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SUMMARY
RESPONSIVENESS
IS THE MOST CRITICAL
ATTRIBUTE BETWEEN
LANDLORDS
AND TENANT
REPRESENTATIVES

ONLY

ONE IN FIVE

SYDNEY RESPONDENTS
ARE FLEXIBLE ON
REVIEW STRUCTURES

COST &
AMENITY

ARE TIER ONE ATTRIBUTES
FOR TENANTS

IN MELBOURNE

88% OF LANDLORDS

EXPECT VACANCY TO
DECLINE, COMPARED TO

66% OF TENANT

REPRESENTATIVES

50% OF TENANTS WON’T
BE READY FOR THE NEW
LEASE ACCOUNTING
STANDARDS IN 2019

33% OF BRISBANE

RESPONDENTS EXPECT
CBD GROSS EFFECTIVE
RENT GROWTH OVER THE
NEXT 12 MONTHS
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EXECUTIVE SUMMARY
In the second annual Cushman &
Wakefield Office Leasing Trends and
Outlook Survey, landlord and tenant
representative’s views on the office
leasing markets in Sydney, Melbourne
and Brisbane are measured. The report
highlights both the latest thinking on
markets and notes how opinions have
evolved over the past 12 months.
KEY CHANGES FROM LAST YEAR
•

Business sentiment has improved in Sydney,
Melbourne and Brisbane.

•

Respondents expect a stronger decline in vacancy
in Brisbane (300bps), but this will still leave
vacancy in double digits.

•

Rents are anticipated to continue to climb in
Sydney and Melbourne, however expectations of
how steep that rise will be have been tempered to
less than 10%.

•

Landlords in Sydney and Melbourne have become
firmer in their negotiating positions.

•

Scientific and technical services companies, such
as engineers, are expected to provide increased
demand in Brisbane over the coming year.

•

As occupancy costs have risen over the year,
tenants have focussed more closely on building
quality in an attempt to achieve greater value
for money.

•

As proposed changes to Accounting Standard
AASB 16 draw near, both tenant representatives
and landlords think that a greater proportion
(50%) of tenants will not be fully prepared when
they come into effect on 1 January 2019.

MARKET CONDITIONS AND OUTLOOK
•

Vacancy is expected to decline in all three
markets, but it is in Brisbane that respondents
anticipate the strongest decline over the next
12 months.

•

Approximately two thirds of tenant representatives
and landlords hold expectations of at least
5% effective rental growth in the Sydney and
Melbourne CBDs over the next year, however they
largely expect growth to be flat in Brisbane.

NAVIGATING THE DIVIDE
•

Flexibility from Sydney and Melbourne landlords
has declined in the past year, particularly on
face rents and reviews.

•

In Brisbane, tenants retain the upperhand and
as such landlords are flexible across all metrics,
though prefer to preserve face rents.

WHAT TENANTS WANT
•

There are three tiers of important leasing
attributes for tenants. Tier one includes financial
and locational considerations, while tier two has
a focus on building attributes.

•

Third spaces such as food and beverage
facilities and co-working facilities are
increasingly becoming a talking point in
the leasing market as a requirement of
tenants. Wellbeing ratings such as the WELL
certification are not yet on tenants’ radars.

•

Office relocations in Sydney and Melbourne
are most likely to be driven by lease expiration,
while in Brisbane the opportunity to upgrade
office accommodation is the strongest driver.

•

Both landlords and tenant advisors are clear
that responsiveness is the most important
factor in the lease negotiation process.
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INTRODUCTION
The report comprises four sections covering: (i) market
conditions and outlook; (ii) the negotiation process;
(iii) hot topics for the sector; and (iv) building and location
attributes. Respondents spanned both sides of the market,
with Cushman & Wakefield surveying tenant representatives
and landlords active in Australia’s eastern seaboard office
markets of Sydney, Melbourne and Brisbane.

