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Suburban Office Overview 

 

Key Points 

 The Melbourne suburban office market posted just $83 million in sales in the nine 

months to September 2008, with Savills tracking 13 transactions over $2 million. 

This is one quarter the $348 million transacted in the previous corresponding 

period and one third of the ten year average of $251 million. 

 The vacancy rate in the suburbs is generally stable at 5% however there is 

significant supply about to be delivered to the city fringe office market. 

 Total office stock in Melbourne’s suburbs now stands at 2,667,000 square 

metres. Tenant demand has been robust in the suburbs with substantial net 

absorption (like the CBD). 

 Almost 210,000 square metres of office space is under construction in the 

Melbourne suburbs. This adds to the 180,000 square metres completed over the 

last two years. 

 With no substantial shortage of commercial development sites in the suburbs, 

rental growth is expected to be limited over the next two years and show growth 

thereafter commensurate with changes to the cost of construction. 
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Introduction 

The Melbourne suburban office markets contain approximately 2,667,000 square metres of office 

space. Approximately two thirds of the office space are of Premier or Grade A quality and the 

balance Grade B, Grade C and Grade D. 

 

Throughout this document, rental rates reflect single, whole floor, net effective rental rates unless 

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

occupiers. 

 

Pre-commitment net face rents in the suburbs, due in part to the abundance of development sites, 

range from $220 to $340 per square metre per annum. The range is wide, reflecting location and 

specification differences. Suburban office net effective rents for existing Grade A space now range 

between $205 and $305 net per square metre per annum. It is worth noting incentives are usually 

confined to a rent-free period plus a fit-out contribution equivalent to approximately 10% of net face 

rentals. The amount of incentive is more reflective of lease term than location. 

 

As in other office markets around the country, demand for Melbourne’s suburban office space was 

strong in 2000 and 2001. This situation changed in 2002 and 2003 when the suburbs had negative 

net absorption for the first time since 1993 due mostly to a mild economic downturn and partly to 

consolidation by some companies, such as Fujitsu into the CBD and Docklands. Recently, net 

absorption has strengthened with 55,000 square metres recorded during 2007, although leasing 

activity has slowed somewhat throughout 2008 reflecting the uncertainty reverberating throughout 

the world economy.  

 

Melbourne’s suburban office precincts are occupied by technology, communications and business 

services sector tenants. There is also a strong presence of Federal, State and Local Government 

service delivery. The finance and insurance sector is also well represented with insurance agents, 

accountants and financial planners prevalent. The East and South-East house 60% of suburban 

office space whilst the city fringe (excluding St Kilda Rd, Southbank and Docklands) houses 30%. 

The Northern and Western suburbs house 10% of suburban office space, occupiers confined 

almost entirely to government service delivery. 

 

Although activity has slowed somewhat in 2008, face rents are expected to remain around current 

levels through 2008 and into 2009 and show growth over the next five years commensurate with 

changes to construction costs.�
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Vacancy 

The majority of vacancy falls in the outer east of Melbourne (approximately 10% of local NLA) 

where a large amount of speculative construction has occurred. Most other suburban office 

precincts are enjoying vacancy rates of 5% or less. Substantial new construction in the city fringe is 

expected to see vacancy rates rise over the next year. However, current vacancy rates compare 

with those in the CBD of 3.5% or 120,000 square metres, Southbank/Docklands of 2.3% or 15,000 

square metres and St Kilda Road with 6.9% or 52,000 square metres of vacancy.�

 

New Supply 

New construction continues in the suburban office market with 205,372 square metres of projects 

currently under construction. A total of 16 projects were completed in 2007 containing 66,045 

square metres. This adds to the 111,384 square metres completed in 2006. Amongst buildings 

currently under construction are 436 Johnston St Abbotsford,  576 Swan St Richmond and 35 

Elizabeth St Richmond. 

 

The supply of office space to the suburbs has been consistent and strong for over a quarter of a 

century. Whilst the CBD and surrounds withdrew space for conversion to alternative uses, demand 

and construction continued unabated in the suburbs. There are several reasons for this. The 

suburbs build smaller, simpler buildings which are faster to complete than those in the CBD. The 

supply tap can be turned on or off very quickly according to demand. Conversions to alternative 

uses such as hotel or residential are less likely so withdrawals are less. 

