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SUMMARY
Two consecutive quarters of rental growth signals the start of a recovery.

 The net absorption of 220,000 sq ft 
of CBD Grade A office space, coupled 
with the conversion of some 176,400 
sq ft of offices to serviced residences, 
resulted in the vacancy rate falling to 
its lowest level in two years.

 Companies are revisiting their 
expansion plans as general business 
sentiment in Singapore has started to 
improve. Of the deals done by Savills, 
more than half of the tenants were 
expanding into new premises. 

 There is an increasing demand 
for office space outside the CBD 
from tenants who are moving out of 

industrial developments as a result of 
the tightening up on the unauthorised 
use of industrial properties as offices.

 Compared with last quarter, rents 
in most of the Grade A buildings 
tracked by Savills held firm, with some 
increasing by S$0.10 to S$0.25 per sq 
ft. The average monthly rents inched 
up marginally to S$8.42 per sq ft in 
Q2/2013. 

 The sales market continued to 
see positive momentum with active 
transactions and record-high prices, 
pushing capital values of CBD Grade 
A offices up by another 3.1% in Q2 to 
S$2,750 per sq ft.

“Supported by the brighter 
economic outlook, together 
with the limited supply 
remaining this year, we expect 
office rents to strengthen 
further across the board.”  
Alan Cheong, Savills Research
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TABLE 1

Micro-market Grade A office rents and vacancy rates, 
Q2/2013

Source: Savills Research & Consultancy

Location Rent (S$ per sq ft per 
month) Vacancy rate (%)

Raffles Place/Marina Bay 8.78 4.8

City Hall 8.59 1.2

Shenton Way 7.79 7.4

Tanjong Pagar 7.55 6.2

Orchard Road 9.43 1.5

Beach Road/Middle Road 6.81 4.8

Market commentary
The office leasing market continued its 
steady growth as business sentiment 
improved in the reviewed quarter. 
Based on deals done by Savills, more 
than half of leasing enquiries came 
from existing tenants looking to expand 
to new premises in the CBD. According 
to the latest Thomson Reuters 
survey, companies from the financial, 
resources, technology and shipping 
sectors showed more confidence in 
business prospects for the next six 
months, despite continuing external 
headwinds. As a result, companies 
have revised their expansion plans and 
tried to secure additional office space 
before rents move up.

Outside the CBD, pre-commitments 
at upcoming office developments 
were encouraging. For example, the 
Metropolis at one-north has already 
pre-let more than 70% of its 1 billion-sq 
ft office space a few months ahead of 

completion. Meanwhile, we noted that 
there has been rising demand from 
office tenants moving out of industrial 
developments. As the government is 
increasingly determined to tighten up 
on the unauthorised use of industrial 
properties, these companies have 
to seek alternative accommodation 
at affordable rents. We see non-core 
offices as their top choice.

The sales market continued to see 
positive momentum, with robust 
transaction volumes and record-
high prices. Limited supply and 
fewer restrictions on the purchase 
of strata office units have fuelled 
investor interest. In the Downtown 
Core planning area alone, a total of 
229 caveats of strata-titled office 
transactions have been recorded for 
the first half of 2013, only 20 shy of the 
249 caveats for the whole of last year1. 

Vacancy rates
According to Savills basket, the net 
absorption of CBD Grade A offices 
remained in positive territory with a total 
of 220,000 sq ft in Q2/2013. Combined 
with the conversion of about 176,400 
sq ft of office space in 6 Shenton 
Way Tower 1 to serviced residences, 
the vacancy rate for CBD Grade A 
offices fell 1.5 percentage points (ppts) 
to 4.5% by the end of June. This is 
the lowest level in two years since 
Q3/2011. 

By location, the vacancy rate in 
the Shenton Way area showed the 
biggest drop of 5.5 ppts from a quarter 
ago, remaining at 7.4% by the end 
Q2/2013, as the space vacated by 
DBS Bank has been steadily absorbed. 
The improvement in occupancy is 
also attributed to the conversion of 
some office space in 6 Shenton Way 
Towers to retail premises and serviced 
apartments. Vacancy rates in other 

1 As downloaded from the REALIS on 2 July 2013.

micro-markets remained low, although 
those in Beach Road/Middle Road, 
Orchard Road and Tanjong Pagar rose 
slightly in the reviewed quarter.

