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Residential Market
December 2009

The end of December is a special time which is simul-
taneously the end of the whole passing year; it makes
us summarise not only the last but also all twelve
months of the ending year. In this case summing up
seems to be even more needed as in December itself
not many turning points for our residential market took
place. Only the predictable happened — the market has
been aiming at balance (which has been obvious and
expected in terms of the theory, but it is known that the
practice sometimes alters the theory) and this has
been a consistent process for the last ten months.
The average price of flats is still falling, which is the
result of developers’ reaction to the phenomenon
frequently (and much too often) called a “crisis”.
However, this fall is not the effect of a cut in prices of
individual flats and mainly derives from the change in
the market composition. Due to the fact that the price
became the major criterion according to which buyers
choose their flats (although, in spite of appearances,
it has not been always like that), producers of flats
were forced to react to this situation. They started
putting up for sale cheaper flats from the popular seg-
ment which were more available for clients. This is the
major reason of a fall in the average price of flats on
offer in the biggest cities in Poland.

However, this is only the description of the result, it is
worth to see the origin of these events. So, the section
of 2009 comprises a sequence of turbulent changes
surprising for many observers. January was still
a month of sales troubles; developers called this period
the worst time in the history of the developer's market.
At the time when credits suddenly disappeared from
the market — it was even said that the funding would
not be paid with the promise of a loan signed —
demand collapsed suddenly and severely. This is true
that this deterioration had already taken place in the
fourth quarter of 2008, but its effect in the form of
a very low sale remained. Developers who were stuck
in the pile of unfinished investments had a hard nut to
crack as in this industry it is impossible to react on time
e.g. within one month. The only action that they could
take in that difficult situation (very high supply with
demand at a minimal level) is the sale of flats on condi-
tions much better than those offered by the competi-
tion. In some cases in meant a “free garage”, in others
willingness to negotiate the price reducing it by even
more than 20% of the offer price. We could observe
such a market at the end of 2008 and beginning of
2009, in the period when we can say the market was in
the “doldrums”.
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However, this was only a temporary situation. Fore-
casts saying about further falls reaching up to 50%
of the initial price were coming from all directions.
Nonetheless, a few facts contradicted these black
scenarios; in the end it occurred that nearly every
developer held the beginning of investments planned
in 2009. In addition, the actual price that was regis-
tered at that time was a few or a dozen or so percent
lower that the official offer price — this was a time for
shopping with the consideration of substantial nego-
tiations and extras. Besides this, a high amount of
money was transferred from various places to bank
deposits which was encouraged by a high interest
rate in the very uncertain last quarter of 2008. Only in
the last three months of 2008, 30 billion zlotys was
transferred to bank deposits; it was the biggest rise in
the long history of the previous months. It should
have been worked out that banks would not be able
to offer such a high interest in the following periods;
part of this money came back to the market, includ-
ing the residential market. These are the main factors
the analysis of which enable redNet Consulting deny
the theories saying about further falls.
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AVERAGE PRICE OF A FLAT IN SEVEN MAIN
CITIES

LEGEND:
= Average offer price — the average price per
sgm of all flats on offer in developer projects put up for

sale, as of 29th day of each month

Average price of flats sold — the average
price per sqm of flats sold in the last three months



During the conference organised in January 2009
a thesis saying that the first quarter of 2009 was the
best period for buying a flat was presented. The poten-
tial to make the actual price (the price after consider-
ing all discounts) still fall was very low — especially
facing the changes in demand and supply forces.
Beginning with February the sale of flats started grow-
ing and later accelerated and finished the first quarter
with the sale twice as high as in the worst last quarter
of 2008. The following facts contributed to this: much
more attractive developer’s offer and the retransfer of
money from bank deposits (developers noticed a rise
in the share of cash in financing purchases).
The spring shopping time is always more intensive
than other seasons; it is a time for fairs constituting
a response to an increased willingness to purchase
flats.

During the last spring the level of sale became
stronger which resulted in the fact that over 1,800 flats
were sold in the Warsaw market in the second quar-
ter, which absolutely was not a result of the crisis.
At that time when developers’ selling offices were
visited by more and more people, a kind of a reverse
tendency took place. Instead of increasing the promo-
tional actions and discounts granted in transactions,
generally speaking sellers started to decrease
the range of cuts in prices. The willingness to grant
discounts falls with each flat sold. This process has
been observed until now; it is said that on a balanced
market the price discount should amount to about 3%
of the value of a transaction. We expect that this is
the state that the present situation is aiming at.

