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Over the past few years there has been increasing focus on Brisbane’s 
B-grade office market. Primarily this was as a result of its record peak 
vacancy of 20.6% across the CBD and Fringe at the end of 2014. As a broader 
recovery in Brisbane’s office market has started to gain hold, investors are not 
only eyeing the above average yield spreads of prime stock in Brisbane 
compared to Sydney and Melbourne, but also the potential of greater returns 
from value-add strategies in Brisbane’s B-grade market. 

However, with vacancy still at close to 20% and only tentative tenant demand 
returning, potential blockbuster returns also have the possibility of turning 
into a horror show. Here we segment the B-grade market and offer strategies 
that could help drive greater potential for success. 

INTRODUCTION
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Executive Summary
Brisbane’s B-grade market has received increasing 
interest, especially from potential investors seeking 
higher returns. However, with the market still 
experiencing near-record high vacancy and moderate 
tenant demand, comprehensive whole-of-building 
strategies needed to be developed. 

Capital expenditure 

• There is no “one-size-fits-all” approach to building upgrades and so no set 
formula to decide which general upgrades, services upgrades and building 
enhancements are most appropriate. They key is to maximise tenant 
attraction but without over-capitalising the asset – there is a place for  
B-grade assets in the market.

Targeting tenants

• B-grade tenants have a different profile to those in the prime market. As a 
core strategy, owners need to target local companies or national divisions  
of tier two entities within their respective industry sectors. Adding shared 
meeting spaces, higher quality services and quality retail are potential ways  
to boost building amenity and increase attractiveness. 

Active management

• B-grade office assets require active management to oversee multiple,  
smaller tenants on comparatively short leases. Ensuring continuity of  
income and setting a sensible schedule of capital works to aid tenant 
retention are of prime importance. 

Value capture

• On recent transaction evidence, B-grade assets are trading at around  
a 30% discount to prime assets across Brisbane’s CBD and Fringe,  
presenting a value-add opportunity. 

• With total vacancy expected to remain above 10% over the next five  
years, potential investors into B-grade assets will need to outperform  
the broader market. However, recent leasing evidence shows that  
tenants are willing to commit to B-grade assets that offer the  
right mix of price, location and amenity, highlighting the  
potential for success.
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Figure 1: Brisbane CBD and Fringe office markets by grade of stock

The B-grade market in Brisbane comprises a greater proportion of stock than other capital 
citys in Australia. Across Brisbane’s CBD and Fringe, 32% of stock (1.1 million sqm), is 
considered B-grade (Figure 1) compared to 30% across metropolitan Sydney and 23% in 
Melbourne. This is not withstanding a concerted program of stock withdrawal which has 
seen over 162,000 sqm (13%) withdrawn for redevelopment over the past 5 years. However, 
this phase of the development cycle is likely over for now and so while redevelopment may 
be the end-game, alternative strategies are required in the near term.

While C- and D-grade buildings are comparatively numerous at 30% of the total (Figure 1), 
they comprise only 12% of total stock by lettable area. As a result they tend to be small and 
therefore more difficult to reposition, other than redevelopment, thereby limiting interest 
from value-add investors and so are not considered further here.  

Source: PCA; Cushman & Wakefield

UNDERSTANDING  
THE B-GRADE MARKET
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NOT ALL B-GRADE IS THE SAME 
At over 1.1 million sqm, it is important to appreciate 
that not all B-grade assets are the same. The B-grade 
market accounts for a third of stock by square 
meterage, but accounts for 45% of total stock by the 
number of buildings. As such it is a wide and eclectic 
mix differentiated by total net lettable area (NLA), 
floorplate size, number of levels, age and location. 

Within the CBD, B-grade buildings tend to have larger 
total NLA, but smaller floorplates than assets in the 
Fringe. Consequently they are much taller buildings. 
Together this results in average metrics of 11,500 sqm 
NLA, 775 sqm floorplates and a height of 15 levels. 

In the Fringe buildings tend to be newer, with an 
average age of less than 30 years compared to over 
40 years in the CBD, reflecting the gentrification of 
South Brisbane and Fortitude Valley that started in  
the 1980s. Furthermore, NLA is generally smaller at  
2,500 sqm but floorplates are larger and so buildings 
are generally of a low-rise nature, being on average 
only 3 levels (Table 1).

Within these averages there are significant variations, 
such as CBD floorplates ranging from 270 sqm to  
1,600 sqm. In the Fringe the range is much greater  
with floorplates up to 2,850 sqm. Not only does this 
highlight the variations in B-grade stock within 
Brisbane, it also serves to reinforce that there is not  
a “one size fits all” strategy that can be adopted. 

AVERAGE

MARKET #  
BUILDINGS

NLA  
(SQM)

FLOOR- 
PLATE  
(SQM)

LEVELS
AGE 

(YRS)

CBD 66 11,527 772 15 41

Fringe 147 2,581 860 3 29

Table 1: Brisbane B-grade averages by market 
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So, how do owners and potential owners navigate this market? The simplest answer is to be 
relevant. Relevance here is offering an appropriate mix of building attributes, marketing to 
the right tenants and actively managing the asset to maintain its profile in the market. Here 
we outline a selection of strategies that could be adopted.

NAVIGATING THE MARKET 

MAKING THE ASSET RELEVANT
What do tenants want?

Figure 2: Preferred building and location attributes

Source: Cushman & Wakefield
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Cushman & Wakefield’s Office Leasing 
Trends and Outlook survey identified  
three levels of attributes important to 
tenants (Figure 2). Tier 1 considerations 
include buildings that have close proximity 
to public transport and good surrounding 
amenity, while offering affordability and 
value for money. For the Fringe market, 

amount of car parking is likely to take 
precedence over access to public transport, 
with greater proportions of workers driving 
to work. These are clearly attributes in 
which B-grade assets can perform well, 
offering locations equal to the prime market 
but at a cheaper price point. 

7

A CUSHMAN & WAKEFIELD  
RESEARCH PUBLICATION



Maximising the asset
Project works in B-grade assets offer 
myriad possibilities depending on the asset 
and subsequently costs have the potential 
to escalate quickly. Furthermore, 
refurbishments, especially significant  
ones, can trigger the need for compliance 
upgrades, which will add further costs  
and time delays. 

Broadly there are three different types  
of works that can be undertaken: 

General upgrades 
These are basic elements that need 
cyclical refurbishment to keep the 
building functional and attractive. Such 
upgrades include refurbishments of 
lobbies, entry-points and façade uplifts, 
as well as improving accessbility.

Services upgrades 
Many of these are also basic elements  
of the building, though the main focus is 
on services such as HVAC, LED lighting 
and communication/connectivity.

Enhancement works 
Maximising selling points to raise the 
profile of the building. This could be 

anything from optimising views through 
the creation of indoor/outdoor spaces or 
increasing gross floor area. Alternatively 
it could be through achieving 
sustainability ratings to attract a wider 
pool of tenants, and where appropriate, 
adding end of trip facilities.

Potential investors are advised to 
undertake extensive due diligence prior 
to purchase to fully appreciate the 
opportunities and challenges. For 
example, adding additional amenity or 
improving access can reduce available 
NLA. In turn this then needs to be 
compensated for by higher rents or 
tighter capitalisation rates to offset the 
potential income loss. 

Any due diligence analysis should be 
followed by detailed feasibility after 
purchase to establish an appropriate 
program of works and provide a full 
understanding of the costs and risks.  
When undertaken successfully, these 
upgrades improve building attractiveness 
as well as increasing income and 
providing savings in outgoings –  
a win-win-win outcome. 
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Fundamentally, landlords need to meet the market with 
appropriate rents, incentives and lease terms, especially  
in the current tenant-friendly environment. In the  
near-term this is not expected to change dramatically. 
However, landlords must also target the correct tenants. 

Know your tenant pool
On average, CBD tenants in the prime 
market occupy approximately 2,000 sqm 
each. In the B-grade market this figure is 
nearer 650 sqm, only a small amount less 
than the average floorplate.  However the 
B-grade figure is skewed upwards by 
Government tenants, who on average 
occupy 2,750 sqm compared to the 500 
sqm occupied by private tenants. 
Queensland Government are soon to start 
phase two of their office relocation strategy. 
If this follows phase one then more 
departments will consolidate into prime 
stock. State Government therefore cannot 
be relied upon as anchor tenants in the 
B-market in the future. 

Professional services and financial services 
companies are the most common occupiers 
of B-grade space in the CBD, though these 
are comparatively broad categories. 
Combined, these two industry groups 
account for 50% of the B-grade space and 
45% of the leases surveyed, and both 
average between 400 and 550 sqm per 
tenancy. For the most part, these tenants 
are either local companies or national 
divisions of tier two entities within their 
respective industry sectors.
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Figure 3: CBD B-grade space occupied (‘000 sqm) by industry sector in Brisbane

Source: Cushman & Wakefield

UNDERSTANDING THE  
LEASING MARKET
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quality retail
meeting 
spaces

turn-key 
solution

tenant  
profile

online 
service 
portal

Meeting tenant requirements
Under current market conditions providing turn-key, 
fitted-out space is almost a prerequisite to attract 
tenants, however, more can be done. 

Where possible, the provision of a high quality retail 
offering is an effective, revenue producing strategy to 
create street presence as well as offering a service to 
tenants. Good café space can often be used as a proxy 
for meeting rooms. Alternatively shared boardroom 
space can be offered within the building via a central 
booking portal. This is also attractive to tenants who 
may have limited space for these uses within their 
tenancy, or as a way they can access meeting space on 
demand. Furthermore, this space can be offered to 
tenants from other premises, as is being seen in the 
prime market through Dexus Place, ISPT’s FLEX and 
GPT’s Space & Co. 

The smaller space profile of B-grade tenants can 
provide a unique match for those wanting profile within 
a building. With floorplates ranging upwards from 
approximately 300 sqm, tenants are able to lease full 

floors and create their own space without having to 
share with another tenant – something that is only 
available to larger occupiers in the prime market. This 
can be reinforced with prominent lobby signboards to 
increase their profile. 

End of trip facilities are an essential in the prime market 
as comparatively low car park to worker ratios force 
more employees to actively commute. Higher car 
parking ratios, especially in the Fringe, results in less 
pressure and so conversion of car parking space, an 
income stream, to end of trip facilities is not necessarily 
mandatory.  If provided, though, there must be value 
uplift through higher rents to offset the decline in car 
parking income. 

Ultimately, occupiers are seeking a quality experience at 
an affordable price point. Not only will this assist with 
tenant attraction but also help minimise any flight to 
quality – the main driver of office relocation in Brisbane 
over the past two years.  
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ACTIVE ASSET MANAGEMENT 
B-grade assets require active 
management – not a “set-and-forget” 
strategy. These buildings are 
occupied by multiple smaller 
tenants that need ongoing 
management and can be  
thought of as similar to vertical  
shopping centres.

Managing the tenancy mix

From a landlord perspective, B-grade assets present 
management challenges. For many of these tenants, 
dealing with their office accommodation is a secondary 
role, often undertaken by the local managing director. 
They require greater management, education and 
assistance, partly explaining the rise of turn-key 
solutions. It also means that leasing decisions are 
normally made 6-months from lease expiry, rather  
than the 1-2 years for larger tenants.

Furthermore, they often require shorter lease terms to 
manage their financial liabilities. As a result, lease 
covenants are not as strong as the prime market and so 
a close focus on lease security is required. While this 
can be handled through financial instruments such as 

bank guarantees, added security can be provided 
through actively managing the tenancy mix.  

For larger buildings, securing “anchor” tenants provides 
surety of income and as well as reassurance to other 
incoming tenants that there won’t be large tranches of 
space left vacant. For smaller buildings, while an anchor 
tenant still provides surety of income, the majority of 
WALE is tied up with a single tenant which presents 
risks at the time of lease expiry. A potentially superior 
strategy would be to diversify the risk across multiple 
smaller tenants, with no more than 20% expiring within 
any financial year. This also allows value capture when 
rents are rising and provides gradual exposure to 
reversionary rents in a falling market. 

Providing and maintaining a quality asset partly offsets 
flight-to-quality risk, as does meeting the market on 
rents and incentives, leading to higher retention rates. 
Setting out a coordinated schedule of maintenance 
works keeps the asset contemporary, limits unexpected 
capital expenditure and maximises building value.
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Transaction evidence from the past two years shows diverse 
metrics for B-grade assets in Brisbane, with yields ranging 
from over 10% to a comparatively tight 6.0% and capital 
values mostly ranging from $3,500 sqm to over $9,000 sqm.

While the investment market has 
undoubtedly moved further through  
the cycle, this only partly explains the 
variations seen in pricing. 

Given the recent weakness in Brisbane’s 
office leasing market, purchasers are 
placing a premium on WALE. However  

this also highlights the potential higher 
returns on offer for value-add plays for 
investors prepared to accept leasing risk. 
The market dynamics are currently 
supportive of this strategy, with Brisbane 
experiencing a nascent recovery in leasing 
demand, though close attention needs  
to be given to letting-up periods. 

INVESTMENT MARKET
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GROWTH OUTLOOK
The outlook for Brisbane is positive, with  
office-demanding jobs growth expected to average 
approximately 5,500 employees per year in the  
CBD and Fringe through to 2025 – over double the  
level of growth seen in 2013-16. In broad terms this 
equates to annual demand of approximately 55,000 
sqm, which would reduce the total vacancy figure  
by 160bps per year. 

The supply metrics also look favourable with only 
81,000 sqm of supply across three projects currently 
under construction and expected to complete over  
the next two years to 2019 – about a third of the 
average of the past decade. At least one further  
project is expected to start construction within the  
year, given pre-commitments in the market, though 
completion is not expected until 2021. All up this  
means that vacancy should trend downwards over  
the near-term (Figure 4), supporting strengthening  
prime effective rental growth of around 4%-5% p.a.

The B-grade market is expected to take its lead from 
the prime market, meaning that further recovery in the 
prime market is needed before any significant positive  
 
 

change is expected across the wider B-grade market. 
On past performance, total vacancy needs to be below 
10% for there to be appreciable positive net absorption 
of B-grade space (Figure 5). This means that potential 
investors will need to outperform the broader market. 
Choosing upcoming locations is one strategy. Cushman 
& Wakefield Research1 recently highlighted strategic 
locations within the city that will benefit from 
forthcoming infrastructure development . Areas around 
Queens Wharf and the Albert Street cross-river rail 
station, amongst others, are worthy of further 
investigation.   

There is also evidence of B-grade landlords successfully 
attracting tenants despite the overall “flight to quality”. 
Over the past 12 months 27,000 sqm of B-grade direct 
leasing has occurred. Of this over 12,500 sqm has been 
leased since the start of the year. Demand has been 
broad based with Financial Services, Lawyers 
(Professional Services), Education and IMT being the 
main sectors. Deals have averaged 230 sqm, well below 
average tenancy size, highlighting the more cautious 
nature of the leasing market. 
1 Brisbane’s Next Day (November 2017)
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Figure 4: Forecast total net absorption (‘000 sqm) and vacancy (%) across the CBD and Fringe

Figure 5: Total vacancy (inverted) and B-grade net absorption across the CBD and Fringe
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Brisbane’s B-grade office market has received increasing attention over 
the past 18 months, with investors eyeing counter-cyclical opportunities to 
secure higher returns. To ensure greater potential for success, investors 
should carefully consider appropriate capital works, target the correct 
tenants and provide the services they need. Finally, these assets often 
require more intensive management as a result of the tenancy mix. If these 
strategies can be successfully implemented, the current phase of the cycle 
remains conducive to a value-add investment strategy.  

CONCLUSIONS
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About Cushman & Wakefield

Cushman & Wakefield is a leading global real estate services firm that delivers exceptional value by putting ideas into ac-
tion for real estate occupiers and owners. Cushman & Wakefield is among the largest real estate services firms with 48,000 
employees in approximately 400 offices and 70 countries. In 2017, the firm had revenue of $6.9 billion across core services of 
property, facilities and project management, leasing, capital markets, advisory and other services. To learn more, visit www.
cushmanwakefield.com or follow @CushWake on Twitter.

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 responsible for any loss suffered as a result of or in relation to the use of this material.  To 
the extent permitted by law, Cushman & Wakefield excludes any liability, including any liability for negligence, for any loss, including indirect or 
consequential damages arising from or in relation to the use of this material.  All expressions of opinion included in this material are subject to 
change.  © 2018 Cushman & Wakefield.  All rights reserved.
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