
The spread between City Fringe 
A-Grade and CBD B-Grade rents 
has rapidly tightened. 

Our analysis suggests that historically 
a circa $115/m² net difference existed 
between the two markets which has 
now compressed to circa $70/m² net. 
This differential reflects more recent 
tempered growth within the Sydney 
CBD market over late 2018 into 2019 
coupled with continued strong growth 
within the Fringe market. As a working 
example of fringe rental growth over 
recent years, we have focused on two 
buildings located to the northern end 
of Harris Street in Pyrmont. In February 
2015, Thomson Reuters committed to 
a 10-year lease of circa 6,500m² on 
the upper levels of 19 Harris Street at 
a commencing rental of $435/m² net 
($545/m² gross) and an incentive of 
37.5% gross in what were challenging 
market conditions. 

In comparison, a development currently 
under construction opposite at 21 Harris 
Street (2020 completion) achieved 
pre-commitment (agreed in mid-2018), 
for a 10-year lease circa 10,000m² at 
circa $770/m² net ($880/m² gross) 
with an incentive of circa 22%. This 
represents a difference of 77% ($335/m² 
net) over a 3.5-year period or circa 22% 
p.a. on a net face basis or circa 42.84% 
p.a. on a net effective basis (circa 17.7% 
p.a. gross face or circa 29% p.a. on a 
gross effective basis). Whilst this could 
initially be viewed as a new building 
premium or an ‘economic’ rent, we are 
aware of more recent (confidential) 
leasing evidence within 60 Union Street 
and Workspace 6 at similar levels, both 
being established assets within the 
Fringe precinct.

In conjunction with institutional grade 
office accommodation such as the 
above, smaller suites / boutique 
office space have also demonstrated 
significant rental growth within the 
City Fringe. In late 2015, a 154.6m² 
boutique / creative office suite within 
a mixed use development at 285A 
Crown Street Surry Hills was leased for 
a 3 year term at $655/m² net ($791/m² 
gross) with a circa 11.1% gross incentive. 
Upon exercising their 3 year option, 
the sitting tenant agreed to $875/m² 
net ($1,071/m² gross) with a slightly 
higher 12.5% gross incentive reflecting 
a 33.6% increase ($220/m² net) over a 
3 year period or 11.2% p.a. on a net face 
basis or 10.23% p.a. on a net effective 
basis (circa 11.8% p.a. gross face or 
circa 11.1% p.a. on a gross effective 
basis). This growth is well above CBD 
averages (circa 4.5% p.a. for Prime / 
A-Grade and 7.4% p.a. for secondary 
over the same 3 year period) and 
reflects a consistent trend within the 

locality particularly as rental growth 
was relatively benign for many years 
prior. 

The driver of this demand should 
be viewed as more than just tenants 
being priced out of the Sydney CBD.  
The Fringe markets tenancy profile 
continues to be dominated by Media 
and Tech / IT business such as Google, 
Domain and Trip Advisor, as well as 
emerging coworking groups such as 
WeWork, Wotso & Hub Australia, who 
attract a younger demographic that 
primarily reside within inner-city areas 
and value  employers that can provide 
amenity in close proximity to where 
they reside, as well as non-traditional 
creative accommodation. 

Additionally, the cheaper price point 
of the City Fringe is allowing these 
tenants to spend more extensively on 
creative fit-outs, further increasing the 
appeal to prospective employees. 

The Institutional A-Grade City Fringe commercial market experienced rapid rental growth over 2018 / 
2019 off the back of strong growth within the CBD market over the past 3 years. The Fringe areas in 
focus comprise Pyrmont, Ultimo & Surry Hills / Darlinghurst which have all demonstrated a combined 
estimated net face rental growth of circa 13% over FY2018 and 11.5% over FY2019, to a current average of 
circa $725/m² net. The recent growth within the Fringe may be interpreted as a delayed reaction to strong 
CBD rental growth over 2016 to mid-2018, with non-core CBD markets including North Sydney, Parramatta 
and the City Fringe all experiencing increased tenant demand partly due to being priced out of the CBD. 
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The effects of coworking 
have already begun 
in the City Fringe 
leasing market with our 
investigations indicating 
a push back from 
smaller tenants within 
sub 300m² tenancies at 
rental levels achieved 
in early / mid-2018. In 
an attempt to avoid a 
reduction in face rents, 
landlords may have to 
offer larger incentives to 
prospective or renewing 
tenants. 
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Another factor contributing to this 
strong rental growth is the lack of 
A-Grade / institutional grade stock 
within the City Fringe creating an 
urgency / need for some tenants 
to secure space within the location. 
This urgency to secure City Fringe 
A-Grade office space is evidenced by 
Google purchasing the Revy building 
in Pyrmont, creating the opportunity 
to develop their own accommodation 
within close proximity to their existing 
tenancies rather than lease further 
space across multiple buildings. 

