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Vacancy rate should
decrease year by year
after 2018

Paul Lee Director | Taiwan

We expect that the vacancy rate of the whole office
market will rise from 6.5% to 8.0% by end-2018
whilst the vacancy rate of Premium Grade and
Grade A offices will rise from 9.0% to 13.0% at the
same time. This is because the vacant area for
Premium Grade and Grade A offices was 52,879
ping (174,500 sq m) at end-2017 and new supply in
2018 of 54,780 ping (180, 775 sq m) belongs to
these two grades. Large tenants may be able to
obtain rent discounts in certain quality office
buildings with high vacancy rates.

Forecast at a glance

Demand

The total net take-up in 2017 amounted
to 41,464 ping (136,831 sq m) owing to
the Taiwan Cooperative Bank’s move
into the Taiwan Cooperative Building A
and B where it occupied 16,100 ping
(53,130 sq m). We estimate the net take-
up in 2018 will be 27,000 ping (89.100 sq
m) and annual net take-up from 2019 to
2022 will be 24,000 ping (79.200 sq m).

Supply

Taipei’'s total office stock was
unchanged at end-Q4 2017 at 1,564,797
ping (5,163,830 sq m) owing to delays in
completion of new supply. We estimate
that there will be 96,780 ping (319,375
sq m) of new supply by end-2020,
implying a 6% increase over current
stock. For Premium Grade and Grade A
stock, the increase will be about 17%.
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Vacancy rate

With new supply of 54,780 ping (180,
774 sqm) and net take-up of 27,000 ping
(89,100 sq m) in 2018, we expect that
the vacancy rate will rise from 6.5% to
8.0%. We predict that the vacancy rate
will then decrease year by year to 4.6%
by end-2022 owing to lower new supply.

Rent

Since the total vacant office area stood
at 101,223 ping (334,035 sq m) at end-
2017 and 2018 new supply should be the
highest in the past ten years, some
landlords have stopped raising rents or
are offering incentives in order to be
more competitive with tenants. We
expect the average rent will increase
around 1.5% in 2018 owing to higher
rents in new office stock. The average
rent should then grow by about 1% per
annum between 2019 and 2022.

RENT

New supply was delayed, so
total stock was unchanged

Taipei’s total office stock was unchanged at end-Q4
2017 at 1,564,797 ping (5,163,830 sq m) owing to
delays in the completion of new buildings. We estimate
that there will be 96,780 ping (319,374 sq m) of new
supply by end-2020, implying a 6% increase over
current stock. Around 70% of the new supply will be
situated in the Hsin Yi district and 40% of new buildings
are likely to be owner-occupied.

The average vacancy rate was
the lowest since 2007

Thanks to persistent recovery in world trade and high
growth in electronics and machinery exports, Oxford
Economics expect Taiwan’s real GDP growth to reach
2.6% for both 2017 and 2018. Real GDP growth in 2016
was 1.4%. Firm economic growth rates are positive for
office leasing demand.

Total net absorption in Q4 2017 was 5,363 ping (17,698
sq m) and left the vacancy rate at 6.5%, decreasing by
0.3% QoQ and 2.6% YoY. This is the lowest rate since
2007. Some buildings including the Hung Sheng Nanking
Building on 2,000 ping (6,600 sg m), the Jia Jia Building
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on 1,400 ping (4,620 sq m) and the Aurora International
Building on 1,250 ping (4,125 sq m) performed well by
recording net take-up of above 1,000 ping (3,300 sq m)
in Q4.

The total net take-up in 2017 amounted to 41,464 ping
(136,831 sq m) owing to the Taiwan Cooperative Bank’s
move into the Taiwan Cooperative Building A and B
where it occupied 16,100 ping (53,130 sq m). We
estimate the net take-up in 2018 will be 27,000 ping
(89.100 sq m) and average annual net take-up from 2019
to 2022 will be 24,000 ping (79.200 sg m).

Vacancy rate will rise to 8% by
end-2018 and then decrease
year by year

The net take-up in NK SC district amounted to 2,896 ping
(9,557 sg m) in Q4 2017, the highest among all districts.
The vacancy rate in the district declined by 1.5
percentage points to 6.9%. The net-take up in the district
mainly came from the Hung Sheng Nanking Building and
the Jia Jia Building. In addition, the vacancy rate in the
Hsin Yi district declined by 0.5% to 8.6% since the net
take-up was 2,185 ping (7,211 sq m) in the district. The
main contributors were the Aurora International Building,
the Cathay Landmark and the Cathay Xinyi Trading
Center.

