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Vacancy rates rose to 12.66% from 12.38% over the past 
quarter, as 61,190 square feet of lost occupancy was 
generated in the fourth quarter, bringing the total year 
net absorption to 42,103 square feet.  While this is the 
second consecutive year of positive occupancy gains 
for Oahu’s offi  ce market, vacancy rates have zigzagged 
over the past fi ve quarters and have not set a defi nitive 
direction for the market.  It has been seven years since 
the end of the Great Recession and while many other 
commercial real estate sectors have boomed, the offi  ce 
market still remains mired in mediocrity. 

Offi  ce Market Posts Second Consecutive 
Year of Growth
Mike Hamasu Director of Research | Hawaii
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Oahu Offi  ce Net Absorption vs. Vacancy Rate
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“Decisions relating to the sale of Alii Place, 
the development of American Savings Bank’s 
new headquarters, and the mayoral and 
presidential elections all contributed to 
uncertainty for 2016. We anticipate greater 
clarity for the offi  ce market in 2017.”

Karen Birkett (S), Vice President

Summary Statistics 
Year-End 2016 Offi  ce Market

4Q2016 Net Absorption (61,190) SF

YTD Net Absorption 42,103 SF

Vacancy Rate 12.66%

Avg. Full Service Gross Rent (psf/mo)

Islandwide $3.05

Class A $2.95

Class B $3.33

Class C $2.79



Oahu’s unemployment rate fell to a seven-year low 
for October, registering 2.9% for October 2016. 
The last time the unemployment rate fell below 
2.9% was prior to the last recession in 2008. 
Honolulu has consistently ranked among the lowest 
unemployment rates in the country.

Economic growth appears to be widespread as all 
major employment categories posted year-over-year 
October job gains. Of the 8,200 jobs created, retail 
and government positions topped the list with 2,700 
and 1,800 positions, respectively. Additionally, the 
number of unemployed civilians fell by 1,050 over 
the past year as well.

The offi  ce sector added 800 positions during the past 
year and established a record high for the month of 
October with 97,900 total offi  ce jobs. Despite four 
consecutive years of job growth, Oahu’s offi  ce market 
appears to be stuck in fi rst gear. History has shown 
that a robust economy with healthy job creation should 
result in solid occupancy growth. Unfortunately for 
offi  ce landlords, this has yet to fully manifest itself in 
the performance of the offi  ce market. 

Conservatively speaking, if we assumed that each 
offi  ce job could create demand for 150 square feet 
of offi  ce space, the additional 800 offi  ce positions 
created over the past year should have created 
roughly 120,000 square feet of demand. However, 
counter balancing this demand has been the loss 
of several large offi  ce tenants over the past few 
years. Queen Emma Land Company and National 
Oceanic Atmospheric Administration have relocated 
out of private sector offi  ce buildings.  The State of 
Hawaii Department of Health and Department of 
Human Services and American Savings Bank are 
tenants anticipated to move over the next few years. 
Combined, these entities will vacate hundreds of 
thousands of square feet of offi  ce space.

A paradigm shift is occurring in the offi  ce market 
that is evolving space planning and space utilization. 
This change could have wide ramifi cations to the 
future of the offi  ce market. The proliferation of mobile 
technologies and cloud computing capabilities is 
reshaping the perception of what a functional offi  ce 
space is and what it should be.
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Oahu Unemployment Rate (October)

Source: DBEDT
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Evolving with Technology:
By Kynan Pang (S), Offi  ce Leasing Associate

It was not very long ago when cell phones were the size of a brick and opening a web browser was done through a 
dial-up connection.  Technology has advanced further than our minds can conceive.  The waterproof cell phone now 
fi ts in the palm of our hand and the internet can be accessed from a wrist watch.  These technological advances have 
aff ected the way we connect and communicate on a daily basis, how offi  ce spaces are designed and utilized, and the 
way talent is attracted and retained.

Traditionally, the preferred mode of communication was to either meet in person or to pick up your desk phone while 
fl ipping through your rolodex of contacts.  With our capabilities today, we can simply text, email, Facetime, or use Siri to 
reach out to a client.  According to The Radicati Group, Inc., a technology market research fi rm, the average number of 
business emails received per day is 120, fl ooding the inbox of every one of the 2.6 billion email users worldwide.  Sending 
a text message elicits a more prompt response, engaging the recipient in immediate dialogue.  It is much more effi  cient and 
convenient to conduct a web-meeting to review documents, than to drive through traffi  c for an hour to meet a client face 
to face.  These various methods of communication greatly enhance the velocity and productivity of business.  