SURVEY METRICS
In total there were 135 respondents, of whom 28 were tenant
representatives and 107 were landlords. The geographical
disaggregation of respondents was as follows:

56%
SYDNEY

31%

MELBOURNE
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13%
BRISBANE
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MARKET CONDITIONS AND OUTLOOK
POSITIVE BUSINESS CONDITIONS ACROSS
ALL MARKETS
Respondents have become more positive in their
outlook on their respective state’s economies, and
identify state economic performance is a key driver
of the office market. These responses support data
from the Australian Bureau of Statistics that has
shown New South Wales (NSW) and Victoria (VIC)
continue to be at, or near, the forefront of national
economic growth and that Queensland (QLD) has
returned to positive economic growth territory.
In reflection of these economic drivers, respondents
were almost entirely of the view that the Sydney
office market favours landlords, while respondents
once again unanimously indicated that the
Brisbane office market is in favour of tenants.

Similar to last year, Melbourne provided a more
mixed response, though has moved towards
landlords. Last year one in three identified the
market as landlord favourable, while this year the
proportion increased to one in two people.
Business confidence by capital city
61

79
82

0

100
Sydney

Melbourne

Brisbane

Respondents’ view on market conditions

50%
INFOGRAPHIC
Neutral

Tenant Favourable

OF RESPONDENTS THINK
MELBOURNE IS LANDLORD
FAVOURABLE, UP FROM

33% IN 2016

Landlord Favourable
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GOVERNMENT SECTOR DEMAND, AN UPSIDE
SURPRISE IN MELBOURNE
Tenant demand by industry sector over the past
year largely matched forecast expectations revealed
in last year’s survey, though there were some
surprises. Consistent with Australia’s continuing
growth trend of service-sector based employment,
Information, Media and Telecommunications (IMT)
was considered the most active sector in Sydney
and Melbourne.

80%

OF LANDLORDS SAW STRONG DEMAND FROM
THE IMT SECTOR IN SYDNEY

In Melbourne the expected demand from the
Finance and Insurance sector did not materialise
as strongly as expected, with both landlord and
tenant representatives noting a relative decline in
demand. On the upside, Government demand was
stronger than expected by either side with NBN
and NDIA both cited as active Government
agencies requiring space.

“Landlords saw strong demand
from Government agencies, while
tenant representatives saw more
activity from the Finance and
Insurance sector. ”
In Brisbane, there was a difference of opinion
between landlord and tenant representatives.
The likely reason is that most State Government
brokerage is handled internally and therefore
conducted with landlords directly, bypassing
the need to retain external consultants to
manage the process.
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Anticipated industry demand for the year ahead

SYDNEY

MELBOURNE

BRISBANE

Information,
media and
telecommunications

Information,
media and
telecommunications

Government

Finance and
insurance

Government

Professional
services

Professional
services

Scientific
and technical
services

Information,
media and
telecommunications

Government

Professional
services

Scientific
and technical
services

Scientific
and technical
services

Finance and
insurance

Finance and
insurance

Weaker Demand

Stronger Demand
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INFRASTRUCTURE PROJECTS TO DRIVE
BRISBANE FORWARDS
Looking to the year ahead, respondents in Brisbane
expect much improved demand from Scientific and
technical services, such as engineering companies,
likely linked to the raft of infrastructure projects
currently underway around the city.
Demand drivers in Sydney are expected to remain
comparatively strong across the three main
industry sectors.

57%

OF TENANT REPRESENTATIVES IN BRISBANE
EXPECT TO SEE STRONG DEMAND FROM
ENGINEERING SERVICES IN 2018

“Respondents in Melbourne are not as
positive and expect more subdued demand
from finance and insurance and professional
services sectors.”
Reasons for this are not clear, given the optimistic
view on the economy and business conditions.
However, may be linked to the large number of
pre-commitments signed in recent years and that
these sectors are now pausing for breath.

To learn more
about upcoming
infrastructure projects
in Brisbane refer to
Cushman & Wakefield’s
November 2017 report
“Brisbane’s Next Day”.
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VACANCY TO DECLINE FURTHER
Both landlords and tenant representatives expected vacancy in all
markets to continue to decline. In Sydney and Melbourne, where
vacancy is already relatively tight, the contraction is expected to be
more muted than in Brisbane where a decline of 300bps is expected
over the next year. However, vacancy in the Brisbane CBD is high and
is expected to remain firmly in double digits despite the expected
decline. As a result, the majority of respondents did not expect rents
to change over the year.