 

Net New Supply, Withdrawals and Refurbishment 

Period CBD Total NLA (sqm) Fringe Total NLA (sqm) Total NLA (sqm) 

Mar-80 to Dec-88 543,969 322,030 865,999 

Mar-89 to Dec-94 987,161 278,588 1,265,749 

Mar-95 to Dec-00 -316,290 -64,410 -380,700 

Mar-01 to Jun-08 334,467 323,931 658,398 

               Source: Savills Research 
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Office Supply 

The table below highlights many (but not all) new suburban office buildings introduced to the 

market since January 2007: 

 

New Supply 

Address NLA Building Comments 

CITY FRINGE 

43 Elizabeth Street, Richmond 11,700 New Speculative – Part Pre-commitment to Moet 

543 Bridge Road, Richmond 3,700 New Speculative 

40 River Boulevard, Richmond 6,140 New Pre-commitment by BAE 

322 Clarendon Street, South Melbourne 3,500 New Austereo 

395 Royal Pde, Parkville 13,200 New Precommitted to Monash University 

406 Victoria St, Brunswick 1,200 New Pre-commitment to State Government 

EAST 

93 Railway Rd, Blackburn 5,000 New Speculative 

110 Church St, Hawthorn 2,700 New Speculative 

5-9 Burwood Rd, Hawthorn 5,100 New  

19 Shierlaw Ave, Canterbury 1,707 New Speculative 

SOUTH AND SOUTH EAST 

10 Yarra St, Richmond 5,664 New  

799 Springvale Rd, Mulgrave 5,400 New Strata. Speculative. Under construction 

Lot G Compark Crct, Mulgrave 4,500 New Speculative 

162 Somerville Rd, Hampton 2,297 New Speculative 

1341 Dandenong Road, Chadstone 7,800 New 

Speculative – Part Pre-commitment to 

Developer 

2 Chifley Dve, Mentone 6,700 New Pre-commitment to Simplot 

195 Wellington Road, Clayton 3,150 New Canon 

19 Claremont St, South Yarra 2,100 New  

NORTH AND WEST 

7 English St, Essendon 3,977 New Pre-commitment to Linfox/Armaguard 

Source: Savills Research 
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The information in the table above gives an interesting insight into the current state of the market. 

Many corporate tenants have pre-committed to new buildings including Canon, Coffey and BAE 

Systems. Substantial corporate occupancy has made up 50% of the suburban office construction in 

the table above.  

 

The other interesting trend is the construction of strata office space. The construction of strata 

office space is appealing to the market on a number of levels including investor demand, owner-

occupier demand from smaller businesses and from the developers’ point of view as they are able 

to pre-commit a portion prior to commencement, sell down during construction and even retain 

some post-completion. This is tax and finance efficient and can substantially de-risk a project. 

Whether the market requires this amount of strata space or whether it makes for a good investment 

is a different question altogether. 
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Leasing Demand 

Reported leasing activity in the suburban office markets of Melbourne indicates an active market.  

Source: Savills Research           n/a = Not Available / Confidential 

 

 

Date Address Area (m 2) Rent ($/m 2) Lessee 
Sep-07 610 Victoria St, Richmond 6,200  n/a BAE Systems 