COWORKING’S EMERGING 
PRESENCE IN THE FRINGE
Coworking has expanded rapidly in the 
Sydney CBD from 2015 to 2019 and is 
forecast to occupy circa 140,000m² 
or 2.8% of Sydney CBD office space 
by 2020 according to Cushman & 
Wakefield Research. This expansion is 
also entering the City Fringe with major 
providers such as WeWork, Wotso 
& Hub Australia all occupying office 
space from Pyrmont to Darlinghurst. 
Traditionally, smaller coworking 
offerings are more prevalent within the 
City Fringe, particularly within Surry 
Hills / Darlinghurst, posing a minimal 
threat to the sub 300m² leasing market, 
however we understand that the major 
providers are actively seeking to expand 
their footprint within these areas which 
may make it increasingly difficult for 
these smaller providers to compete. 

Whilst major coworking groups are 
currently focusing on expanding their 
tenant base to larger ‘enterprise’ clients, 
their offering is particularly attractive 
and suitable to smaller companies / 
tenancies and are dominating the sub 
300m² leasing market. The typical 
tenant for a sub 300m² tenancy is more 
inclined to enter into a lease agreement 
based on a cost per month rather than 
a dollar per square metre of lettable 
area. This is directly competing with 
coworking offerings, with tenants able 
to elect to sign monthly agreements 
within these spaces rather than 
commit to a multiple year lease. The 

larger coworking groups are also 
offering more than just flexible 
office accommodation, with groups 
such as WeWork providing access 
to their professional network 
which can be attractive to new or 
expanding small businesses. 

As previously mentioned, Media 
and IT Businesses are a dominant 
tenant within the City Fringe 
and generally employ a younger 
demographic that want to work in 
these social coworking spaces with 
the flexibility to work over multiple 
locations, potentially giving these 
smaller companies within coworking 
spaces a competitive advantage as 
a prospective employer.
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WHAT ABOUT  
SOUTH SYDNEY? 

Rental growth in the South Sydney 
markets of Mascot and Alexandria have 
demonstrated more benign growth 
when compared to CBD & City Fringe 
with average rents increasing circa 4.1% 
p.a. over the past 5 years. As displayed 
in the graph on Page 1, the spread 
between A-Grade South Sydney and 
Secondary CBD net rents is currently 
at circa $355/m² net (80.7%), well 
above the level reflected at the start 
of our series (Jun-14) at circa $235/m² 
net (64.4%), which is a result of much 
weaker 5-year rental growth in South 
Sydney when compared to the other 
markets. State Government investment 
in the area through the new Sydney 
Metro and WestConnex infrastructure 
projects, in addition to commercial and 
industrial land conversions to residential 
and a rapidly growing population hints 
towards stronger rental growth in the 
area over the coming years particularly 
as other Fringe markets are becoming 
more expensive. This may already 
be beginning to take effect, with the 
recent announcement that Caltex has 

pre-committed to circa 9,500m² 
within the proposed commercial office 
development at 29 Bourke Road, 
Alexandria. The test for this market  
will be how strong of an appetite 
major prospective tenants, such as 
Caltex, will have committing to new 
commercial developments around 
the Green Square Precinct, which 
will dictate the South Sydney rental 
performance over the coming years. 

Overall South Sydney may be 
opportunistically well placed as 
rentals play catch-up.

