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Rising costs remain key but green shoots
appear

Global uncertainty has dominated
the narrative through 2022,
producing inflation, volatility, and
rising costs for occupiers. Inflation
has been the key story for the year,
both for individuals and also for
firms looking to take up office
space. Supply chain disruption
and rising costs for materials and
labour are leading to higher fit-out
costs and longer construction
times, at a time when occupiers are
looking to create dynamic spaces
to attract and retain the best and
brightest talent. The role and
function of office spaces continues
to be challenged and reimagined
by real estate teams and business
management, something that
persists in creating uncertainty in
office markets around the globe.
Against this background of global
uncertainty and general caution,
in the coming quarter the world
looks to Egypt for the annual COP

meeting in Sharm-el-Sheik. With
the global consciousness once
again turning to sustainability,
questions such as how the built
environment contribute positively
to the cause once again come to
the fore. The global property sector
contributes nearly 40% to global
carbon emissions, with significant
untapped potential to increase
sustainable outcomes across

all sectors. For office occupiers,
increased use of technology,
monitoring and achieving energy
savings, encouraging employees
to use more environmentally
friendly commuting methods,

and occupying green-certified
spaces can all help to lower carbon
emissions and is an important

and necessary step in achieving
sustainability targets. The
increasing focus on sustainability,
particularly sustainable office
spaces, is helping to contribute to

the emergence of a green rental
premium for environmentally
friendly offices in key markets.

Each quarter, the Savills team of
expert local tenant representation
professionals and researchers
present a snapshot of occupancy
costs for prime office space across
the global markets critical to our
clients.

For this issue of Savills Prime
Office Cost (SPOC) insights, we
spoke with local tenant agents
and sustainability professionals
to gather market insights and
understand how the drive towards
sustainability and a greener
economy is affecting occupier
behaviour, and whether key
locations are seeing a rise in green
rental premiums from increased
occupier demand.
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Inflation, supply
chain issues,
and ongoing

uncertainty are

driving rising costs
for occupiers in
many markets,
particularly fit-out
costs

Some key markets
are seeing face
rent costs increase,
while others
are only seeing
increases in fit-out
costs
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Green offices

- those which
help occupiers
meet ESG and

sustainability

targets - are seeing

rising demand
globally, driving
rising rents for

these spaces
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Quarterly highlights

Global uncertainty - both economic and
political - is continuing to contribute

to volatility and rising prices in the
office markets. Rising fit-out costs
resulting from inflation in commodity
prices, ongoing supply chain issues,

and increasing construction and labour
costs continue to be a key focal point

for occupiers looking to take up space in
prime CBD assets. Year to date, fit-out
costs have increased across the SPOC
markets by an average of 10%, broadly
aligning with headline inflation figures.
While uncertainty in the markets remains,
it is likely that rising costs will persist
through the near term.

Through the third quarter of the year,
most markets in Asia Pacific haven’t seen
large changes in rental costs. However,
they are not insulated from global supply
chain issues contributing to rising fit-out
costs. For the region, rental movements
are flat on the quarter and down 1% on
the year. Locations which have each seen
increases in the third quarter include
Shenzhen (+2%), Seoul (+1%), Singapore
(+1%), and Ho Chi Minh City (+2%).
Rental costs are overshadowed by rising
fit-out costs, which have risen an average
of 3% from Q2 and 9% from Q3 2021
across Asia Pacific.

European and Middle Eastern office
markets are more varied, seeing an increase
in average gross rent across the region of
2% from Q2 and 6% over the past year.
These higher rates can be attributed
to both index-linked rental increases,
rentalised fit-out costs in some markets,
and the fact that energy costs, which are
rising precipitously, are often factored
into service charges. Fit-out costs are also
continuing to rise, increasing by an average
of 14% on the year as materials and labour

inflation continues to have an effect.

The United States and other North
American markets have seen less
movement of rental figures, although
fit-out costs have seen increases of 7% on
the year: lower than the average headline
inflation figure but still a sharp increase.
Across the region in many major cities,
workers have been notoriously slow
in returning to offices post-pandemic,
leading many firms to seriously reassess
their space needs. Savills teams in North
America note that there is an increase in
subleasing activity, which indicates longer
term space and cost reductions from
occupiers.

Markets which have seen the largest
increases in net effective costs over the
quarter are largely clustered in the EMEA
region, locations such as Dublin (+7%),
London City (+5%), Dubai (+3%), and
Berlin (+3%). European market costs have
been largely driven by the increasing face-
rents as well as rising fit-out costs in many
cities, in addition to all time low vacancy
rates in many locations. As demand
continues to rise in Asia Pacific markets
and key North American cities, occupiers
will likely continue to pay rising costs as
fit-out increases lead to higher net costs
for occupiers in the near term.

Rising costs are slowing down
development and retrofitting activity
creating shortages of prime, sustainable
office spaces. This shortage is partially
driving the emergence of a green rental
premium of between 4%-15% in Asia
Pacific markets, 10% in European markets
such as the Netherlands, and between
5% and 10% in the US office markets
as occupiers look to increase their
sustainability in line with corporate and
national targets.

