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Fit-out cost inflation begins to feed in to
occupier costs, rising 6% in 12 months

3 years ago

Savills analysis of Q2 2022 Prime Office Costs (SPOC) in global markets around the world shows that
inflation and supply chain issues are now feeding into office fit-out costs, and keeping occupiers’ net
effective costs high in many cities around the world.

Over the past year fit-out costs have risen an average of 6% across the SPOC cities that have so far
reported rises says Savills, although proportionally they remain a small part of overall costs compared to
rents. However, several markets are also seeing rising rents, especially for ESG compliant spaces, as
occupier demand continues to support the prime end of the market. Savills highlights that this is especially
prevalent in Paris, where competition for space has driven up face rents at the same time as fit-out costs
have increased, with net effective costs to occupiers now standing at $105.61 per sq ft, almost level with
those for downtown New York. Paris is also the only SPOC market to see rent-free periods reduce in the
last quarter. Other locations, including Asia Pacific cities such as Shanghai, Seoul and Ho Chi Minh, and key
European cities including London, Madrid and Amsterdam, as well as Dubai, also saw headline rent rises
over Q2, says Savills, although these were often driven by index-linked lease structures.

Hong Kong now sits at the top of Savills SPOC table, with the net effective cost to an occupier to take
space in the city having surpassed that in London’s West End, while Tokyo has moved from third place at
the end of Q1 to fifth in Q2, allowing Midtown New York and the City of London to move up one position
each into third and fourth place respectively.

View Savills SPOC Q2 2022 full report here

Matthew Fitzgerald, director of Savills EMEA tenant advisory team, comments: “This is the first quarter
where the vast majority of our key markets have not faced restrictions on the return to the office and when
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hybrid working trends have become established. Many occupiers have focused on creating inspiring,
collaborative workspace to attract the best talent and in line with their commitments to sustainability. This
has held demand for the best in class space, keeping rents high in this segment of the market, whilst
inflationary pressure on fit-out and labour in many markets in Q2 have also added to overall costs.

“Looking ahead, the uncertainty around macro-economic events may lead to some occupiers treading
more cautiously. But any tentativeness needs to be balanced against the fact that supply chains are long
and construction increasingly expensive, with space in some markets taking 50 per cent longer to be
delivered. While occupiers may want to delay decisions while they confirm their final working
arrangements, the reality is that doing so they may face tighter timelines and more expensive estimates in
the long run.”

Average office utilisation has risen to 59% across the markets it's surveyed, says Savills, up from 49% in
Q1 2022, the highest level since the pandemic, although there is significant geographic variation.

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 five most expensive
properties to calculate ultra-prime average. The North American markets use a sample of very high rent
threshold buildings (leasing occurring at the highest end of market). All costs are reported in an annual,
standardised format of USD per sq ft of usable space 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, ii) construction and cabling only (no furniture or
professional fees). Data as of 6 July 2022.