Oct-07 658 Church Street, Richmond 1,077  n/a Uecomm 

Nov-07 133 Burwood Rd, Hawthorn 6,300  n/a Amcor 

Nov-07 133 Burwood Rd, Hawthorn 2,600 n/a Carsales.com.au 

Nov-07 45 The Centreway, Mt Waverley 4,000  n/a Australia Post 

Nov-07 355 Ferntree Gully Rd, Mt Wav 2,000                175N  Smith & Nephew 

Nov-07 15 O'Sullivan Rd, Kew 1,500  n/a Undisclosed 

Nov-07 222 Park St, South Melbourne 1,207                230N  Undisclosed 

Dec-07 501 Blackburn Rd, Mt Waverley 1,800                220N  Alinta 

Dec-07 597 Blackburn Rd, Mt Waverley 2,200                200N  ABB Steel 

Dec-07 597 Blackburn Rd, Mt Waverley 800                220N  Biota 

Mar-08 35 Cotham Road, Kew 900 295N Skilled Group 

Mar-08 111 Cecil Street, South Melbourne 1550 325N Mitenalls 

Mar-08 14 Prospect Street, Box Hill 3,220 330G B & B Prime Life 

Apr-08 195 Wellington Road, Clayton  240N Colliers 

Apr-08 6 Compark Circuit, Mulgrave 3,190 220N Johnston & Johnston 

Apr-08 658 Church Street, Richmond 1,800  270N  Uecomm 

Apr-08 21 Goodwood St, Richmond 1,500  270N  S2F Architects 

Apr-08 650 Bridge Rd, Richmond 600  270N  Amberwise Consulting 

Apr-08 192 Burwood Rd, Hawthorn 500  240N  Reed Construction Data 

Apr-08 192 Burwood Rd, Hawthorn 564  240N  Reliance Petroleum 

May-08 1 Hoddle St, Richmond 1,300  250N  Aust Community Support 

May-08 2 Luton Lane, Hawthorn   Telstra 

Jun-08  Palmer Pde, Cremorne 5,000  350N  Sussan Corp 

Jun-08 Blackburn Rd, Glen Waverley 662  270G  Villa Maria 

Jun-08 Blackburn Rd, Glen Waverley 500  270G  Intercad 

Jun-08 Blackburn Rd, Glen Waverley 520  270G  Rhodes Automotive 

Jul-08 110 Church Street, Hawthorn 650 285N Proctor & Gamble 

Jul-08 35 Elizabeth Street, Richmond 800 303N Moet Henessey 

Jul-08 22 Compark Circuit, Mulgrave 975 230N FRM Management 

Sep-08 33 Lakeside Drive, Burwood East 6,031 235N Reece Plumbing 
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Melbourne Suburban Office Net Absorption 1997-2007 (sqm) 
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Sales Activity 

Savills monitors office property sales activity of buildings with a sale price of greater than $2 million. 

A total of $83 million of office property has been reported sold in the nine months to September 

2008. This compares with $348 million reported sold in the previous corresponding period. 

 

Melbourne Suburban Office Sales by Year ($m)
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Source: Savills Research  

The turmoil in global credit markets that began in the middle of 2007 has continued well into 2008. 

There have been a number of aspects to this, including a general widening of credit spreads and 

private borrowers continuing to experience difficulty in accessing capital markets. As a result of this 

tightening, money market term funding costs remain significantly higher than they were before the 

turmoil began and are at spreads which are prohibitively wide. 

 

Over the past 9 months to September 2008, the AA corporate bond spread above the 10 year bond 

rate has moved by 200 basis points from a 50 basis point premium to a 250 basis point premium.  

In addition, the Reserve Bank moved the official cash rate from 5.50% in May 2006 to 7.25% at 

March 2008 reflecting a shift of 175 basis points. More recently, the Reserve Bank have decreased 

official interest rates by 125 basis points and are expected to continue decreasing official rates. 

Even in light of falling interest rates, the spreads have remained prohibitively wide, effectively 

choking demand for credit. The slump in demand for credit is widely touted as the major 

contributing factor to an economic slowdown in Australia. 
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This increased cost of debt finance, coupled with more stringent lending criteria, has reduced the 

number of potential purchasers of property assets therefore reducing competition in the market 

place. 

 

The global financial turmoil has not been confined to debt markets and is reflected most obviously 

in a decline in world equity prices. The primary drivers have been the ongoing write-downs of credit 

exposures by major global financial institutions, the increasing cost of debt and increased concerns 

about the US and global economic outlook. Equity markets in the major industrial economies, which 

includes Australia, have fallen back to around the levels of 2005. 

The rate of growth in the Australian economy has begun to slow, weighed down by lower 

consumption, a weak housing market and falling business investment. A substantially more difficult 

international environment is compounding the effects of higher domestic interest rates in 2007 and 

early 2008. A decline in the rate of business lending, coupled with high interest rates and fuel 

prices and sharemarket turmoil has seen both business and consumer confidence collapse.  

Prospects for Australian GDP growth were being revised down substantially prompting the 

Australian Government to announce a $10.4 billion economic stimulus package designed to buffer 

the economy and add approximately 1% to GDP growth in 2009. 

 

The world economy is slowing dramatically and it appears likely that global growth will be well 

below the long term average in 2009.  This deterioration can be expected to dampen demand and 

activity in Australia. 

 

Purchaser Type 2007 ($578 mill) 

Trust, 13%

Developer, 14%

Private Investor, 
27%

Owner 
Occupier, 10%

Fund, 35%
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Major Melbourne Suburban Office Sales 

 

