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BANGKOK OFFICE MARKET OVERVIEW Q1 2021

TOTAL SUPPLY OF OFFICE FROM Q2 2021 TO 2026, IT IS TOTAL OCCUPIED SPACE
SPACE IN BANGKOK PROJECTED THAT ANOTHER CONTINUED TO DECLINE,
INCREASED BY 0.4% Q-O-Q 1.6 MILLION SQ M OF NEW FALLING BY 0.6% Q-O-Q TO
TO 5.4 MILLION SQ M. SUPPLY WILL ENTER THE 4.57 MILLION SQ M.
MARKET.

REFLECTING THE MARKET THE AVERAGE ASKING RENT
SLOWDOWN, THE MARKET FELL BOTH ON A QUARTER
OCCUPANCY RATE DROPPED AND ANNUAL BASIS,
BY 0.9% POINTS TO 84.3%. DROPPING BY 0.7% Q-O-Q
TO 792 BAHT PER SQ M PER
MONTH.

As 2021 began, all key indicators showed that the market is
softening and moving in favour of tenants. We have seen increased
vacancy rates across the city and throughout all grades. Landlords
have also become increasingly flexible, offering improved
incentives such as rent-free, half-rent and rental discounts for
new tenants and even for existing tenants upon lease renewal. If
your firm has a lease expiry coming up in the next 12 months, we
strongly recommend speaking with one of our experts to see how
we can help you to ensure that your future accommodation costs

MARCUS BURTENSHAW are aligned with the market outlook.

Executive Director,
Head of Occupier Services and Commercial Agency
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OFFICE PROPERTY MARKET INDICATORS

5.42M 4.57M 84.3% 792
SUPPLY OCCUPIED SPACE OCCUPANCY RATE ASKING RENT
(sqg m) (sq m) (THB / sg m / month)
% Change
Q-0-Q A 0.4% Y 0.6% ¥ 0.9% pts. Y 0.7%
Y-0-Y A 3.2% Y 3.3% Y 5.7% pts. Y 0.7%

ECONOMIC OVERVIEW

The Thai economy contracted by
2.6% Y-0-Y in Q1 2021 Nevertheless,
this marks the second consecutive
quarter of lessening decline in GDP.
The main contributing factors to the
improvement include the continued
rise of agricultural production, re-
covery of non-agricultural production,
acceleration of domestic investment,
rise of government final consumption
and improvement of exports of goods.

Government consumption expenditure
increased by 2.1%, close to the 2.2%
increase recorded in the previous quarter.
Compensation of employees, purchases
from enterprises and abroad, and social
transfers in kind increased by 1.2%, 5.7%,
and 2.0%, respectively. On the private
sector side, consumption expenditure fell
by 0.5% following a 0.9% growth in the
previous quarter. Private consumption
was strongly impacted by the resurgence
of the COVID-19 pandemic towards
the end of 2020. Total investment
expanded by 7.3%, recovering from a
2.5% contraction in Q4 2020. Private
investment increased for the first time in
over 5 quarters, rising by 3.0% because of
the expansion of investment in machinery
and equipment. On the other hand, public
investment increased by 19.6%. Both
public investment in construction and
machinery and equipment expanded by
over 10% due to the progression of large
infrastructure projects. Exports and of
goods and services dropped by 10.5%,
improving from a 21.5% contraction in the
previous quarter. Merchandise exports
grew by 3.2% following increase in global
demand for agricultural products and
electronic products and appliances such

as air-conditioners and refrigerators.
However, service receipts continued to
fall, dropping by 63.5% as the number of
foreign tourist arrivals remained limited.
In comparison, imports of goods and
services expanded by 1.7%. Merchandise
imports rose by 6.4%, driven by imports of
both consumer and capital goods.

On a positive note, the Business
Sentiment Index (BSI) in March increased
to 50.1, exceeding the 50-threshold
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FIGURE 1

for the first time since May 2019. This
implies that business confidence has
improved because a significant number
of respondents stated that their business
sentiment this month is higher than
in the previous. The BSI increased
as sentiments improved for almost
all components, especially for order
books and production sub-indices. In
addition, the 3-month expected BSI was
recorded at 54.1. For businesses in non-
manufacturing sectors, the index rose
above the 50-threshold for the first time
since the COVID-19 outbreak.
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Interpretation of the index is as follows:
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Index = 50 indicates that the respondents’ business sentiment remains stable from the previous month;
Index > 50 indicates that the respondents’ business sentiment has improved from the previous month;
Index < 50 indicates that the respondents’ business sentiment has deteriorated from the previous month