SOUTH EVELEIGH IS PLAYING 
IN THEIR OWN LEAGUE
The South Eveleigh commercial 
precinct is bucking the South Sydney 
trend, instead following the path laid 
out by the City Fringe markets. Being 
positioned between Redfern and 
Alexandria, the tightly held precinct 
is currently going through a major 
expansion, with the addition of two 
new commercial office buildings, both 
fully occupied by Commonwealth 
Bank and to be delivered by the end 

of FY2020, as well as the Mirvac’s 
refurbishment of the heritage listed 
Locomotive Building for boutique / 
creative office accommodation, which 
is expected to be completed by the 
end of 2021. 

Whilst remaining confidential, 
the pre-commitments over the 
Locomotive Sheds, as well as recent 
leasing evidence within the existing 
buildings, are achieving rents between 
$725/m² - $825/m² net, which is 
at, and in some instances above, 
levels achieved for primary City 
Fringe markets such as Pyrmont 
and Surry Hills (albeit the South 
Eveleigh precinct has lower outgoings 
resulting in reduced total occupancy 
costs). Proximity to major transport 
nodes and inner-city hubs, as well as 
the proposed retail and restaurant 
developments within the Locomotive 
Sheds, are the main attraction 
to prospective tenants of this 
precinct which is already exceeding 
expectations and in some instances 
benchmarking rental expectations for 
competing City Fringe suburbs.
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As discussed in prior Cushman 
& Wakefield Valuations market 
papers, we are currently in a strong 
compression cycle which commenced 
in late 2015 / early 2016 in the primary 
institutional markets of Sydney and 
Melbourne. Yields have been trading 
below 10-year averages for over 3 years 
and are converging strongly between 
asset grades. Metropolitan markets 
tend to follow the yield trends of the 
Prime and Secondary CBD markets 
however the peak to trough volatility 
is much greater, with the spread 
between CBD Prime / Secondary 
and Institutional Metro currently 
converging to its narrowest spreads 
within the 15-year period analysed 
(excluding the 2006-2007 pre-GFC 
period). Continuation of this strong 
convergence between markets and 

asset grades is historically symptomatic 
of markets nearing cyclical yield peaks 
and indicates higher pricing risk for 
non-CBD markets / secondary assets. 

Nevertheless, current yields  
remain well supported by a 
continuing weight of capital  
and the entrenched “lower for 
longer” thesis. 

The metropolitan market (excluding 
North Sydney) is widely defined, 
encompassing City Fringe suburbs 
such as Pyrmont, Ultimo & Surry 
Hills / Darlinghurst which generally 
trade at tighter yields than the 
other metropolitan Sydney markets. 
Recent sales of institutional A-Grade 
buildings such as 21 Harris Street, 
Pyrmont (Jun-19 – 5.34% CMY -fund 

through sale), 100 Broadway, Ultimo 
(Dec-18 – 5.05% CMY), 19 Harris Street 
Pyrmont (Sep-18 – 5.43% CMY), 100 
Harris Street, Pyrmont (Jun-17 - 5.20% 
CMY) support this with core market 
yields between 5.00% - 5.50% and 
well below the Metropolitan Sydney 10 
year average of 7.45%. Despite yield 
convergence between Metropolitan 
and CBD markets indicating higher 
pricing risk for non CBD markets / 
secondary assets, City Fringe markets 
are considered to be less volatile 
relative to the wider metropolitan 
basket and more aligned with Prime 
/ Secondary CBD trends particularly 
as “mass” (the amount of floorspace) 
within these markets builds. 

YIELD TRENDS AND CONVERGENCE BETWEEN MARKETS 
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Note: This chart does not include every suburban sale only representative trend sales 

Full analysis of these and other sales will be contained within our 6 monthly Sales Analysis Update to be released in October 2019.

Should you have any queries in relation to the above, please do not hesitate to contact the team. 

Regards,

Daniel Hiscox 

Valuer

In addition to this rental market update, Cushman & Wakefield  
Valuation and Advisory look forward to providing updates from our 

wider team as we expand nationally over 2019.

All Papers published by Cushman & Wakefield Valuation and Advisory can be viewed at:
https://www.whatsnextcw.com/valuations/
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