Date Address Price ($m) Area (m 2) Price ($/m 2) Yield 

Jul-07 258 Queensberry St, Carlton 26.25 7,476  3,511  7.20% 

Jul-07 436 Elgar Rd, Box Hill 18.00 5,715  3,150  5.25% 

Aug-07 68 Clarke St, South Melbourne 7.55 1,932  3,908  vp 

Sep-07 19-23 Prospect St, Box Hill 15.00 4,274  3,510  vp 

Sep-07 227 Toorak Rd, South Yarra 33.00 11,700  2,821  4.42% 

Sep-07 110 Church St, Hawthorn 12.50 2,700  4,630    

Sep-07 28-32 Arnold St, Box Hill 12.50 2,200  5,682  vp 

Oct-07 395-405 Royal Parade, Parkville 63.50 13,200  4,811  6.10% 

Oct-07 219-221 Park St, South Melbourne 4.10 620  6,613  4.12% 

Nov-07 55 Wellington St, Windsor 4.40 1,356  3,245  VP 

Nov-07 64-78 Trenerry Cres, Abbotsford 22.00 5,551  3,963  7.38% 

Nov-07 576 Swan St, Richmond 32.85 5,650  5,814  7.00% 

Nov-07 436 Johnston St, Abbotsford 51.75 9,962  5,195  6.75% 

Dec-07 228 Normanby Rd, South Melbourne 10.35 4,980  2,078  7.73% 

Dec-07 8/658 Church St, Richmond 22.20 9,799  2,266  6.67% 

   Apr-08 146 Dudley Street, West Melbourne 3.32 1,280 2,598 5.27% 

   Apr-08 140 Burwood Highway, Burwood 6.28 2,145 2,925 8.06% 

   Jun-08 3 Wellington Street, St Kilda 10.01 2,800 3,575 8.01% 

Jul-08 20 Council St, Hawthorn 6.00             1,579               3,800  7.25% 

   Aug-08 4-10 Jamieson Street, Cheltenham 13.00 5,279 2,462 8.90% 

   Sep-08 195 Wellington Road, Clayton 16.80 4,250 3,946 7.75% 

Sep-08 10 Jamieson St, Cheltenham 13.00             5,279               2,462  8.90% 

Source: Savills Research 

 

In the past, when a capital market correction of this magnitude has occurred, assets with a higher 

risk profile have borne the brunt of any downturn, whilst prime grade institutional property has been 

more resilient (but not immune). There is likely to be a gap between vendor’s expectations and 

buyer’s capacity for the remainder of 2008, although activity levels are expected to pick up towards 

the end of 2008 and into 2009 as global capital markets stabilise. 
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Key Market Indicators – September 2008 

Australian Markets (Grade A Average Figures) 
 

�
Source: Savills Research 
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Key Market Indicators – September 2008 

Suburbs 
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Source: Savills Research 
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Outlook 

 

Tenant demand has risen, The Victorian economy remains strong and effective rents have risen 

substantially. 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 evident in Melbourne. 

 

Supply of existing office space is limited in most locations to one or two opportunities. The only 

exception is the outer South East where recent speculative development has increased the number 

of opportunities. Take-up of office space has been constrained by the lack of large options of 

quality space available in the past. This constraint had seen plans for construction activity in nearby 

locations not only more aggressively promoted, but acted upon. This has resulted in a number of 

speculatively built properties and, interestingly, a large number of strata properties. The suburbs 

contain no shortage of office development sites. Increasingly, former industrial sites are being 

turned into prime office locations. This is a trend not only in inner suburbs such as Richmond, 

Abbotsford and Port Melbourne but one that is encroaching upon traditional industrial suburbs such 

as Notting Hill and Mulgrave. 

 

Face rents are expected to remain around current levels into 2009 and show growth over the next 

five years commensurate with changes to the cost of construction. 

 

 

 

 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
The information, opinions and forecasts provided in  this publication are only intended to provide a ge neral overview of issues and trends in the property  market. That 
overview depends necessarily on the accuracy and co rrectness of information obtained by Savills for whi ch Savills cannot accept responsibility. This public ation is 
for general information purposes only and is not in tended to provide specific advice nor should it be relied upon by anyone for any purpose without our e xpress 
written permission. Specific property market propos als should be assessed according to the individual considerations and attributes pertaining to them an d the 
information opinions and forecasts provided in this  publication have not in any way addressed any spec ific property market proposals. It is critical that  professional 
advice be sought in relation to any such specific p roperty market proposal and this publication is not  to be used for a substitute for that advice and Sav ills does not 
assume any responsibility to any party for the cont ents of this publication.  
 

This document is copyright of Savills. No part of th is document may in any form be copied or reproduced  without the written consent of the owner of the co pyright. 
No express or any implied licence to use, copy or r eproduce this document is granted to any person or other legal entity, any party to this document, or any client of 
Savills without prior written consent of the owner o f the copyright. No common law licence to use, copy  or reproduce this document exists as the same has been 
previously negated. All enquiries should be address ed to Savills. While the contents of this report rem ain the property of Savills, they may be reproduced or 
published with full attribution to Savills. ©Savills 2008. 

�


