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it remains much
cheaper than
London, Hong Kong
and New York

By CHRIS ARCHIEOLD

THERE has been a plethora
of reports in the local and
international media about
how much Singapore office
rentals have increased in
the last 24 months.

The expected rental
trend has also been the
subject of much discussion,
albeit most pundits are less
inclined to quote their num-
bers.

The critical guestion is
whether these increased
rentals will make Singapore
uncompetitive in attracting
inward investment of multi-
national companies.

To fully answer this
question, one cannot just
look at how Singapore rent-
als have increased in the
past few years. One must
also include other location-
al considerations such as:
4 Rental costs of our com-
petitors in the Asian and
glohal markets
4 Quality oflife
# Business transparency
% Business costs and hu-
MAaI Feseurces
% Availability of space

Rental costs

While Grade A rentals in
the central husiness district
(CBD) have increased sig-
nificantly — over 235 per
cent in 2005 and over 16
per cent in 1H06 to the cur-
rent level of $6.90 per sq ft
per monih —they have ac-
tually come off at a very low
base lavel.

Rentals at the bottorn of
the last cycle {approximate-
ly end-2Q04) were at a sim-
ilar level to {hose sSeeh™ 15
years earlier in the late
1980s.

Figure 1 shows that
Grade A CBD rentals over
the last 20 years have aver-
aged at $7.10 a month, Giv-
en that rentals at the end of
2Q06 were 36.90 per sq [i,
we have not actually hit the
20-year average number
yet.

The chart suggests that
higher rentals in the previ-
ous cycles did rzot limit Sin-
gapore’s competitiveness.
Therefore, there would be
ne reason why we should
not see higher rentals once
again.

Given the current supply
and demand dynamics, we
fully expect rentals fo in-
erease further over the next
few years. In addition, we
also expect 1o see rental in-
creases in other competi-
tive cities.

Part of the need to main-
tain competitive rental
rates stems from the com-
petition with cities within
the region as well as in Eu-
rope and the United States.

Therefore, we reviewed
and compared the nei effec-
tive Grade A CBD rentals {at
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USD per sq ft per month) of
key competitor cities in
Asia Pacific (Hong Kong,
Shanghai and Sydney) and
the global market (London
and New York).

Jones Lang LaSalle Re-
search shows that Singa-
pore is still substantially
cheaper than London,
Hong Kong and New York;
is marginally cheaper than
Shanghai; and only slightly
more expensive than Syd-
ney. Thus, Singapoere rent-
als are well within the
bounds of being financially
competitive.

Compared with Singa-
pore, net effective rentals in
London and New York are
higher by about US$10.10
per sq ft per menth and
about US$1 per sqg ft per
month, respestively.

Our major regional com-
petitors, Shanghai and
Hong Kong, also have
higher rentals by US$0.50
per sq ft per month and
US$4.35 per sq ft per
month, respectively.

However, rentals in Syd-
ney are cheaper by
US$1.10 per sg ft per
month,

While Singapore still has
significant growth, our
rentals would have to in-
crease by ahout 130 per
cent in order to be as ex-
pensive as Hong Kong to-
day.

Therefore, even with
projected rental increases,
we are unlikely to be con-
sidered uncompetitive in
terms of rates alone.

Other considerations

In addition, we have to con-
sider other locational deci-
gions in considering wheth-
er occupiers will be “put
off"" with locating to Singa-
pore rather than to other

competitive Asian cities.

Quality of life

Part of the human re-
sources issue for MNCs
with a high component of
foreign workers who are
used to different living envi-
ronments is the quality of
life the city provides.

Many MNCs consider is-
sues such as pollution, resi-
dential accommodation,
healtheare, education, re-
tail, entertainment and oth-
er amenities when looking
at the feasibility of a partic-
ular location.

Singapore fares much
better than many of its
competitors in this category
given its excellent infra-
structure, abundance of
amenities and lack of pollu-
tion.

Business transparency
Probably ene of the maost

important factors that dic-
tate locational decisions is
the business envirenment
that a location provides in
terms of a transparent mar-
ketplace and the ease of do-
ing business.

This is very evident in
the fact that Hong Kong and
Singapore have been the
“locations of choice” for a
long time. With their high
levels of transparency, they
have also been chosen as
two of the easiest cities in
the Asia-Pacific in which to
do husiness.

Now that China has
opened up thelure of being
located at the heart of what
is potentially a huge
“growth market”, increas-
ing nambers of MNCs have
focused their attention on
Chinese cities such as
Shanghai.

Business costs

Economic costs are funda-
mental to the decision-
making process of where to
locate/expand a business.
Cther issues include the
levels of taxation, incentive
schemes to set up new busi-
nesses and staff costs. Staff
remuneration foerms one of
the highest outgoings for
most firms across the globe.

Therefore, if is a high
priority on the list of con-
siderations. The availability
of skilled and economic la-
beur is a prime driver.

Part of this is driven by
the cost of living in each city
and the levels of personal
income tax.

Availability of space

A fundamental part of the
lecational decision-making
process is the ability to ac-
quire suitable accommoda-
tion-in which fo house busi-
ness units,

Therefore, there is a
need for an ample supply of
high-quality efficient office
space in convenient loca-
tions.

Conclusion
Unless rentals spiral totally

out of control, it would
seemn unlikely that Singa-
pore will price itseif out of
the market given that many
of the country’s.major com-
petitors are currently more
expensive in terms of cccu-
pational costs and as Singa-
pore offers numerous other
advantages for inward in-
vestors. '

A more concerning issuc
is the ahility to offer space
to new or expanding busi-
NESSEs.

There is a very signifi-
cant lack of office space
coming on line over the
next few years.

The conservative senti-
ment among the develop-
ment community in Singa-
pore during and
immediately after the Sars
period has meant that the
amount of space currently
being develeped specula-
tively is well below the
average annual supply
rates.

This has ied to the Sin-
gapore market seeing a se-
rious space erunch over the
next few years.

There is also very little
coming on line in the way of
new office supply either in !
the CBD or in the overall .
market. Simply put, there is
uniikely to be enough sup-
ply to meet the projected
demand.

This will cause serious
problems both for current
occupiers locking to ex-
pand their headcounts as
well as for businesses
looking to set up in Singa-

‘pore.

The supply crunch be-
comes a real issue when
you consider the following
factors: (1) Competitive cit-
ies in Asia have supply
coming on line fo house
growing MNCs, (2} MNCs by
nature are capable of relo-
cating business units {and
therefore jobs} across inter-
national boundaries.
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director, head of markets
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