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The report briefly discusses the current situation at the St. Petersburg real estate development market and outlines opportunities for U.S/ firms in this sector. 
 
UPDATE ON REAL ESTATE DEVELOPMENT IN ST. PETERSBURG 
 
1.  The real estate market is one of the most rapidly developing sectors of the local economy in St. Petersburg.  Between 2000-2003, real estate prices increased almost 150 percent and continue to rise.  Developers indicate that the major factor influencing the current real estate market are, a lack of land plots for new construction projects and soaring demand for residential real estate generated by both end-users and investors.  Real estate analysts estimate the share of investment sales is up 30 percent, and is expected to continue to grow.  Recently, investors in St. Petersburg real estate have realized earnings of as much as 60-70 percent annually. 
 
2.  For several years following the financial crisis of 1998, construction companies in St. Petersburg were building approximately 1 million square meters of new residential space annually, in 2001-2003 this index has grown drastically to 1.75 million square meters (approx. 17.5 million square feet) of new constuction in 2003.  The increase in building was generated by a sky rocketing demand for new apartments, and  a lack of other investment opportunities for many Russian investors.  Still, demand is ahead of supply, and prices have grown threefold over the period 2001-2003, and continue to grow at a pace of approximately 3-4 percent per month.   In the first quarter of 2004, residential prices increased 15 percent.
 
3.  Although demand on the market is prevailing over supply, 50 percent of sold apartments are small (approximately 400-500 square feet), 30 percent are between 500-800 square feet and only 20 percent are over 800 square feet.  The smaller apartments are bought by young individuals who are not yet financially capable of buying larger apartments and constitute the largest segment of the market.   The current retail price for new apartments starts from $ 90 - 100 per square feet of unfitted space, while elite apartments are sold for $300 – 500 per square feet.  
 
4.  There is a lack of available funds due to the undeveloped mortgage system in Russia.  The Russian federal government is working to create improvements that would encourage banks to lower mortgage rates, which are currently varying between 10-12 percent.  However, bank analysts do not believe that this system can be created, nor risks reduced in the near future due to imperfect legislation and, non-existent credit records of potential borrowers.   
 
5.  Unavailability of inexpensive bank loans for real estate development projects force developers to demand that buyers pay for apartments before the building is completed.  Thus, buyers act as co-investors of new construction.  The consumer rights of such buyers are not protected; as a result fraud often occurs in this market sector.
 
6.  One of the major problems for developers limiting further growth of the market is a lack of land plots in the city, especially in the central, most expensive section of the city.  The situation is somewhat of a paradox since residential areas occupy only 7 percent of the city.  The city center is still home to many industrial enterprises which are not successful, but continue to exist by letting their space to commercial and retail renters.  Also, many areas require modernization of utility networks.  The local government is making an effort to force ineffective industrial enterprises from the center of the city, and to attract investors in relocation of industrial facilities and modernization of utility infrastructure. The high cost of such projects deters potential investors, however, we are aware of cases where developers acquired ineffective factories and renovated these sites into attractive residential or commercial properties.
 
7.  The commercial real estate market in St. Petersburg is also on the rise.  In 2003, developers commissioned 1.2 million square feet of office space.  This space was predominantly in the upper medium market sector (renting for approximately $40 per square feet annually).  Office rental rates have grown 10-15 percent from 2003-2004, and investors continue to consider commercial space development projects.  The retail real estate market is also booming.  Last year developers commissioned 3 million square feet of retail space, and currently, over 10 million square feet of retail space is being developed.   
 
8.  St. Petersburg is known as one of the most popular tourism destinations in the world.  The number of foreign guests visiting the city is growing approximately 10 percent annually and exceeded 3 million in 2003.  Local tourism officials and business analysts believe that the faster growth is limited only due to undeveloped tourism infrastructure, especially the inadequate number of quality, moderately priced, hotel rooms.   Occupancy at both high-end and economy hotels is booming.  Consequently, the fastest growing real estate sub-sector is small hotel (approx. 20 rooms) development.  In 2003, twenty new small hotels were put into operation, and currently the total number of such facilities in St. Petersburg is between 60-70, with approximately 1,400 rooms.  Investors, having no access to extensive international financing, focus their efforts on this sector and are quite successful.  Analysts believe that the small hotel market has great potential and expect continued growth in 2004-2005. While the high-end sector is close to saturation, there is a considerable demand for mid-level hotel rooms.  According to industry analysts, the current demand for quality hotel space is 30,000 beds in addition to the 30,000 existing beds.  Also, constantly growing real estate prices make return on investments in the St. Petersburg hotel market very profitable. 
 
9.  U.S. firms are encouraged to examine St. Petersburg's real estate market and to consider participating in existing projects or developing their own.  Real estate development in St. Petersburg show great potential.  Although it requires significant investment and effort, the profits vary from 30 to 120 percent annually on investments in development.
 
U.S. Commercial Service Programs
 
Let us work for you by using our Gold Key Matching Service and visiting our website.  The Gold Key Matching Service offered by the U.S. Commercial Service in Russia (CS), is designed to be the most cost effective means for American exporters to enter the important and complex Russian market. The program aims to make the clients' time in Russia as productive as possible. A full schedule of business meetings (generally 4-5 meetings/day) with potential agents, distributors or joint venture partners will be organized by our experienced staff who will accompany the client and share their industry sector knowledge and insights. We can provide the following logistical support if requested: Hotel reservations - $50. We will make and confirm reservations at selected hotels at US Embassy discounted rates. The hotel will provide a letter of invitation with which the client applies for a Russian visa. Airport pick-up - $50. Airport drop-off - $50. Ground transport to business meetings - $225 per day. Interpreter services for business meetings - $240 per day. A/V Equipment rental - $150.  
 
Alternatively, you may be interested in our International Partner Search (IPS).  Upon ordering an IPS directly from us or through one of our U.S. regional offices, we will respond within 15 working days of receiving all necessary materials by providing the contact information of 10 potential buyers, distributors, or agents who are interested in your products. Basic cost of an IPS is $480.  If you need to conduct due diligence, our $500 International Company Profile (ICP) can help you determine whether an overseas company or individual is a suitable potential trading partner. Drawing on local resources, we will send you a report including factual data and our evaluation to help assess risk, reliability and capability. Your report will also include a comprehensive Dunn & Bradstreet report and details about your potential partner's management, business activities, product/service lines, financial condition, credit-worthiness, trading experience, market coverage, and business connections.   
 
Finally, our Contact List Service ($100) provides a list of at least 10 quality contacts, with contact information verified, but whose interest in your specific product has not been vetted. For more information, please refer to our website: ww.buyusa.gov/russia/en or contact: 
 
Alexander Kansky, Commercial Specialist
The U.S. Commercial Service 
St. Petersburg, Russia
Tel: +7 (812) 326-2581; Fax: +7 (812) 326-2561
E-mail: alexander.kansky@mail.doc.gov
http://www.buyusainfo.net/info.cfm?id=124921&keyx=5B6A65E77E80C33E2CD2D33DB8A5C0D9&dbf=imi1&loadnav=no
 
 
