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CBD Fringe Office Market Overview 

 

Key Points 

 

The St Kilda Rd, Southbank and Docklands office markets posted $733 million in 

sales in the year to June 2008, with Savills tracking 18 transactions over $2 million. 

 

The latest vacancy figures for St Kilda Rd show a vacancy rate of 6.9% on the back of 

positive net absorption of 17,677 square metres over the past year. The latest 

vacancy figures for the Docklands and Southbank precinct show a low vacancy rate 

of 2.3% on the back of 84,491 square metres of net absorption in the year to June 

2008 and 67,740 square metres of net new supply. 

 

Rental growth, as predicted, was substantial with net effective rents for A Grade up 

24% and B Grade up 20%. 

 

The Melbourne CBD fringe office markets have weathered a substantial construction 

cycle with demand and supply well balanced. Current office space requirements in 

the market total almost 100,000 square metres. With more than 50 identifiable 

development sites in and around the CBD and economic rents achievable, it is fair to 

say this development cycle is not finished yet. It should be noted, recent increases in 

the costs of funding and construction have substantially increased economic rents. 

 

The number of development sites leads us to believe there will be growth in current 

market net effective rents for Grade A space over the next decade commensurate 

with growth in construction costs.  

 

Major investment opportunities in the Melbourne fringe office market are presented in 

the reversionary income upside in existing buildings and new office developments.  

http://www.savillsresearch.com.au
http://www.savills.com


Melbourne Fringe Office Market

Introduction 

The St Kilda Rd office market contains 753,897 square metres of lettable space. Of this, 

approximately one-third (236,637 sqm) is of Grade A quality, 344,269 square metres of Grade B 

quality and the balance (172,991 sqm) Grade C and Grade D.  

The Southbank and Docklands office markets contain 660,428 square metres of lettable space. Of 

this, approximately two-thirds (416,554 sqm) is of Grade A quality, 173,554 square metres of Grade 

B quality and the balance (70,320 sqm) Grade C and Grade D.  

Throughout this document rental rates reflect single, whole floor, net effective, mid-rise rental rates 

unless specifically otherwise stated. Discounts and premiums exist for low and high rise space and 

for significant occupiers. From a low base of $100 net per square metre in the mid-1990 s, mid-rise 

Grade A St Kilda Rd office effective rents recovered to reach a high of $195 per square metre in 

2002. Following the announcement of the addition of some 400,000 square metres of office space 

in and around the CBD, Grade A rents fell to a low of $180 per square metre. Rents have more 

recently recovered to around $255 per square metre.  

From a financial perspective, the Victorian economy is a $250 billion powerhouse which is forecast 

to grow by $28 billion over the next three years. This growth is fuelled by the state s 5.2 million 

people, similarly population is forecast to grow by 200,000 over the same period. Economic growth 

is also underpinned by the ongoing resources boom. Melbourne is the traditional corporate 

headquarters of mining companies and their associated support industries and the strength of this 

sector is more evident in Melbourne than any other CBD in Australia.  

One of the major benefits of the strong economy for investors is an office vacancy rate under 4%. 

This rate has halved and rents have doubled even in the face of construction of more than 1 million 

square metres of office space. Ongoing and pent up tenant demand will continue to provide strong 

and consistent rental growth from a base substantially lower than other CBD office markets in 

Australia.  

From the negative net absorption endured in 2002, the St Kilda Rd office market has experienced 

positive net absorption in recent years with the vacancy rate falling from around 13% to 7%. Over 

the past twelve months the St Kilda Rd office market had positive net absorption of 17,677 square 

metres and consequently a fall in vacancy to 6.9% or 52,165 square metres.     



Melbourne Fringe Office Market

Current Vacancy 

The CBD fringe office markets have weathered a substantial increase in supply and are currently 

enjoying lower vacancy rates than many predicted five years ago. The following vacancy rates now 

apply:  

St Kilda Rd Vacancy Rates 

 

July 2008 

Grade Stock Vacancy 

 

Vac. %  Jul-08 Vac. %  Jul-07 

Grade A 236,637 23,452 9.9% 9.2% 

Grade B 344,269 17,084 5.0% 9.9% 

Grade C 168,902 11,523 6.8% 8.6% 

Grade D 4,089 106 2.6% 8.2% 

Total 753,897 52,165 6.9% 9.4% 

Source: Property Council of Australia/Savills Research  

Southbank/Docklands Vacancy Rates

 

July 2008 

Grade Stock Vacancy 

 

Vac. %  Jul-08 Vac. %  Jul-07 

Grade A 416,554 7,191 1.7% 4.7% 

Grade B 173,554 4,238 2.4% 8.5% 

Grade C 67,238 3,185 4.7% 8.0% 

Grade D 3,082 420 13.6% 14.6% 

Total 660,428 15,034 2.3% 6.0% 

Source: Property Council of Australia/Savills Research  

The vacancy rates belie the fact there are only two large tenant options available in the fringe CBD 

office markets. A tenant requiring 5,000 square metres of office space on the fringe has no existing 

options in Southbank, Docklands and St Kilda Road from a total of 223 buildings. A tenant requiring 

2,000 square metres of contiguous space has four options from 223 buildings 

 

all four in St Kilda 

Rd and none in Docklands.  



Melbourne Fringe Office Market

  
St Kilda Rd Office Vacancy by Precinct July 2008  

Grade Stock Vacancy 

 
Jul 2008 

Percentage 

Jul  2007 

Percentage 

2,000sqm 

option 

5,000sqm 

options 

City 283,655 14,453 5.1 9.7 1 from 68 0 

Mid 318,135 29,103 9.1 8.4 3 from 34 0 

Junction 152,107 8,609 5.7 11.0 0 from 19 0 

StK Rd only 521,458 39,729 7.6 10.8 4 from 59 0 

Source: Property Council of Australia/Savills Research   

Southbank & Docklands Office Vacancy July 2008  

Grade Stock Vacancy 

 

Jul 2008 

Percentage 

Jul  2007 

Percentage 

2,000sqm 

option 

5,000sqm 

options 

Southbank 370,258 7,786 2.1 4.4 0 from 85 0 

Docklands 290,170 7,248 2.5 9.5 0 from 17 0 

Source: Property Council of Australia/Savills Research   

Vacancy By Precinct 

 

July 2008                     