The top three districts with highest net take-up in 2017
were MS TN district on 14,055 ping (46,382 sq m), Hsin
Yi district on 12,737 ping (42,032 sq m) and NK SC
district on 5,450 ping (17,985 sg m). Consequently, the
vacancy rate fell below 10% at end-2017 in all these
districts. With new supply of 54,780 ping (180, 774 sq m)
and net take-up of 27,000 ping (89,100 sq m) in 2018,
we expect that the vacancy rate will rise from 6.5% to
8.0%. We predict that the vacancy rate will then
decrease year by year to 4.6% by end-2022 owing to
lower new supply.

Fig. 1: Taipei Office Quarterly New Supply,
Net Absorption and Vacancy Rate (000
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Fig. 2: Taipei Office Annual New Supply by
District (000 ping)

ping)
B 1: St AEMEME - BRIEERTZE 2 Bt AZSHESEMGHA(TIH
=(Fi)

3 Colliers Quarterly | 21 February 2018 | TAIPEI | OFFICE | Colliers International



50 12% 60
40 10%| | 50 .
30 8% 40
20 30 e
6%
10 20
o SR PR
(10) 2% o o
2014 2015 2016 2017 2018 2019 2020
(20) 0%
m— New Supply | $i!#fit4 === Net Absorption | B2 1LE o - T
Vacancy Rate | ZE % ¢
Source: Colliers International BEAE: SR
Vacant area in Premium TEAREL A 4 KA 2 B [ FE R
. P)v—‘
Grade and Grade A offices KIEE =
set to increase drastically
The net take-up for all office grades was positive. DPIIFAF 4G, 2017 FE 5 IIF K54 M £ E
Pfrf.em|um Grade, I(Grade ? Grade'AB and Grade B weom iy, Hooh, TEALAHEEAL 4,094 FF (13,510 SFF
0 |ce§ saw net take-up o 4,.094 ping (13,510 sq m), ARY Y A SRR 670 B2, 211 FFAR) . AB Si it
670 ping (2,211 sq m), 464 ping (1,531 sq m) and 135 . .
ping (446 sq m) respectively. 464 B (1, 531 “FIr AR) LB AR 135 B (446 ~FJ5 4
O .

The vacant area for Premium Grade offices was the
highest at 28,821 ping (95,109 sq m) in end-2017. The
vacant areas for other office grades were Grade A
offices on 24,058 ping (79,391 sq m), Grade AB offices
on 21,346 ping (70,442 sq m) and Grade B offices on
26,998 ping (89,093 sq m). The new supply of 54,780
ping (180,774 sq m) belonged to Premium Grade and
Grade A offices, and we expect total net take-up for
these two grades will be around 24,000 ping (79,200
sq m) in 2018. As a result, we expect that the vacant
area for Premium Grade and Grade A offices will
increase by over 50% YoY and the vacancy rate will
rise by 4% to 13% by end-2018. Large tenants may be
able to obtain rent discounts in certain quality office
buildings with high vacancy rates.

Fig. 3: Taipei Office Occupied and Vacant
Area by District (000 ping)
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Fig. 4: Taipei Office Occupied and Vacant
Area by Grades (000 ping)
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Growth in average rent is
limited

The average rent for the Taipei office market was
NTD1,841 per ping per month (NTD558 or USD18.7
per sg m per month) in Q4 2017, increasing by 0.3%
QoQ and 0.6% YoY. Rent finally regained the level
prior to the 2008 Global Financial Crisis. Among all
districts, only the rent in Hsin Yi is above NTD2,000 at
NTD2,204 per ping per month (NTD668 or USD22.4
per sq m per month). Since the total vacant office area
still stands at 101,223 ping (334,036 sq m) in end-2017
and 2018 new supply is the largest in past ten years,
some landlords have stopped raising rents or are
offering incentives in order to be more competitive with
tenants. We expect the average rent will increase
around 1.5% in 2018 owing to higher rents in new
office stock. The average rent should then grow by
about 1% per annum between 2019 and 2022.

Fig. 5: Taipei Office Average Rent and
Growth Rate (NTD per ping per month);
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Fig. 6: Taipei Office Average Rent by Area
(NTD per ping per month);
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New industries help to
take up vacant area in
Premium Grade and
Grade A offices

Since the vacant area for Premium Grade and Grade
A offices is 52,879 ping (174,501 sq m) in end-2017
and the 2018 new supply of 54,780 ping (180,774 sq
m) belongs to these two grades, we believe that
competition among landlords will be intense. Some
companies from games, on-line shopping, energy and
Fintech have relocated or expanded into Premium
Grade and Grade A offices in recent years, helping to
boost net absorption for those office grades.
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