Rents and capital values
Observed from the CBD Grade A 
office buildings tracked by Savills, 
average monthly rents inched up 
marginally by 0.1% to S$8.42 per sq ft 
in Q2/2013, after a modest growth of 
1.2% recorded in Q1/2013. Compared 
with the previous quarter, rents in most 
of the buildings in our basket held 
firm while some increased by S$0.10 
to S$0.25 per sq ft, confirming that 
overall, rental levels have stabilised 
and are starting to recover from the 
downturn since Q3/2011. 

Capital values of CBD Grade A offices 
continued to trend upwards, rising 
3.1% in Q2 to S$2,750 per sq ft. 
This takes the half-year price growth 
to 7.8%, only 1.8% lower than the 
previous peak of S$2,800 per sq ft in 
Q1/2008.

Notwithstanding the hefty price 
tags and compressed yields, buying 
activity in the office market remained 
undeterred amid the current low 
interest rate environment. The priciest 
transactions were for units on the 17th 
storey of 999-year leasehold Samsung 
Hub, which were sold at S$3,200 per 
sq ft in May, surpassing the S$3,150 
per sq ft level seen in March. Currently, 
the units on the same building’s 18th 
storey are up for sale with an asking 
price of S$3,300 per sq ft. Meanwhile, 
a small unit on level 24 of Suntec 
City Tower 3 also changed hands at 
a record price of S$3,000 per sq ft in 
May.

Future supply
Listed company GuocoLand has 
unveiled its plan for Tanjong Pagar 
Centre, an integrated development 

GRAPH 1

Net demand, net supply and vacancy 
rate of CBD Grade A offices, 2002–
1H/2013

Source: Savills Research & Consultancy
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GRAPH 2

Price and rental indices of CBD Grade 
A offices, Q1/2002–Q2/2013

Source: Savills Research & Consultancy
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located above Tanjong Pagar MRT 
Station. Slated for completion in 2016, 
the 38-storey office block – to be called 
Guoco Tower – will have a total net 
lettable area of 850,000 sq ft with large 
column-free floorplates of between 
25,000 sq ft and 29,000 sq ft.

Separately, the Urban Redevelopment 
Authority has put up for sale a 99-year 
leasehold commercial site located 
at the junction of Cecil Street and 
Telok Ayer Street after receiving 
a trigger bid of S$623.7 million or 
S$751 per sq ft per plot ratio. This is 
the first commercial site in the CBD 
launched for sale since 2011 under 
the Government Land Sales (GLS) 
programme. The 0.8-ha land parcel 
has a maximum permissible GFA of 
about 830,564 sq ft, of which at least 
80% or 664,456 sq ft must be for office 
use. As strata-subdivision for sale is 
not allowed on the site, the substantial 
supply that will come on stream after 
2015 will affect the leasing market. 
The fact that the site was triggered 
for sale indicates developers’ long-
term confidence in the office leasing 
market here.

OUTLOOK
The prospects for the market

The world economy appears 
to be moving into a phase of 
slower but more stable growth. 
Singapore’s economy is also 
expected to improve gradually 
in the remaining months of the 
year and is on track to reach the 
whole-year GDP forecast of 1% to 
3%. Better economic prospects, 
in turn, have had a positive effect 
on the job market. According 
to the latest Hudson report 
(July to September), the hiring 
expectations in Singapore are at 
their highest level since Q4/2011 
with 48.7% of employers intending 
to increase headcount. Supported 
by the brighter economic outlook, 
together with the limited supply 
remaining this year, we expect 
office rents to strengthen further 
across the board. However, 
downside risks persist. Besides 

the macro factors such as a slowing 
China economy, stalled progress in 
solving the European debt crisis and 
continuing fiscal uncertainties in the 
US, some shadow space from banks 
and financial institutions is expected 
to return to the market in the next few 
quarters. Together with the remaining 
space from Asia Square Tower 2 which 
is slated to be completed in Q3/2013, 
this will tend to moderate rental growth. 

In the sales market, investment 
sentiment could be affected by 
less liquidity and higher interest 
rates caused by the tapering-off of 
quantitative monetary easing in the US. 
Therefore, we do not expect a steep 
growth in office capital values in the 
second half of 2013, although prices 
could continue the upward trend on the 
back of robust investment activity.


