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Market Overview

SINGAPORE ECONOMY

The Singapore economy registered strong growth of

7.7% in 2007, as per the February 2007’s Economic

Survey of Singapore by the Ministry of Trade and Industry

(“MTI”), slightly lower than 7.9% growth in 2006 but

higher than the advanced estimates of 7.5%. The better-

than-expected growth for 2007 is considered exceptional

as it came after three previous years of strong growth.

Preliminary estimates by the Ministry of Manpower

reported that the strong economic growth led to a

record-breaking year for employment creation in 2007,

bringing unemployment rate down to its lowest level in

the decade. As stated in the fourth quarter 2007

Employment Situation issued by the Ministry of

Manpower, total employment created in 2007 peaked

at 236,000, far surpassing the 176,000 jobs created in

2006. Growth in employment in 2007 was broad-based

across all major sectors. The service sector saw the

highest employment gains led by financial and

professional services which accounted for about 60%

of all new jobs created.

In Febuary 2008, MTI forecast that Singapore’s  economy

is expected to grow by 4.0% to 6.0% in 2008. The

Singapore government believes that the current

conditions suggest that the United States of America

(“U.S.”) will likely enter into a mild recession in the first

half of 2008 but its strong fundamentals, coupled with

fiscal and monetary stimulus would help to support

recovery in the second half of the year. In addition,

growth in the region would moderate but remain healthy

and, in this scenario, Singapore’s economic growth is

likely to be in the upper half of the forecast range. The

Singapore government also remains hopeful that in

2008 there will continue to be new job creation and

opportunities in Singapore.

OFFICE RENTS IN SINGAPORE GREW FASTEST

IN ASIA

Singapore’s office market continued to grow at a faster

pace in 2007, following the exponential growth in 2006

on the back of solid economic growth, good labour

market outlook and strong demand for office space.

Demand for office space remained healthy at 2.1 million

sq ft in 2007, after the peak of 2.4 million sq ft achieved

in 2006 and far exceeding the 10-year average of 1.3

million sq ft as per URA’s record. Supply on the other

hand remained fairly inelastic, resulting in sharp rental

escalation for 2007 due to stiff competition for limited

pockets of office space for lease, particularly office

space within the Central Business District (“CBD”).

According to CB Richard Ellis (Pte) Ltd’s (“CBRE”)

MarketView Singapore of fourth quarter 2007, prime

office rents averaged S$15.00 per sq ft per month by

end 2007, representing an annual increase of 92.4%

and far exceeding the 50.0% growth rate achieved in

2006. Grade A office rents averaged S$17.15 per sq

ft per month as at end 2007, representing a 96.5%

increase from the previous year. The last record rental

growth rate was 78.0% achieved in 1981.

Fuelled by strong interest from local REITs and foreign

private equity funds, office investment sales also

achieved an all-time high record of S$15.25 billion in

2007, which is more than triple the S$4.79 billion

recorded in 2006. Prices of office space in the central

part of Singapore rose sharply by 33.0% in 2007,

compared to 17.0% a year ago.
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Based on CBRE’s latest Global Market Survey for a 12-

month period ended September 2007, Singapore topped

the ranks with the fastest growing occupancy costs

with an 82.6% increase. However, it still ranks lower

than other major financial cities of the world. A key driver

has been the rapid expansion by the financial and

banking sector at a time when the office market is

experiencing a shortfall in supply, putting upward

pressure on the rental rates.

2008 AND BEYOND

With the U.S. sub-prime mortgage crisis resulting in

huge write-offs by major banks and the likelihood of a

possible U.S. recession following a weaker-than-expected

January non-farm payrolls and ISM services index,

economic growth in Asia is expected to moderate in

2008. However, we expect the magnitude of the

slowdown to be mitigated by healthy growth in the region.

Going forward, the pace of office rental growth is

expected to moderate from the levels registered in

2006/2007 due to a number of factors, including the

U.S. sub-prime mortgage crisis and the impending U.S.

recession, and potential new office supply entering the

Singapore market after 2009. Despite the above, we

expect demand for prime office space to remain steady

in the next two years. In 2008, given that supply of prime

office space will remain tight, rental rates are expected

to hold resiliently strong. We are confident that

CapitaCommercial Trust will continue to enjoy good rental

upside in 2008 and 2009 as its portfolio mainly consists

of prime office assets.