Note: Net effective cost to occupier includes the gross rent (inclusive of property taxes and service charges) plus fit-out costs, less any concessions for rent-free periods
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Market insights - The rise of the green premium

Global differences in what constitutes ‘green’ and varying levels of environmental legislation can make selection and reporting
on space extremely complex. World Research spoke to four regional leaders in the office markets and sustainability research to
understand regional differences and trends in sustainable office spaces.

CONTRIBUTORS:
Mark Smith - National Head for Occupier Services, Savills Australia and New Zealand
Ellen Waals - Head of Agency, Savills Netherlands

Wendy Feldman Brock - Executive Managing Director, Savills North America

Hyon Rah - Director, ESG Consultancy, Savills North America
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Outlook.

Office utilisation continues to slowly increase, though it
appears to have plateaued across the SPOC markets with
utilisation rates standing at 62% compared to 61% in Q2
and remaining lower than the pre-pandemic average of
approximately 70%. Office utilisation in the US has ticked
up in recent weeks (46% in Q3 compared to 42% in Q2)

as many firms used Labor Day in September as a date to
encourage workers back to the office. However, uncertainty,
cost pressures from rising utility costs, sustainability
requirements, and the desire to attract talent and improve
company culture means occupiers are willing to downsize and
locate in prime buildings.

Uncertainty remains around risks from inflation rates,
geopolitics, and the ongoing energy crises facing many
economies this winter. Occupiers face rising costs from

energy, although many who are locked in to their leases will
be insulated from the largest sources of volatility: potential
rent increases and the costs for fitting out a new space.

Sustainability scores points for occupiers looking to attract
new workers in the war for talent and for bringing current staff
back to the office. Several SPOC markets will also face stricter
EPC certification requirements over the coming year, which
will also affect where occupiers choose to take up space.

Currency crunches could lead to some markets looking more
attractive for US headquartered firms and other US dollar-
denominated businesses that may be looking to expand. The
ongoing strength of the dollar has the potential to offset any
local currency price increases.

Methodology

The Savills Prime Office Cost
(SPOC) Index presents a quarterly
snapshot of occupancy costs for
prime office space throughout

the world, as provided by our
expert, local tenant representation
professionals and researchers.

The adjusted annual all-in
occupancy cost represents real-time
transaction terms for 20,000 sq ft
(2,000 sq m) of usable space based
on a basket of top 5 most expensive
properties to calculate ultra-prime
average. The North American

market).

markets use a sample of very high
rent threshold buildings (leasing
occurring at the highest end of

All costs are reported in a
standardised format of USD per sq ft
of usable space per annum to account
for variations in currency, reflect
local payment protocols, and adjust
for measurement practices across
the globe. We have also factored
in the credit value to the tenant
generated from abated rent and the
cost associated with fitting out the

premises in order to provide an ’all
in‘ total occupancy cost in USD per
usable square foot.

The fit-out costs were gathered
from local Savills teams assuming
the leasing scenario described
above, plus the following: i) 30%
cellularisation with the remainder
of space open plan onstruction
and cabling only (no furniture or
professional fees).

Savills team

EMEA

Matthew Fitzgerald
Director, Cross Border
Tenant Advisory, EMEA
+44(0) 207 299 3082
mfitzgerald@savills.com

Mike Barnes

Associate Director,
European Commercial
Research

+44(0) 207 075 2864
mike.barnes@savills.com

APAC

Adam Evennett
Director, Cross Border
Tenant Advisory, APAC
+852 2842 4208
aevennett@savills.asia

Simon Smith

Regional Head of
Research & Consultancy
Asia Pacific

+852 2842 4573
ssmith@savills.com.hk

Americas

Dominic Harding
Senior Vice President,
Head of Cross Border -
Americas

+1212 328 3977
dharding@savills.us

Sarah Dreyer

Senior Vice President,
Research and Data
Services

+1202 540 5510
sdreyer@savills.us

World Research
Eri Mitsostergiou
Director

+30 694 650 0104
emitso@savills.com

Kelcie Sellers

Associate

+44(0) 20 3618 3524
kelcie.sellers@savills.com

Savills plc is a global real estate services
provider listed on the London Stock
Exchange. We have an international
network of more than 600 offices and
associates throughout the Americas,
UK, Europe, Asia-Pacific, India and the
Middle East, offering a broad range of
specialist advisory, management and
transactional services to clients all over
the world. This report is for general
informative purposes only. It may not
be published, reproduced or quoted,

in part or in whole, nor may it be used
as a basis for and contract, prospectus,
agreement or other document without
prior consent. While every effort has
been made to ensure its accuracy, Savills
accepts no liability whatsoever for any
direct or consequential loss arising from
its use. The content is strictly copyright
and reproduction of the whole or part
of it in any form is prohibited without
written permission from Savills Research
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