up his lecture, Enrique Peñaloza said: 

«People preferred mobility rather than security in 

the twentieth century. We can only dream about 

a beautiful city where all people are equal. We can 

strive for having such a city. There cannot be too 

many transport solutions. The main thing is to answer 

the question «What is it, the city of our dreams?».

Embankment of Seine was turned 

into a beach and the pedestrian zone

The crosswalk may be the  

continuation of the footpath
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Impetus to the development
Firstly, let’s go back a few decades ago, when the 

Portuguese market was just beginning to take its 

modern shape. In the 80s of the last century, all the 

country’s retail trade primarily had a form of family 

business, and was conducted according to the old 

traditional plan. In 1986, Portugal became a full 

member of the EEC, and its retail started changing 

radically. The fi rst «victims» of the rapid develop-

ment of hypermarkets became grocery stores, and 

by the mid-90s more and more international brand 

stores appeared in the streets of the major cities - 

Lisbon and Porto. The fi rst modern shopping center 

(Amoreiras in Lisbon) and the fi rst hypermarket 

(Continente in Porto) were opened at the same 

time, in 1985.

«The Portuguese integration into the EEC was the 

main reason for the rapid retail development. We 

can say that the shopping centre format develop-

ment began duly both for the Portuguese economy 

and for the shopping centres development as a 

concept, in general» – admits the head of the Col-

liers International Portugal offi  ce in Porto Gustavo 

Antos Castro. 

Nowadays the Portuguese commercial real estate 

market is a well-developed industry, which is rep-

resented by a number of classic and innovative, yet 

unknown to the Ukrainian market formats. Accord-

ing to the data collected by the Colliers Internation-

al Portugal, the largest concentration of shopping 

centres is observed in two major cities - Lisbon and 

Porto. The major retail facilities are concentrated in 

these cities and in their neighbourhoods. How-

ever, this situation is clear - more than half of the 

country’s population lives here and thus these are 

among the richest regions in the country. 

Crisis trends
However, the Portuguese commercial real estate 

segment did not manage to escape negative eff ects 

of the global crisis, like the other countries’ markets. 

According to the CBRE records, the most diffi  cult 

year for the country was 2010, when only 76.6 thou-

sand square meters of leasable areas were placed 

on the market (it was the lowest pattern since 

2000). However, despite this, the pattern doubled 

in 2011. The experts admit that the industry on aver-

age falls behind the volumes, which was observed 

in the previous decade. The proof is, as the head of 

the Colliers International Portugal in Porto admits, 

the complete absence of major retail transactions 

in 2011.

Another trend of the Portuguese real estate 

market of this period is an increase of the diff er-

ence between the levels of rents for premium class 

shopping centers and lower class shopping centers. 

When the rental price per square meter remains the 

same for the retail facilities of high quality, all the 

other market players are forced to drastically reduce 

rental rates. As part of the same processes, rental 

vacations increased and other benefi ts were also 

off ered to the tenants.

External infl uence is also important for the coun-

try’s market. According to Gustavo Antos Castro, 

Portugal is strongly infl uenced by the IMF, and for 

this reason, the economy has been suff ering and 

the purchasing power has been reducing since 

2011. Naturally, the same thing happens with retail, 

because it depends more on the latter factor than 

the other segments.

Portuguese retail 
market: 
its past, present and future

Portugal is a country that attracts tourists from all over the world for its mild climate, original cul-
ture, exquisite architecture, and of course for its wonderful beaches on the Atlantic coast. Though the 
westernmost country in continental Europe can, of course, not only boast with the abovementioned 
patterns. A huge number of interesting highest-level shopping centers and complexes are located in 
Portugal. Not only the Portuguese themselves but also guests from many European countries rush to 
visit them.

What is the Portuguese retail market? What is attractive about it? The short Ukrainian Real Estate 
Club’s review contains the main stages of the industry’s development, its richness and factors, ena-
bling its successful development.
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Market saturation
Speaking about the Portuguese retail property market structure, it should be 

noted that 35% of the its companies, according to the Colliers’ data are interna-

tional, and this fi gure can be up to 50% in major shopping centers (depending 

on the franchise company’s country of origin).

The segment leaders, as noted by Gustavo Antos Castro remain Sonae Sierra, 

Chamartin and the MDC. Most of international stores are widely represented by 

companies such as Inditex, H & M, Fnac and Auchan. Many national companies 

are a part of the Sonae group. There are also some fast food chains, for example, 

McDonald’s and KFC. The stores of international premium brands are mainly 

located in Lisbon (Avenida da Liberdade), as well as in Porto, but, of course, to a 

lesser extent.