Collaboration in the workplace is becoming more prevalent which has resulted in a shift in the design and space 
requirements of fi rms that are opening new offi  ces.  The modern space plan of an offi  ce calls for the reduction of 
cubicles, breaking down the walls of private offi  ces, lots of natural light,  and the allotment of open areas to create 
collaborative working environments. The increase in space effi  ciency decreases the demand in the marketplace for 
larger offi  ce footprints.  Digital scanning businesses like Aloha Data are working with law fi rms to scan and store their 
legal documents and thus are reducing the physical storage requirements of the fi rms.

A Price Waterhouse Coopers (“PWC”) report projects that by 2020, millennials will account for 50% of the global 
workforce.  The infl ux of the millennial generation (those born from 1980-2000) in the workforce has dramatically 
changed the way business is being done.  This generation is the most technologically savvy. They were building robots in 
the fourth grade and sending their fi rst Tweets by middle school.  Their need for a strong work and life balance has led to 
the increase in telecommuting, holding meetings online, and working off  of the virtual cloud, rather than being tethered to 
their workstation in their offi  ce. This allows fi rms that are leasing space to reevaluate their offi  ce requirements.  

Firms are implementing shared workstations or have “hotel” desks where people that are coming into the offi  ce for 
a short period of time can work briefl y and then get back out in the fi eld.  In fact, the PWC report concluded that 41% 
of the millennial workforce would prefer to communicate electronically than hold face-to-face meetings.   Businesses 
are cognizant of the types of amenities that will attract and retain talented individuals.  Access to public transportation, 
high speed connectivity, green space, and proximity to restaurants and bars are some of the amenities that are to be 
considered when determining an offi  ce location.  

In 2004, you needed a .edu email address to start a Facebook account.  Fast forward a decade later and Facebook 
has over 1 billion users worldwide.  Our world is becoming more and more connected.  Business is being conducted 
at a much higher pace and is constantly evolving to keep up with innovations in technology.  The likelihood of a newly-
developed disruptive technology that changes the way we do business is not a matter of if, but when, and we will need 
to adapt to align with the ever-changing technological environment.
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Market Highlights

State Decides Not to Acquire Alii Place

The sale of Alii Place to the State of Hawaii could 
have changed the Central Business District (“CBD”) 
market complexion by reducing the number of Class A 
offi  ce buildings on the market for lease, and potentially 
reducing the amount of available space by more than 
115,000 square feet. Conversely, as government offi  ces 
relocated to Alii Place, Class B building vacancy rates 
would have been negatively impacted.

ASB Development Moves Forward

The fi nding of iwi (Hawaiian skeletal remains) on 
American Savings Bank’s (“ASB”) headquarters site 
near Aala Park delayed progress for their proposed 
offi  ce development.  Having satisfi ed the burial council, 
the bank can now move forward with construction of 
their 350,000 square foot campus. By 2018-2019, the 
CBD could be faced with a number of large vacancies as 
ASB transitions to its new headquarters.

University Square Gets Redeveloped

University Square, a 40,000-square foot Class C mixed-
use property, is now being converted into a 590-unit 
student housing facility by Laconia Development, a 
California based developer. Due to this change in use, 
Colliers has removed this property from its offi  ce 
inventory. 

Castle Professional Building Undergoes Renovation

Colliers has removed the Castle Professional Building, 
a 73,752 square foot Class B offi  ce building, from its 
Windward Market inventory as it is currently undergoing 
renovations. Newly built out spaces are anticipated to be 
delivered by mid-2017, at which time this property will be 
added back into inventory. 
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Island-wide Average Asking Base 
Rents Continue to Climb
The island-wide average asking base rent rose from 
$1.67 per square foot per month (“psf/mo”) to $1.69 
psf/mo over the past year. This would be the third 
consecutive year of increasing rents, which have 
climbed by 7.6% since 2013. 

Much of the increase to the island-wide average 
rent is due to the jump in suburban market rents, 
which have risen 18.3% from $1.86 psf/mo to $2.20 
psf/mo over the past fi ve years. Rising demand 
combined with a limited supply of available offi  ce 
space has contributed to this surge in rental rates.  
The Windward, Leeward and East Oahu submarkets 
posted some of the lowest vacancy rates on the 
island, at 6.30%, 6.66% and 3.34%, respectively.

CBD rents remained relatively unchanged, having 
increased 2% over the past fi ve years from $1.39 
psf/mo to $1.42 psf/mo. The CBD Offi  ce Base Rent 
Regression Analysis (which plots negotiated offi  ce 
lease rents) further corroborates that rents have 
remained relatively unchanged since 2011.

Offi  ce building operating expenses, which had 
appeared to have stabilized over the past few years, 
posted an increase from $1.34 psf/mo to $1.36 psf/
mo over the past year. Electricity pricing, which 
contributes to a large portion of a building’s operating 
expense, fl uctuated with the rise and fall of oil prices. 
While oil prices fell to $27 per barrel earlier in the year, 
prices increased to nearly $50 per barrel by the end 
of 2016. This price increase will likely be refl ected in 
increased electricity prices for 2017.  
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Oahu Offi  ce Average Operating Expenses
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Market Forecast
Economic forecasts by the Department of Business Economic Development and Tourism (“DBEDT”) and the University 
of Hawaii Economic Research Organization (“UHERO”) project that the State of Hawaii will continue to generate 
positive growth for 2017.  Both reports agree that job growth, visitor arrivals and State GDP will maintain a similar 
growth pattern as 2016. 

The UHERO report, however, included additional 
concerns about a potential slowdown in 
construction activity and the maturing of the 
current business cycle. Additionally, should 
infl ation accelerate, it remained cautionary about 
the potential for our economy to overheat.

Colliers conducted correlation studies measuring 
various economic and market factors that may 
infl uence the offi  ce market and found a direct 
link to the construction sector. Construction 
permit volume is positively correlated to offi  ce 
job growth, and thus any downward trend in 
construction activity has a negative impact on 
the offi  ce market.  The Building Permit Volume 
(October YTD) graph indicates that permit dollar 
volume is down 13.4% from last year’s levels. 
While initially disconcerting, permit volume 
hit a record high for 2015 and maintaining 
this elevated pace of activity would have been 
diffi  cult in 2016.

The Colliers Supply versus Demand Forecast 
Model, which compares the available supply 
of offi  ce space to tenant demand, indicated a 
slowdown in demand for the fourth quarter 
of 2016.  Tenants generally start their offi  ce 
searches three to fi ve quarters prior to their 
lease expiration, and the hope is that this slight 
decline in tenant demand will not signifi cantly 
impact activity for 2017.

Despite mixed economic indicators and 
confl icting market trends, the overall perception 
of the market in 2017 remains cautiously 
optimistic. Colliers projects that Honolulu’s 
offi  ce market will likely continue to post positive 
occupancy growth with vacancy rates falling to 
12% by the end of the 2017.
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Building Permit Volume (October YTD)

Source: DBEDT

$
1.

9
16

$
1.

6
5
9

$1.000

$1.100

$1.200

$1.300

$1.400

$1.500

$1.600

$1.700

$1.800

$1.900

$2.000

$Billions

2006 2007 2008 2009 2010 2011 2012 2013 2014 2015 2016

Oahu Offi  ce Market Net Absorption vs. 
Vacancy Rate Forecast

© 2016 Colliers International Research and Consulting. All Rights Reserved.

Net Absorption (SF) Vacancy
-30.00%

-25.00%

-20.00%

-15.00%

-10.00%

-5.00%

0.00%

5.00%

10.00%

15.00%

20.00%

(500,000)

(400,000)

(300,000)

(200,000)

(100,000)

0 

100,000 

200,000 

2007 2008 2009 2010 2011 2012 2013 2014 2015 2016 2017

Colliers Supply vs. Demand Forecast Model

2010 2011 2012 2013 2014 2015 2016

Vacancy Rate Tenants In Market (SF)

0

100,000

200,000

300,000

400,000

500,000

600,000

700,000

800,000

900,000

1,000,000

0.0%

2.0%

4.0%

6.0%

8.0%

10.0%

12.0%

14.0%

16.0%

© 2016 Colliers International Research and Consulting. All Rights Reserved.



77 Oahu Offi  ce Research & Forecast Report |  Year-End 2016 |  Colliers International

Future of the CBD Offi  ce Market
Brandon Bera (S) CCIM Vice President | Offi  ce Services Division

As we come to the end of an eventful 2016, due in large part to an election for the ages that captured 
global headlines, we in the Colliers Offi  ce Services Division are in evaluation mode of our sector and 
the path ahead of us.

On one hand, when viewing the election results from a macro level, there would seem to be some 
optimism in having a President-elect that has made his fortune in real estate.  One would think that this would lead to a 
robust commercial real estate industry in the years ahead.  The fl ipside is that many experts believe we are at or near 
the peak of this economic cycle, so regardless of any new policies that may favor real estate promulgated by the Trump 
administration, we still may be heading into a slower period for commercial real estate anyway.  2017 will be the 9th 
year since the throws of the last recession, so at some point it is inevitably going to reset.  Another impact, although not 
one that is likely to be felt in the near term, will be how Trump’s views on Obamacare will impact the healthcare services 
industry and the space being occupied by providers and insurers.  That is more of a wait and see issue, but still something 
we will pay very close attention to during the early years of the Trump presidency.

National and global factors will signifi cantly impact what happens in Hawaii’s offi  ce market.   We cannot predict the “black 
swan” event that may derive from much of the global chaos in the Middle East, Russia, Europe or just about any other region 
of the world these days. We do believe, however, what transpires in many of Asia’s most powerful economies will continue 
to alter pricing of our valued commercial assets in Hawaii.  We have had a fl ood of foreign capital nvested in Hawaii.   
However, only a small percentage has been placed in offi  ce buildings on Oahu.   

Equally as important to the global factors is what is happening locally.  There are a number of forces that will shape the 
offi  ce market here for years.  The State of Hawaii is one of the major tenants in our market and had been toying with 
the idea of buying Ali’i Place to relocate multiple departments out of leased space and into owned space.  They recently 
decided against this acquisition, which allowed some landlords with State agencies in their properties to breathe a little 
easier.  This does not, however, change the fact that the State of Hawaii is relocating a number of staff  members from 
their downtown leased space over to the Kamamalu Building.  This will cause the offi  ce market to play catch up as it will 
result in approximately 90,000 SF of negative absorption in either the fi rst or second quarter.

Additionally, American Savings Bank, after some delays in trying to start its new campus, is now on the path to having 
its new headquarters operating potentially in 2018. As mentioned in past updates, this will have a negative impact on 
the offi  ce market as well.  To what extent, however, remains to be seen as we do not know who may backfi ll space they 
currently occupy in the CBD and surrounding submarkets.

All in all, despite what seemed like an infl ux of uncertainty with regard to future utilization of offi  ce space by the State, 
American Savings Bank, Hawaii Pacifi c University, and HECO, 2016 ends in a fairly stable situation.  There is no concrete 
reason to expect a drastic change in 2017.  At least that is what we hope.
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YEAR-END 2016 - Oahu Offi  ce Market Statistics

OFFICE - BY SUBMARKET AREA

TOTAL

 NUMBER OF 

BUILDINGS

TOTAL SQUARE 

FEET

VACANT SPACE 

(SF)
VACANCY RATE

4Q NET 

ABSORPTION 

(SF)

YTD NET 

ABSORPTION 

(SF)

LOW AVG. 

ASKING RENT 

(PSF/MO)

HIGH AVG. 

ASKING RENT 

(PSF/MO)

AVG. OPERATING 

EXPENSE (PSF/

MO)

AIRPORT / MAPUNAPUNA 4 679,916 67,721 9.96% 238 -2,531 $1.61 $1.66 $1.10

CENTRAL BUSINESS DISTRICT 54 7,153,292 1,073,022 14.87% -83,598 -41,773 $1.32 $1.51 $1.30

EAST OAHU 15 468,032 15,629 3.34% -1,268 1,255 $2.21 $2.21 $1.48

KAKAAKO / KAPIOLANI / KING 44 3,720,820 496,175 13.34% 10,264 29,582 $1.53 $1.71 $1.43

KALIHI / IWILEI / KAPALAMA 13 937,923 59,328 6.33% -2,716 62,761 $1.41 $1.52 $1.15

LEEWARD OAHU 13 667,006 44,440 6.66% 36,497 16,299 $2.25 $2.49 $1.29

WAIKIKI 12 812,027 84,603 10.42% -15,762 -22,177 $2.04 $2.30 $1.62

WINDWARD OAHU 7 210,649 13,275 6.30% -4,845 -1,313 $1.90 $1.97 $1.51

TOTALS 162 14,649,665 1,854,193 12.66% -61,190 42,103 $1.61 $1.77 $1.36 

OFFICE - BY BUILDING CLASS

TOTAL

 NUMBER OF 

BUILDINGS

TOTAL SQUARE 

FEET

VACANT SPACE 

(SF)
VACANCY RATE

4Q NET 

ABSORPTION 

(SF)

YTD NET 

ABSORPTION 

(SF)

LOW AVG. 

ASKING RENT 

(PSF/MO)

HIGH AVG. 

ASKING RENT 

(PSF/MO)

AVG. OPERATING 

EXPENSE (PSF/

MO)

CLASS A 13 4,966,720 763,657 15.38% -84,427 -47,367 $1.42 $1.68 $1.40 

CLASS B 68 6,753,189 710,096 10.51% 32,711 134,468 $1.79 $1.97 $1.44 

CLASS C 81 2,929,756 380,440 12.99% -9,474 -44,998 $1.47 $1.58 $1.27 

TOTALS 162 14,649,665 1,854,193 12.66% -61,190 42,103 $1.61 $1.77 $1.36 


