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STATE OF CROSS-LAMINATED TIMBER

STATE OF CROSSLAMINATED TIMBER
DENIZ ARAC
Portland State University

For most of the 20th century, much of Oregon economy
was dominated by the lumber industry one way or another.
Because of the Pacific Northwest’s abundance of forests,
and in particular, Portland’s access to the Willamette River,
Portland became a major timber city and port. In recent
years, Oregon’s economy has become less dependent on
timber and has become dependent on a different forest—
the Silicon Forest, and the tech companies associated with
it. A construction material that is rapidly gaining attention
in the United States for structural applications may be
a beacon of hope to sustain and enhance Oregon’s
economy by building on its past. That product is cross
laminated timber (CLT). In this paper we will briefly discuss
what CLT is, benefits and obstacles of CLT, the current
market for CLT production and demand, market and the
economic implications of CLT domestically.

Deniz Arac is a candidate for the Masters in Real Estate Development degree and currently works as a development manager for
the Trammell Crow Company. Any errors of omissions are the author’s responsibility. Any opinions are those of the author solely and
do not represent the opinions of any other person of entity.
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CLT INTRODUCTION
AND HISTORY

Cross Laminated Timber is a wood paneling system made up of lumber boards glued
side-by-side then layered, between three and nine layers, stacked perpendicular to the
layer below and above, then adhered to become one unit. The structure is similar to
glued-together Jenga blocks, as shown in Figure 1.

Figure 1 - CLT Conceptual Diagram

The panels come prefabricated from a manufacturer and are typically lifted straight off of
the delivery truck and into place, where connections, that can be concealed, lock the CLT
in place. CLT can be used in structural or aesthetic applications as floor or roof decking,
beams, walls and columns. CLT was developed in Austria and Germany in the 1990s, and
has been incorporated into hundreds of buildings in England, Japan, France, Canada,
Norway, Italy, Australia and a few other countries. Needless to say, the United States has
been a slow adopter. CLT can be a replacement for, or used in conjunction with, steel and
concrete construction. CLT, and the orthogonal orientation of the lumber boards, carries
loads in both directions, which mimics the load transfer of a two-way structural concrete
slab or wall. Thus, CLT can be used to replace concrete or steel shear walls and building
diaphragms.

CLT BENEFITS

DENIZ ARAC

There are numerous benefits to CLT in terms of aesthetics and its structural performance,
but first we will look at the environmental impacts. One of the buzz phrases most
associated with CLT is carbon sequestration. Carbon sequestration is “the process by
which atmospheric carbon dioxide is taken up by trees, grasses and other plants through
photosynthesis and stored as carbon in biomass and soils.” Thus, wood that is sourced
from sustainably-managed forests are considered carbon neutral4. A life-cycle analysis
study of two five-story office buildings, one of CLT and the other of concrete, concluded
that over the life of building the CLT building consumed 15 percent less energy than the
concrete building. In addition, the CLT building had a 10 percent lower operation energy
demand than the concrete building, mainly due to the insulating benefits of the wood
compared to concrete.4 Studies in the UK have shown that taking into account the carbon
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CLT BENEFITS

sequestration, CLT buildings actually turn out to be carbon-negative, essentially creating
a “carbon-sink.” An issue with normal wood products are defects in trees and only certain
trees being able to be used for structural purposes. Since CLT is an engineered wood
product, CLT can use low-quality timber and smaller diameter wood.
While the environmental benefits effect the overall community, developers need to
buy-in to make CLT a mainstream choice as a building material. Developers will be
mainly interested in the time and cost implications, and CLT has a response for both.
Panels and walls are prefabricated in the shop and detailed using a computer numerical
control machine. Prefabrication is typically synonymous with quicker installation on-site
in construction. The Murray Grove project in London, UK is an eight story CLT building
over one story of concrete podium. The eight stories of CLT were built in 27 days, which
is about half the time or even less than a comparable concrete building. Sophisticated
manufacturing and logistic companies will ship the prefabricated panels in the order they
are to be installed, which allows the crane to only pick them up once, and put them in
place. A typical crew is four or five workers for this operation, which is much less than
required to place concrete. CLT is also up to 75 percent lighter than concrete, allowing
for less intensive foundations and smaller cranes on the sites for even more construction
efficiencies.
The performance of CLT buildings, in terms of structural, seismic, fire and thermal
have been studied significantly. As discussed previously, the orthogonal orientation
of the layers, allow panels to carry in both directions, very similar to a concrete slab.
The strength-to-weight relationship also allows for greater usage of CLT structures for
mid and high-rise applications. CLT is also able to span up to 25 feet by increasing
the amount of layers in a panel, which is ideal for having unimpeded floors below. All
of this is comparable with standard concrete and steel buildings. Seismically, the CLT
buildings have performed well, and studies have shown that only limited damage and
no permanent damage would be expected from an earthquake. The fire performance
of the CLT buildings have also been exceptional as the outer wood starts to char and
provides a protective layer to protect the non-charred wood, which prevents the structure
from an abrupt collapse. The thermal performance of CLT buildings are increased due
to less air leakage from precise connections and also the thermal properties and energy
conservation from the wood itself. These combined allow reduced wall thickness when
used at the exterior.