According to the CBRE’s report, one of the new members on the Portuguese mar-

ket in 2011 became BriCor, the home facilities brand, which is a part of the Spanish 

El Corte Ingles retail group. The fi rst shop (12 sq m) was opened in the town of Vila 

do Conde in the north-west of Portugal. In 2011 the UK SportsDirect brand was 

also placed on the market, which will be actively spread across the country.

The fi ght for supremacy in the supermarket sector keeps on going between 

Sonae and Jeronimo Martins retail groups, which always acquire new plots 

across the country. The main fi ght goes between their Continente (we remind 

that this is the fi rst hypermarket in the country) and Pingo Doce brands.

The new and familiar formats 
According to the CBRE’s research, the retail park concept has not shown much 

growth for three years. However, in 2010 two new objects of this format were 

put into operation, and, moreover, the well-known Sintra Retail Park was ex-

panded to 44,600 sq.m.

According to the same report, there is a similar situation in the outlet seg-

ment. In the beginning of the last decade, this concept demonstrated a strong 

growth, but since 2004 developers have stopped implementing new objects in 

this format. In 2009, the already existing Parque Nassica complex extended and 

changed its name to Vila do Conde The Style Outlet. There are currently only fi ve 

similar systems, with a total area of 156 sq. m.

However, the Neinver development company (which implemented the Parque 

Nassica project) has announced in 2012 its intention to build another outlet in 

the district of Faro in the south. According to the Colliers’ data, Algarve Outlet 

Center (GLA of 14 thousand square meters) can also be opened this year in the 

Algarve region (including the District of Faro).

Speaking about the new shopping centers, certain activity decay was observed, 

as only 76 thousand square meters of new premises were placed on the market 

in 2010. Although in 2011 the situation improved a little - two large objects 

were built: Forum Sintra (GLA 40,4 thousand square meters) in the west and the 

Aqua shopping centre (GLA 35,5 thousand square meters) in the south.

The openings of minimum two shopping centers are planned for the cur-

rent year: according to the Colliers, these will be Summerville in Algarve (60 

thousand square meters) and Dolce Vita in Braga (65 sq. m.), and perhaps some 

others. But, as the head of the Portuguese Colliers International Offi  ce Gustavo 

Antos Castro defi ned: «The list of the shopping centers that are planned to be 

introduced to the market (which is not limited just by the abovementioned 

ones) is likely to be cut due to fi nancial problems in the nearest future». 

Prospects
By assessing the prospects for the Portuguese retail real estate market, the Colliers’ 

expert noted: «As long as Portugal does not solve the defi cit problem and fi nd 

solutions to improve the GDP level, the unemployment rate in the country will not 

be reduced and the purchasing power will decline. It is believed that 2012 will be 

one of the most diffi  cult years, but the forecasts for the future are still optimistic. 

Most analysts predict that the expected growth will come already in 2013».

The CBRE experts suppose in turn that the retail market (especially the one 

of the shopping malls) in Portugal has come to maturity, thus investors and 

developers are expected to focus on reconstruction and expansion of existing 

facilities and not to build the new ones now. The number of international retail-

ers in the country urges that it is now the time to invest, in order to have strong 

positions by the time of Portugal’s full recovery from recession. This decision, 

according to analysts, is fair both for those who just want to enter the market 

and for those who seek to strengthen existing positions.

The shopping center of new generation 

Vasco Da Gama Shopping Centre

One of the most successful retail objects One of the most successful retail objects 

in Portugalin Portugal

Freeport Outlet – the biggest outlet Freeport Outlet – the biggest outlet 

center in Europecenter in Europe

Cascai Shopping - an example of Cascai Shopping - an example of 

successful redevelopemnt of the successful redevelopemnt of the 

shopping center.shopping center.
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Whatever you do, you need to do well, 
even when committing a frenzy.

Honoré de Balzac

Having a significant experience the company 
completes a professional construction of 
required by the market projects with different 
functionality in commercial real estate segment 
using modern technology that provide new 
level of quality. Thanks to highly professional 
teamwork Ukrbudcontract company has in its 
portfolio more than 400 thousands sq.m. of 
completed projects.

WE ONLY DO WHAT WE CAN 

DO BETTER THAN ANYONE

22 Rybalskaya Str., Kyiv, Ukraine, 01011
Phone: 044 498-64-51 (52,54), Fax: 044 498-64-56
http://www.ukrbudcontract.com

UKRBUDCONTRACT