MALAYSIA ECONOMY

According to a report by Bank Negara Malaysia, the full

year economic growth is expected to reach 6.0% in

2007 buoyed by strong domestic demand, particularly

the service sector and public sector services. The service

sector posted strong expansion in 2007, which acted

as a strong buffer to the sluggish manufacturing economy

that had been affected by the weak demand in the

electronics and electricals sector. The Economic

Intelligence Unit in December 2007 forecast that the

pace of economic expansion will remain brisk and reach

5.7% in 2008 supported primarily by private consumption

and investment.

Rising occupancy cost in Singapore –
but still lower than other global financial cities

CBRE GLOBAL 50 INDEX
(by occupancy cost in US$ per sq ft per year)

RANKING CITY COST
(NOV 07)

1. London (West End) 328.91

2. Mumbai (Bombay) 189.51

4. Moscow 180.78

5. Tokyo 178.61

7. Paris 127.48

8. New Delhi 126.73

10. Hong Kong 106.31

11. Singapore 102.37
12. New York (Midtown) 100.79

13. Dubai   98.32

23. Seoul  77.58

29. Abu Dhabi  68.09

42. Shanghai (Pudong)  58.55

48. Sydney  52.33

49. Shanghai (Puxi)  52.30

50. Amsterdam  52.15
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KUALA LUMPUR OFFICE MARKET

Demand for prime office space continued to strengthen

as a result of strong growth in the service sector. The

average vacancy rate for office buildings in the City

Centre as at the fourth quarter of 2007 was 6.0%.

Demand is likely to be boosted by space expansion

from OCBC, HSBC and Citibank which have recently

received their new Islamic banking licenses. Strong

demand coupled with limited supply of prime office

space, have resulted in increasing rentals in 2007. As

indicated in the Kuala Lumpur update of DTZ Research’s

Office Market Brief for fourth quarter 2007, prime office

rents increased 8.2% year-on-year to RM5.84 per sq ft

per month as at 4Q 2007. Capital values have also

increased from RM730 per sq ft in 3Q 2007 to RM760

per sq ft in 4Q 2007 in tandem with rental increases.

The outlook for the office sector in Kuala Lumpur Central

Area (”KLCA”) continues to be optimistic within the next

12 months as its prime office market is expected to

witness growing compression in available space over

the short-term with only five new office buildings expected

to enter the market. Colliers International (Singapore) Pte

Ltd in their October 2007 Asia Pacific Market Overview

forecast Kuala Lumpur prime rental rates to grow by

41.7% in 2008.

SINGAPORE REITS MARKET

Since the launch of the first REIT in July 2002, Singapore

has become one of Asia’s most developed REIT markets,

boosted by new listings and active acquisitions by

existing REITs. While the Singapore government

continues to strengthen governance and the operation

structure of S-REITs, it also strives to enhance its

competitiveness in the region through proactive initiatives

of the MAS.

On 8 June 2007, the Securities Industry Council (“SIC”)

extended the ambit of the Singapore Code on Take-

overs and Mergers to REITs to put in place a proper

framework ensuring fair and equal treatment of all

unitholders to enhance the reputation of the S-REITs

market. This measure also provides greater clarity on

merger & acquisition (“M&A”) rules for S-REITs.

The MAS had on 28 September 2007 also revised the

Property Funds Guidelines to improve the safeguard

for investors and provide greater clarity and flexibility

for commercial transactions. The key revisions include

enhancing the disclosure requirements on the use of

short-term yield enhancing requirements, providing

guidance on permissible fixed-term management

contracts, disallowing discounts to institutional investors

for subscriptions made at the time of listing of a REIT,

specifying safeguards for REITs that intend to pay

distribution in excess of current income, requiring a

REIT to invest at least 75% of its assets in income-

producing real estate, and removing the 5% single party

limit for investments in real-estate related securities.

With the changes in the regulations and current weak

market conditions, there are opportunities for

consolidation amongst the REITs in Singapore.
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Mdm Kwong Yoke Nui
Unitholder

"With my investment in CapitaCommercial Trust,
I own a piece of prime commercial space in the
Central Business District. The strong track record
of CapitaCommercial Trust’s management team gives
me added confidence in my investment. I am happy
with the regular and stable distribution I receive
every half year, plus it is tax-free."
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