SUPPLY

In Q1 2021, total supply of office space in
Bangkok increased to 5.42 million sq m as
one new building with a net leasable area
of 24,000 sg m was completed. In 2020,
total supply increased by 179,500 sq m
for the full year. This is the greatest level
of annual supply increase recorded over
the past decade.
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FUTURE SUPPLY

From Q2 to Q4 2021, another 348,600 sq
m of office space is expected to be added
to the market, an addition which will
increase total supply by 6% if there are
no building withdrawals or construction
delays. Around 128,400 sq m or 37%
of the projected new supply during this
period will be added to the CBD. Over
the past 5 years, new supply was added
at an approximate rate of 154,000 sq m
per year. In comparison, if launches in Q2
2021 to 2026 do proceed as planned, the
Bangkok office market supply will grow
by 1.59 million square meters in total or
by an average of 277,400 sq m per year

(excluding withdrawals). New supply
is skewed towards the earlier years as
around 985,700 sq m of the new additions
is projected to be completed by 2023.
This will place even stronger downward
pressure on both rents and occupancy
over a short period of time unless demand
picks up rapidly. Even with COVID-19-
related construction delays and a rise in
withdrawals of obsolete stock that could
counteract the effects of a probable
oversupply in the market, the market
imbalance will not likely be corrected in
the short term.
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SOURCE: KNIGHT FRANK (THAILAND) - OCCUPIER SERVICES & COMMERCIAL AGENCY

DEMAND

Leasing activity picked up somewhat as
total take up in Q1 2021 increased by
34% Q-0-Q to 50,200 sq m. This amount
is still below the 10-year average of
66,700 sq m of take up per quarter. In
2020, around 33% of total leasing activity
was due to leases generated by new and
refurbished properties, an increase from
21% recorded last year. The level last
year is in line with the 5-year average
of 32%, indicating that although some
current and potential tenants are acting
more conservatively on office relocation
or expansion plans, many still have a
strong preference for new and refurbished
properties.

Along with limited leasing activity, 77,400
square meters of space was returned to
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the market, a slight improvement from
the 79,800 sq m vacated in Q4 2020.
Net absorption also improved to -26,600
sq m from -42,700 sq m in Q4. For the
full year 2020 however, a net 121,000
square meters of space was returned
to the market — A 10-year record low. In
contrast, supply grew by 179,500 sq m
over the same period, indicating that the
gap between supply and demand has
widened even further.

Consequently, total occupied space
declined by 0.6% Q-0-Q to 4.57 million
sg m. The effects of COVID-19 continued
to subdue the economy, causing many
companies to reduce their real estate
footprint. Some firms, especially those
from the hard-hit service sector, have

BANGKOK OFFICE SUPPLY — DEMAND DYNAMICS
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shut down operations and exited the
market entirely. The growth in enquiries to
sublet office space remained a prominent
feature in Q4 due to the need for greater
lease flexibility, reduced rents, and fitted
out space. Although this practice had
been highly restricted in the past, a
greater number of landlords were open to
subletting when faced with the possibility
of current tenants vacating space with
low prospects for securing a favorable
replacement. In addition, some landlords
began offering to lease out space partially
or fully fitted out to the specifications of
new tenants, providing that it is financially
feasible to do so. These landlords have
recognized that the significant capital
expenditure required is an obstacle for
relocating tenants.
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Reflecting the market slowdown, the
market occupancy rate dropped by 0.9%
points to 84.3%. In comparison, the 10-
year average occupancy rate stands at
90.0%. All grade segments continued to
underperform their long-term averages.
On an annual basis, all properties by
grade were strongly impacted by the
pandemic, as the occupancy rate fell by
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5.4% points for grade A, 6.7% points for
grade B and 4.2% points for grade C.

Occupancy levels fell both quarterly and
annually across all sub-markets tracked
with the exception for Silom — Sathorn
— Rama |V; The occupancy rate in this
area increased by 0.1% points Q-0-Q
but fell by 3.5% points Y-o-Y. The market

BANGKOK OFFICE OCCUPANCY RATE BY GRADE
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occupancy rate declined by 5.0% points
Y-o-Y for CBD properties and 6.7% points
Y-0-Y for non-CBD properties. Ploenchit
— Chidlom — Wireless is the area with the
highest occupancy rate, which is at 89%,
despite experiencing a 5.6% point drop in
occupancy from the level in Q1 2020.
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RENTAL RATES

The average asking rent fell both on
a quarter and annual basis, dropping
by 0.7% Q-0-Q to 792 baht per sq m
per month. After sustained downward
pressure such as the drop off in the
demand, tenants vacating space
and increased competition from new
properties, an increasing number of
landlords have elected to decrease their
asking rents to attract new tenants. Most
landlords have kept their asking rents
constant but provide greater room for
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FIGURE 7

negotiation. In some leasing deals, the
effective rate is up to 30% lower than
the asking rent. The average asking rent
is now down 0.7% yearly, far below the
positive 3.8% average annual growth rate
experienced over the past decade.

For the entire CBD, the average asking
rent fell by 0.8% Q-0-Q. Reflecting this
fact, rents declined on a quarterly basis for
all 3 CBD districts tracked. On an annual
basis, only Silom — Sathorn — Rama IV

BANGKOK OFFICE AVERAGE ASKING RENT BY GRADE
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— A B C == Market

Q12018

Q12019 Q1 2020 Q12021

experienced positive rental growth as the
average asking rent is still up 0.6%. The
average asking rent for non-CBD districts
is down 0.3% Q-0-Q but still up 0.1%
Y-0-Y. Bangna — Srinakarin is the only
area across Bangkok that experienced
positive rental growth both quarterly and
annually. However, this due to a new
property priced in the 700-baht range and
the area’s limited supply base rather than
an increase in asking rates of existing
properties.
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TABLE 1

BANGKOK OFFICE AVERAGE ASKING RENT BY GRADE

BAHT PER SQ M PER MONTH
Rent % Change

Q12021 (Q-0-Q) (Y-0-Y) ﬁl@ﬁ”;;‘;‘
Market 792 Y 0.7% Y 0.7% A 3.8%
Grade A 1,135 Y 0.9% Y 3.1% A 4.5%
Grade B 807 Y 1.9% Y 1.0% A 4.0%
Grade C 487 Y 2.8% A 3.6% A 4.4%

SOURCE: KNIGHT FRANK (THAILAND) - OCCUPIER SERVICES & COMMERCIAL AGENCY
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TABLE 2

BANGKOK OFFICE SUB-MARKET INDICATORS
Rent % Change Occupancy % Change

Average Occupancy

(e Asking Rent (Q-0-Q) ) Rate (%) (Q-0-Q) (Yeoxr)
CBD 902 Y 0.8% Y 0.9% 86% Y 0.6% Y 5.0%
Ploenchit - Chidlom - Wireless 1,070 Y 1.5% Y 2.5% 89% Y 1.0% Y 5.6%
Nana - Asoke - Phrompong 883 Y 1.0% Y 1.8% 87% Y 1.8% Y 7.1%
Silom - Sathorn - Rama IV 853 Y 0.3% A 0.6% 85% Y 0.1% Y 3.5%
Non - CBD 641 Y 0.3% A 0.1% 82% Y 1.2% Y 6.7%
Petchburi - Rama IX - Ratchada 688 Y 0.4% Y 0.5% 87% Y 0.2% Y 6.0%
Paholyothin - Viphavadi 652 Y 2.7% Y 3.9% 7% Y 1.9% Y 8.7%
Bangna - Srinakarin 578 A 2.5% A 5.6% 75% Y 1.5% Y 4.1%

SOURCE: KNIGHT FRANK (THAILAND) - OCCUPIER SERVICES & COMMERCIAL AGENCY

REVIEW & OUTLOOK

The Bangkok Office market continued
to move away from its cyclical peak as
occupancies fell and asking rents declined
for most sub-markets, progressively
shifting the market equilibrium in favor of
tenants. A tenants’ market has definitively
emerged in Q1 2021 and is expected to
sustain its momentum given the relatively
large supply pipeline, especially during
the upcoming 3 years. The sudden and
steep decline in demand coupled with
possible future supply glut is a major
cause for concern going forward. As we
projected, landlords have started to yield
to the downward pressure and dropped
their asking rate to secure tenancies.
Even for many properties at which the
asking rent has been kept constant,
landlords compete on both rent and
non-monetary incentives such as greater
flexibility in negotiation and lease terms,
and longer rent-free periods, leading
to lower net effective rents. If supply
continues to outpace demand, negative
annual rental growth rates over the next 3
years are likely to continue.

2020 was marked by several unexpected
and unprecedented market movements
due to COVID-19. The pandemic brought
about “the largest workplace experiment
conducted to date,” in which many
companies responded by implementing
remote working concepts in some form or
another and to varying levels of success.
This trend has continued in Q1 2021
and has become even more pronounced
following the 3rd wave of COVID-19. It is
estimated that 60% to 70% of employees
in companies that require office space
are now working from home. Based on
the results thus far, remote work is likely
here to stay, but it remains to be seen how
much of it will be permanent, and how this
will translate into demand for office space.
So far, it seems that most companies that
successfully adopted remote working
policies will continue to do so, but likely to
a limited extent.

This most likely means that the future
workplace will be defined by a combination
of core + flex space and remote working.