20%

OF LANDLORDS IN MELBOURNE ARE EXPECTING GROSS
EFFECTIVE RENTAL GROWTH OF MORE THAN 10%

Views on the Sydney and Melbourne markets were largely in line
with last year, though Sydney respondents have tempered rental
growth expectation following strong growth in 2016 and a clearer
understanding of the future supply pipeline. Notwithstanding this,
respondents expect both Sydney and Melbourne to become tighter,
and two thirds of respondents expected rents to continue tracking
upwards by at least 5% over the next 12 months.
12 month vacancy outlook
20

15

Sydney
Melbourne
Brisbane

10

12 month rental growth outlook

5-10%
SYDNEY
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5-10%

MELBOURNE

0%

BRISBANE

Tenant Rep
Forecast

Landlord
Forecast

PCA July
2017

Tenant Rep
Forecast

Landlord
Forecast

PCA July
2017

Tenant Rep
Forecast

Landlord
Forecast

0

PCA July
2017
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NEGOTIATING THE DIVIDE
Declines in the Sydney and Melbourne vacancy rates have allowed landlords to become less flexible in their
negotiations over the year. In Brisbane, landlords retained a flexible approach to negotiations given the
tenant-friendly market. However, there are differences between the markets and their respondents in where
the relative flexibilities lie.

REVIEW STRUCTURES ARE THE
BATTLEGROUND IN SYDNEY

TENANTS IN MELBOURNE PRIORITISE
FAVOURABLE LEASE DURATION

Both tenant representatives and landlords in Sydney
have recognised that landlords are typically inflexible
across all the metrics on which they were questioned.
Landlords themselves identified that they were least
flexible on face rents and reviews, though offered a
little more leeway on lease duration.

Melbourne landlords have become firmer in
their negotiation position over the year, a position
with which tenant representatives agree.
However, they remain generally less rigid than
their Sydney counterparts.

For their part, tenant representatives are somewhat
pragmatic in their approach and recognise that in
the landlord-friendly market they must offer some
flexibility – over 50% stated they are flexible across
most metrics. However, the battleground appears
to be on review structures as this is where tenant
representatives suggest tenants are most inflexible.
This likely reflects landlords trying to capitalise on
current market conditions and mitigate the low
inflation outlook.

only 17%

OF BOTH TENANT REPRESENTATIVES AND
LANDLORDS IN SYDNEY STATED THEY WERE
FLEXIBLE ON REVIEW STRUCTURES.

57%

OF LANDLORDS IN MELBOURNE ARE FLEXIBLE
ON LEASE DURATION WHEREAS ONLY

33%

OF TENANT REPRESENTATIVES STATED THEY
WERE FLEXIBLE

While tenant representatives shared the view that
landlords are inflexible on face rents, landlords
believe that they are more neutral on incentives
and flexible on lease term/duration. The latter is
important as this is where tenant representatives
are least flexible.

Tenants are likely looking at low inflation and the
potential increase in supply in the 2020s which
should shift the market more in their favour. Given
greater flexibility of landlords on lease duration,
tenant representatives might find this a more
fruitful negotiation point.
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LANDLORDS IN BRISBANE MOST FOCUSSED ON
PRESERVING FACE RENTS

RESPONSIVENESS IS THE KEY
TO GETTING THE DEAL DONE

Tenant representatives in Brisbane consider themselves neutral
or flexible across most metrics, though this is likely because they
are content to work all angles to secure a superior deal for their
tenant, in the tenant-friendly market. However, they appear most
willing to negotiate on rents and incentives, probably trading off
one against the other.

Both sides were in firm agreement
that responsiveness is critical when
undertaking lease negotiations.
Both parties feel the impact when
responsiveness is lacking, often
leading to undue tension and
concern on how negotiations are
progressing. Most importantly,
through responsiveness, risks can be
identified and effectively mitigated.

at least 60%

OF LANDLORDS IN BRISBANE ARE FLEXIBLE ACROSS
ALL METRICS.

Tenant
Representatives

This view wasn’t entirely shared by landlords, who believed
that tenants were largely inflexible. While landlords were
flexible across most metrics, their lowest levels of flexibility
were on face rents and lease terms.

TENANT
FLEXIBILITY

LANDLORD
FLEXIBILITY

(according to tenant
representatives)

(according to
landlords)

Syd

Mel

Bris

Syd

Mel

Bris

1
2

3

FACE RENT

Responsiveness

Provision of
information

Financial
Flexibility

Landlords

1
3

4

INCENTIVES

4

TERM/DURATION
MAKE GOODS

Lease Document
Flexibility

5

REVIEW STRUCTURES

5
Not Flexible
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Hot Topics
THE WELL BUILDING
STANDARD
WHAT IS OFFICE WELLNESS?