A large number of completed flats, with the most
attractive units disappearing from the market
(two-room dwellings are the most attractive once),
forces clients to continue their shopping. The holiday
months were especially surprising when the level of
sale was similar to May and June. The sale during
holidays is usually lower than in spring and autumn.
It shows that having eliminated its seasonal nature, an
upward trend was maintained on the market. More-
over, in the opinion of some developers holiday period
2009 was a better time for selling than holidays during
the bull market. This is a very positive signal which
allows us to think optimistically about the other part of
the year. And in fact September, October and

November were the months when the sale was really
reborn. Apparently, better results (twice as high sale as
in the first months of the year) were stimulated by
relaxation of banks’ credit policy; again one could
count on a loan for 100% of the value of a real estate,
competitive margins and a lack of commissions.
Providing a loan for flats allows for changing the poten-
tial demand into the effective demand.
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Residential needs are still very high, still estimated for
far more than a million units within the country, thus
further motion in the market should be expected.
As usually December is a slightly shorter month due to
the holiday breaks, but the sales results are still satis-
fying. Potential buyers watching the offer can see how
the most popular completed flats are disappearing,
including the most looked-for two and three-room
once; the price however is not falling which forces
the conclusion that holding the decision on purchasing
a flats further has no point.

The average price of flats available on offer in seven
main Polish cities levelled at the level of 7,714 z /Im?
and was by 0.9% lower than in November. Its fall,
although slight, is still continuing indicating every day
a better adjustment of the developer’'s offer to market
expectations. Currently new projects are put up for
sale, mainly from the popular segment. It is the
response to the needs largely based on willingness
to purchase at a lower price accepting a lower than
previously standard.

Price situation in individual cities is as follows:

5432 5123 -5,7%
7866 6975 -11,3%

5534 5228 -5,5%

7227 6897 -4,6%

6934 5928 -14,5%
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! 8106 6816 -15,9%
s 8210 7614 7,3%
Bk & 828 5781 -15,3%
e 5006 4696 -6,2%
e 2N 7714 7026 -8,9%



The average price of flats sold has been maintained at
practically the same level since the beginning of 2009.
In December it amounted to 7,026 z /m2, which indi-
cates a fall of about 0.1% in relation to the previous
month. In general, the market in 2009 had a very diffi-
cult task to manage as it started with the situation
when demand and supply completely failed to meet
each other. However, thanks to adequate factors
depicted above we can observe a very positive trend of
developers’ expectations approaching the customer
possibilities.
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Changes are also visible on individual markets.
Although we can still observe discrepancies between
the average offer price of flats and the average price of
flats sold, the differences are much smaller than at the
beginning of the year. Buyers still choose cheap flats —
cheaper than the average offer price. In December the
largest disproportions could be seen in Wroc aw
—15.9%, and in the Tri-City -15.3%. Especially in the
Tri-City, where the number of transactions concluded
is relatively high, a substantial disproportion results
from the sale of a large number of cheap units; this
lowers the average price of flats sold and at the same
time increases the average price of flats remaining on
the market. Cities where the two average prices were
closest to each other were Pozna , 6d and Warsaw.
Again we have recorded a growth in the average price
of flats sold on the majority of markets. Keeping
the price of flats at the same or higher level shows
a stable buying potential. In the present situation it is
a very important indicator since the buying power
depends on the strength and efficiency of demand.
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Moreover, it is clearly visible that there are such cities
like Katowice (+4.7%), Pozna (+1.7%) and Warsaw
(+1.3%), where correspondingly more expensive flats
are being sold than in the previous month (November).
The average offer price has fallen much more clearly,
which is actually a continuation of the trend started in
the first quarter of 2009. The biggest fall was recorded
in Warsaw — of 1.9% in comparison to November,
which proves the best effectiveness of the capital city’s
market. The finished fourth quarter lets us notice
an increased motion in the scope of new investments;
at the beginning of the year redNet Consulting forecast
that from among all projects planned in the year 2009,
not more than 20% of them would be began. Today
we know that the prognosis was right, nonetheless,
the majority of those investments were started in the
second half of the year, with a significant share in the
last quarter.

One year, which is 12 months, maybe is not a long
time from the point of view of the real estate market
(from this perspective it is a very short period), how-
ever, apparently, a lot may happen. Beginning the new
year a question arises: how the situation will change in
the next 12 months. The answer to that can be looked
for in the current events. After 2009, the year which
surely can be called the time of stabilisation, the time
of approaching two opposite market sides, demand
and supply, we cannot certainly expect the come-back
of the bull market or double-digit changes in prices
within for example a quarter. However, we can be sure
that residential projects currently prepared and put up
for sale will contribute to the process of balancing the
situation. During the bull market the gross of projects
were from the higher-standard segment; nevertheless,
the normal composition comprises the majority of flats
from the popular segment (the cheaper once), a lower
share of flats of a higher standard and a small nhumber
of really luxurious projects. Therefore, a change in the
structure of the offer is expected. It may result in lower-
ing the average price of flats not because of cutting the
price of individual offers, but due to the share of offers
from the popular segment.

In the first half of 2010 we can expect further increase
in the number of transaction. The main determinant in
this case will be the issue of the availability of mort-
gage loans, but for many reasons (low interest rate,
improvement of the situation in the interbank markets,
leaving the crisis of financial markets behind)
an improvement in this respect should be expected.
A better adjustments of the offer will result in an in-
crease in market liquidity but not a growth in prices.
In fact a rise in price may take place not earlier than in
the second half of 2010, but its volume will vary
between 4 and 5% depending on the segment and
location.