As a result, we do not anticipate massive
decreases in demand for office space in
the medium to long term. In fact, some
of the 1,000+ sq m deals transacted
over the past year have been done by
companies that have 80% to 100% of
their staff working offsite during the same
period. This signals that these companies
still view the office space as an essential
component to their business operations.
Per Knight Frank’s second edition of
the (Y)OUR SPACE report, which has
compiled findings from our latest survey
of almost 400 global occupiers following
COVID-19, 27% of respondents believe
that Covid-19 will influence their real
estate strategy forever, but when the
sample is limited to those respondent
companies whose global headquarters
are within Asia Pacific, this number falls
to just 12%.

The next few years will present a
challenge for office market landlords. No
longer are the policies and approaches
widespread in a seller’'s market relevant


https://content.knightfrank.com/research/1670/documents/en/your-space-2021-8000.pdf

given today’s circumstances. However,
there are still opportunities to secure
tenancies at office buildings that can be
adapted or built to cater to the shifted
demand. It is clearer now than ever that
the office is much more than a physical
space designated for work; flexibility,
talent retention and experiences related
to such factors as the environment, safety,

v

FIGURE 8

BANGKOK OFFICE RENTAL CYCLE

Expansion

Rental Growth Slowing

v

FIGURE 9

Hyper — Supply

BANGKOK OFFICE MARKET OVERVIEW Q1 2021

and wellbeing matter as well. Just 14% of
respondents in (Y)OURSPACE believe
that it is their sole responsibility to make
the workplace safer going forwards. The
remaining 86% expect their landlord to
be accountable to some extent, whether
it be by implementing more rigorous
building cleaning regimes or adopting
facial recognition technology.

Recession

BANGKOK
OFFICE MARKET

Rental Decline Accelerating

SOURCE: KNIGHT FRANK (THAILAND) - OCCUPIER SERVICES & COMMERCIAL AGENCY

BANGKOK OFFICE MARKET BALANCE PROJECTION

Rental Decline Slowing

Recovery

Rental Growth Accelerating

2021 Landlord Balanced Tenant
2023 Landlord Balanced Tenant
2023 Landlord Balanced Tenant

SOURCE: KNIGHT FRANK (THAILAND) - OCCUPIER SERVICES & COMMERCIAL AGENCY



GLOSSARY

Central Business District (CBD)

The CBD is the region in Bangkok which
contains the greatest concentration of
Grade A office buildings, 5-star hotels
and luxury shopping malls. Areas within
the CBD are easily accessible via mass
transit systems.

Grade A Buildings

By virtue of their desirability, these prime
properties command the highest rents in
their market (top 20%). You will find them
located in the Central Business District,
within 500m of a mass transit station, and
have a floor plate of at least 1,000 sq m.

Grade B Buildings
Is the largest sector of the office market,
these are the buildings that are traditionally

BANGKOK OFFICE MARKET OVERVIEW Q1 2021

in the greatest demand, they might not
be the most expensive properties in the
market but represent good value for
money.

Grade C Buildings

Typically older properties, these buildings
provide office space for rent at the most
competitive rents in the market (bottom
40%).

Take Up

Measures the total amount of previously
available space and new supply now
leased by tenants during a given period of
time. It does not account for the amount
of space vacated by tenants. It is an
indicator for the amount of new leasing
activity that has occurred.

Space Vacated

Measures the total amount of space
vacated and not re-let during a given
period of time.

Net Absorption

Measures the change in occupied space
during a given period of time. In other
words, it is the total amount of space
leased minus the total amount of space
vacated by tenants. Net absorption
indicates the change in demand relative
to the current supply available in the
market.

NOTE: ALL FIGURES EXCLUDE MULTI-OWNER, OCCUPIED PREMISES AND OFFICE BUILDINGS WITH ATOTAL LEASABLE AREA OF LESS

THAN 5,000 SQ M.
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We like questions, if you've got one about our research, or would like some property advice,

we would love to hear from you.
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Knight Frank Thailand Research provides strategic advice, consultancy services and forecasting to
a wide range of clients worldwide including developers, investors, funding organisations, corporate
institutions and the public sector. All our clients recognise the need for expert independent advice
customised to their specific needs. Important Notice: © Knight Frank Thailand 2020. This report is
published for general information only and not to be relied upon in any way. Although high standards have
been used in the preparation of the information, analysis, views and projections presented in this report,
no responsibility or liability whatsoever can be accepted by Knight Frank Thailand for any loss or damage
resultant from any use of, reliance on or reference to the contents of this document. As a general report, this
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Knight Frank Thailand to the form and content within which it appears. Our registered office is 65/192 23rd
Floor Chamnan Phenjati Business Center Rama 9 Road Huaykwang District, Bangkok 10310 Thailand.
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