Office
Wellness
Factors

AIR

WATER

NOURISHMENT

LIGHT

FITNESS

COMFORT

MIND

WELL to rise in importance
Both landlords and tenant representatives across all three CBD markets are of the view that
WELL scores will become an important consideration for tenants over the next three years.
Landlords ranged in views, with some mentioning that wellness will be more important and
relevant to higher grade assets and larger tenants. Another view was that the principals of
wellness will be important, but less so the actual rating. Tenant representatives mentioned
that while it’s not currently on the radar, it is likely to be in the future and similar to the
thoughts of landlords think it will be most relevant to major corporates. In this way it could
act as an extension of corporate social responsibility (CSR).
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Hot Topics continued
NEW AASBI6 LEASE ACCOUNTING STANDARDS

THIRD SPACES

As the January 1 2019 implementation date for the
new AASB16 lease standard draws nearer, it appears
little has changed over the year with regard to
tenant preparedness. Similar to last year, around
45% of tenant representatives said their clients are
preparing for the change. However after last year’s
expectation that 75% of tenants would be fully
prepared for the new lease accounting standards
that figure has declined to 50%.

Third spaces, which includes co-working spaces,
meeting rooms and conference facilities, are
becoming an increasingly frequent talking point
in the leasing market in an effort to provide more
for tenants and to differentiate service offerings
between buildings. There was a high degree of
correlation between respondent groups with 75%
of respondents seeing third spaces as important
in attracting and retaining tenants and 45% of
respondents noted that the provision of third
spaces had positively influenced a recent leasing
transaction.

50%

OF RESPONDENTS THINK TENANTS WILL BE
READY FOR AASB16, DOWN FROM 75% IN 2016

Landlords remain sceptical, believing that only
around 20% of tenants are currently preparing for
the new standard and they expect three quarters
of tenants to not be fully prepared until after the
new standard comes into effect. Results from
landlords suggest that there is little commentary in
real estate markets about the new standards1 , but
that there is also a risk of overstating the need to
prepare for the new accounting standards.

45%

OF RESPONDENTS NOTED THAT THE
PROVISION OF THIRD SPACES HAD
POSITIVELY INFLUENCED A RECENT
LEASING TRANSACTION.

With regard to the types of services offered,
meeting and conference facilities were viewed
as the most important, especially in Sydney
and Brisbane. In Melbourne, there was greater
preference for additional desk/co-working space,
while in Brisbane there was a strong preference
for food and beverage, lounge and entertaining
facilities. We expect that third spaces will become
increasingly important in the future and that they
could become a standard expectation of tenants.

For those who wish to know more on the new
accounting standard, Cushman & Wakefield have
a range of resources, including the research report
“New lease accounting standard: commercial
property implications” (March 2016)
1
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TENANT INSIGHTS
LITTLE MOVEMENT BETWEEN OFFICE
SUB-MARKETS
According to respondents, tight vacancy and
increasingly expensive rents are not driving tenants
out of Sydney CBD. Equally, high levels of vacancy
and attractive leasing terms are not drawing tenants
into the Brisbane CBD. Respondents indicated that
less than half of their tenants relocated, though the
rate was moderately higher for tenant representatives
and lower for landlords. However, 80% of respondents
stated when tenants moved, it was within the same
sub-market rather than between sub-markets or cities.
This is likely due to a combination factors including
low vacancy in metropolitan markets, in Sydney and
Melbourne, and the desire for CBD locations to assist
with staff retention/attraction.
At the city level, there was a reported higher level of
tenant movement within Brisbane, with upgrading
office accommodation and space consolidation the
most cited reasons. It’s clear that tenants in this
market are capitalising on favourable conditions now
to meet their space requirements for the future.
There was a lower level of movement in Sydney and
Melbourne, which mostly coincided with lease expiry,
though expansion, upgrading office accommodation
and merger and acquisition were all identified as
additional reasons. Given market conditions in both
of the cities, tenants are likely only acting on office
moves as and when they have to.
Like last year, tenants are more likely to relocate if
they appoint a tenant representative than without.
In the past year tenant representatives identified that
approximately 50% of their clients opted to relocate,
while landlords identified that approximately one third
of their expiring tenants opted to relocate.

