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Melbourne Suburban Office Update
Limited sales activity in the Melbourne Suburban 
Office Market as private investors hold onto 
assets in anticipation of future growth

The limited recent sales activity has mostly been driven 
by property trusts disposing of non-core assets. Cashed 
up private investors and syndicators continue to be the 
dominate purchasers.

Private investors in general have been holding onto their 
existing assets. With the current tight suburban vacancy 
rate, most private investors have close to fully-leased 
buildings and are able to easily service debt obligations 
in most cases. There is therefore no compulsion for 
them to sell. There is also a widely held expectation 
that rents will increase further over the short term given 
limited new construction and pent up tenant demand.

Ongoing global economic uncertainty has also stifled 
transaction activity over recent months.

m3property have recorded an estimated $65 million in 
sales so far this year in comparison to $220 million last 
year in the above $5 million price bracket. Market hot 
spots for recent sales activity have included Richmond, 
Mulgrave and South Melbourne.

Recent major suburban office sales evidence are listed 
in the table below.

In general properties with existing vacancy, short 
weighted average lease expiries or significant short term 
lease expiry risk have been discounted in the market 
due to the higher levels of equity required by banks. 

Many of the sales represent property trust disposals, 
including:

• Lot 2, 658 Church Street, Richmond (ISPT)

• 271 Wellington Road, Mulgrave (Charter Hall)

• 18-20 Prospect Street, Box Hill (Opus Capital)

• Building 5, 658 Church Street, Richmond (Aust. Unity)

17 Market Street, South Melbourne

Lot 2, 658 Church Street, Richmond

Source: m3property
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A further fall in vacancy and continued rental 
growth is forecast in 2012

Vacancy has fallen significantly over the past two years 
in the suburban market. 

In 2008, just prior to the Global Financial Crisis, total 
vacancy was at an historic low of 5.0%. Speculative 
development, particularly in the City Fringe region 
was constructed to meet the then high levels of tenant 
demand. When the affects of the debt crisis were felt 
in early 2008, much of this new stock was completed 
creating oversupply.

By the end of 2009, the vacancy rate had peaked at 
8.5%. Since then, vacancy has trended down to 

its current level of 6.0% due to improving domestic 
economic fundamentals and the absorption of new 
stock over most of 2010.

In the current economic environment, new development 
has been limited due to the significantly tighter credit 
conditions imposed by lenders. Market rents are also 
currently below economic rents making most new 
projects unfeasible. Only sufficiently pre-committed 
projects are being funded.

Over the next 12 months limited new construction is 
proposed. m3property forecast that further pent up 
tenant demand will underpin a marginal fall in total 
vacancy and moderate rental growth in the short term.

Major leasing transactions of over 500 square metres are listed below:

Contact information

Richard Isaac  Valuer 
T: 61 (3) 9605 1042 
E: richard.isaac@m3property.com.au
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Melbourne Suburban 
Office Total Vacancy is 
shown at right:
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