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1. INTRODUCTION 

1.1 Introduction and major objectives of this report 

Auckland Commercial Property Prospects 2008–2013 is BIS Shrapnel’s inaugural demand and 
supply analysis of the Auckland office market.  

After eight years of strong growth, the New Zealand economy has ground to a halt. High 
interest rates, a high New Zealand dollar, a downturn in the housing market and the arrival of 
the world financial crisis have dipped the economy into a downturn. In the process, office 
employment growth has stalled, bringing to an end nearly a decade of at times exceptionally 
strong growth and net absorption. 

Throughout the period of growth, new construction prevented further declines in the average 
vacancy rate, even though prime vacancies contracted to low levels. In turn, prime rental 
growth has been strong—particularly between 2005 and early 2008—with virtually no incentives 
needed to attract or retain tenants. 

At the same time, the investment market experienced near boom conditions, with a strong 
inflow of funds from both within New Zealand and overseas. Yields contracted to levels not 
seen since the late 1980s, which in turn caused a surge in property prices and underwrote 
strong investment returns.  

Now both the leasing and investment markets have weakened. Rental growth has eased, 
particularly in the secondary market, while the arrival of the world financial crisis has seen a 
softening of yields and a fall in prices from their late 2007 peak.  

Meanwhile, construction of new office space continues at a high level, which will add to stock 
while demand remains weak. Consequently, the market faces a number of challenges in the 
short to medium term.  

Will this force the Auckland office market into a downturn or will this be no more than a 
temporary interruption to the long upswing? 

Given the current level of uncertainty, it is crucially important to formulate a coherent 
investment, development, lending or leasing strategy. Our forecasts of supply, demand, 
vacancy rates, rents, yields and values will help in formulating such strategies.  

In this study, we pursue the following questions: 

 What will happen to demand for office space in the short to medium term? Will the financial 
crisis cause a significant decline in employment in the finance & insurance sector, as well 
as in property and business services?   

 Will the space currently under construction cause a blow-out in vacancy rates? Will prime 
space be at all affected or will it only be the secondary market that will suffer when backfill 
space is released?  

 What will happen to the two dozens or so projects in the development pipeline across the 
metropolitan area? Will difficulties in obtaining project finance delay construction or will it 
force developers to abandon projects?  

 Will owners re-introduce incentives in order to attract or retain tenants? What is the outlook 
for face and effective rents in the prime market?  
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 How much further will yields soften and values fall as a result of the financial crisis? Will the 
mismatch between vendor and buyer expectations persist? How much longer until the 
market stabilises?  

 Given the drop in values and the softening in yields, is now a good time to invest?  

1.2 How to use this report 

Our report is not intended for one-off reading; it is meant to be a constant reference for 
practitioners. The following is a guide to assist your reading. 

The Executive Summary provides a snapshot of the Auckland commercial property market, 
our key forecasts and our views on investment and development. The supply and demand 
tables and the forecasts of rents and property values are the key elements for providing realistic 
escalation assumptions in financial analyses. 

Chapter 2 we examine and forecast the two major determinants of office demand—growth of 
the office related workforce and the average workspace ratio. 

Chapter 3 considers the supply of Auckland office space—projects under construction, likely to 
proceed or mooted—across the metropolitan area. We also discuss vacancy rates as the 
outcome of the demand and supply process.  

In Chapter 4 we examine office rents over the previous cycle in both current price and constant 
price (inflation adjusted) terms and provide our forecasts of prime CBD rents to 2013. We also 
investigate the determinants of yields and commercial property values and include our 
forecasts of both to 2013. 

Finally, an Appendix provides a detailed account of definitions, our methodology and sources 
of data. 

 