50%

OF TENANTS RELOCATE WHEN USING A TENANT
REPRESENTATIVE.
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TENANTS STILL CONSIDER FINANCIAL ASPECTS THE MOST IMPORTANT

LANDLORD SCORE

It was clear from the results that tenants have three tiers of attributes relating to their preferred location
and building qualities. Tier 1 considerations related to financial affordability and geographical location,
while Tier 2 considerations comprised fundamental building attributes. Finally, Tier 3 included third spaces,
NABERs, and WELL score.

FINANCIAL AFFORDABILITY/OVERALL LEASE COST
PERCEIVED VALUE-FOR-MONEY OF THE LEASE
AMENITY IN THE AREA
PROXIMITY TO
PUBLIC TRANSPORT
END OF TRIP FACILITIES
NATURAL LIGHT
BUILDING GRADE
ABILITY TO ACCOMMODATE FLEXIBLE FITOUT
CUSTOMER PERCEPTION
FLOORPLATE SIZE
FLEXIBILITY IN SPACE/WORKING ENVIRONMENT
FLEXIBILITIY IN LEASE STRUCTURE
PROXIMITY TO CBD CORE

THIRD SPACES
(e.g. co-working, meeting, facilities)

NABERs

TIER

Three
WELLNESS SCORE
TENANT REPRESENTATIVE SCORE
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TIER

Two

TIER

One
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CONCLUSION
The results from the survey have provided insights into
the current state of play of the office leasing markets
across Australia’s eastern seaboard. Key changes over
the year include an improvement in the economic
outlook, which will drive down vacancy, especially in
Brisbane, and lead to further rental growth. However,
respondents have lowered their expectations from last
year on the pace of growth.
In light of these market movements, Landlords in
Sydney and Melbourne have become firmer in their
negotiating positions, offering little flexibility on
face rents and lease duration. Tenant representative
has subsequently become more flexible, though are
focussed on specific pain points.
Financial affordability, value for money and
geographical location are primary considerations for
tenants. Second tier factors relate to the quality of the
building, including grade, floorplate size and services.
Finally, tenants then consider additional factors such
as sustainability and wellness.
While there are differences in views across which
metrics tenant representatives are more, or less,
flexible and differing view on what tenants are seeking
from a building, both parties are united in the need
for responsiveness. Not only does this avoid undue
tension in the negotiation process, it also helps both
sides identify, and mitigate, potential risks to reaching
a mutually satisfactory conclusion.
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APPENDIX
The Office Leasing Trends and Outlook survey was conducted over a three week period in
October 2017 via an online questionnaire.
In total there were 135 respondents, of whom 28 were tenant representatives and 107 were
landlords. The majority of respondents were active in the Sydney (56%) and Melbourne
(31%) markets, with a smaller proportion active in Brisbane (13%).

About Cushman & Wakefield Australia and New Zealand
In 2017 Cushman & Wakefield celebrates a centenary enhancing real estate value.
However, the 45,000 employees in more than 70 countries aren’t complacent or content, instead strive for
new and better ways to do things. Rather than conforming to convention, they challenge it, combining the
entrepreneurial spirit of small business with the expertise of a century in a global marketplace.
Cushman & Wakefield see things differently and take a fresh approach across a range of property services
including agency leasing, asset services, capital markets, facility services, global occupier services,
investment and asset management, project and development services, tenant representation, and
valuation and advisory. Most importantly, it’s how Cushman & Wakefield put ideas into action for clients.
To learn more, visit www.cushmanwakefield.com.au

The information in this material is general in nature and has been created by Cushman & Wakefield for information purposes only. It is not intended
to be a complete description of the markets or developments to which it refers. The material uses information obtained from a variety of sources
which Cushman & Wakefield believe to be reliable however, it has not verified all or any information and does not represent, warrant or guarantee its
accuracy, adequacy or completeness.
Any forecasts or other forward looking statements contained in this material may involve significant elements of subjective judgment and
assumptions as to future events which may or may not be correct and are beyond the control of Cushman & Wakefield. Cushman & Wakefield is not
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