CLT OBSTACLES

While the many benefits of CLT can prove to be a viable option for many different types
of buildings, there are still obstacles and disadvantages. First we will look at the cost
implications.
A recent study compared costs for the structure for 10-story residential buildings in the
Pacific Northwest. The CLT building utilizes CLT walls (including the shear walls) and
floors, while the concrete building is all cast-in-place reinforced concrete. The results
concluded that the CLT structure is between $48 to $56 per gross square foot, compared
to the concrete which was $42 to $46 per gross square foot. This study suggested that
there is between a 16-29 percent premium on the structure for CLT buildings. However,
this only take into account the costs for the actual structure. Efficiencies in the costs for
CLT buildings come in the form of reduced construction time (reduces contractor time onsite and labor hours) and lower shipping costs (lighter than steel and concrete). Another
study, summarized in Figure 2, shows the cost differences are minimal and actually save
money in projects over 12 stories in Western Canada.12

DENIZ ARAC
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Figure 2 – Cost Comparison of Concrete and CLT Structures in Western Canada

Another economic impact that has not been realized yet is efficiencies of mass production
of CLT. Currently, CLT is still considered a new building method in the U.S., and has not
been produced at the same scale as concrete and steel.
The most glaring obstacle with CLT right now is the regulation surrounding it. Whenever
there is uncertainty around an aspect of project, it can be a major red-flag for a developer.
In the case of CLT the uncertainty on permitting is that red-flag. As it stands now, mass
timber high rises cannot go through the same permitting process as a concrete and
steel building. In 2015 for the first time, the International Code Council, included CLT
as a material, although there wasn’t much additional information on what to design the
CLT structural elements. In Oregon, projects have to go through the State of Oregon’s
Statewide Alternate Method, No. 15-01 Cross-Laminated Timber provisions. This means
that each project is looked at on a case-by-case basis through the state and not the local
government, as a concrete or steel structure would. This adds time and uncertainty of
costs to a project. While there are current revisions to the U.S. building code regarding
CLT, the lack of predictability will hamper the adoption of CLT for the time being.

DENIZ ARAC

A current under-construction CLT project, The George W. Peavy Forest Science Center
at the Oregon State University Campus, recently had to halt the construction of the CLT
panels because a section of the CLT floor panel had failed and fell. An investigation was
performed, and the fault was in the manufacturing process and using preheated wood
during assembly which adversely affected the adhesive. The panels have since been fixed
and this process corrected. While Oregon State is still a believer in CLT as a structural
product, for-profit developers may see this as another uncertainty that they cannot afford
on their projects. As new CLT manufacturers come online and current manufacturers try to
expand, quality control and the manufacturing process will be under scrutiny every time
there is an issue.
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CURRENT MARKET
AND DEMAND

As detailed in the sections above, there are many beneficial attributes to a CLT building,
and is especially attractive in the Pacific Northwest, despite its challenges. The map
in Figure 3 shows the high-rise CLT buildings in the U.S. and Canada currently. The
Framework project in Portland still under construction, and many more projects at various
stages of permitting.

Figure 3 - Map of High-rise CLT Buildings

It should be noted that there are CLT buildings under the high-rise designation built
or in the pipeline as well. A recent study estimated that between 2016 and 2035, the
demand for CLT panels in the Pacific Northwest alone to be 56 million cubic-feet, with
slow-growth of 1.3 million cubic-feet per year by 2020 to 6.6 million cubic-feet per year by
2035. Figure 4 shows the projected growth of CLT buildings over the next 20 years by the
number of stories.

DENIZ ARAC
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Figure 4 - CLT Forecast by Building Type14

Figure 5 shows the demand for CLT buildings in the PNW over the next 20 years, as
well as demand in the “best case scenario” which eliminates all of the obstacles listed
in previous section. These studies also do not include CLT buildings being introduced
to other markets such as K-12, healthcare and industrial, which would further increase
demand.

DENIZ ARAC
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Figure 5 - CLT Total Demand14

PRODUCTION
AND ECONOMIC
IMPLICATIONS

The next question is can the Pacific Northwest support this increased demand in terms
of harvesting and manufacturing. According to the same study, even the anticipated
increased demand of 6.6 million cubic-feet, accounts for less than 5 percent of the annual
wood volume exported out of the Western United States. This would imply that the
region would not run into an issue of lumber shortage, but would enhance the current
state of the lumber industry. In the US, there is more wood available for harvest in its
forests then there was 100 years ago because of the sustainable management practices of
our forests. For Oregon, this means that there is ample potential to improve our lumber
industry.
While the forests in the U.S. seem to be able to support an anticipated increase in
demand, the CLT manufacturers will need to keep up. Currently there is one manufacturer
of CLT in the U.S., D.R. Johnson in Riddle, Oregon. The majority of CLT is produced in
Canada by SmartLAM and Structurlam, or oversees in Europe by, Zublin Timber, KLH and
Stora Enso. There are two potential manufacturers in the region that are exploring options
to expand into CLT manufacturing, Columbia Vista and American Laminators. Figure 6
shows the annual capacity of each of the CLT producers.

DENIZ ARAC
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Figure 6 - Annual Capacity for CLT Production12

From the numbers we can see that the bottleneck in producing CLT buildings, besides
the obstacles in a previous section is, that manufacturing. While the current demand may
be satiated by the current and potential production, if we look back at Figure 5, we can
see that we will need an expansion in CLT production to meet demand. D.R. Johnson
is adding a second shift and expanding their production capabilities, but there is still
opportunity for other players in this market.
Based off of a study of the percent of market share that Oregon could achieve in the mass
timber market, Figure 7, shows the potential for new jobs correlated with market share.
Figure 8 shows the income tax generated by the increase in market share.

Figure 7 - Jobs by Market Share12

DENIZ ARAC
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PRODUCTION
AND ECONOMIC
IMPLICATIONS

Figure 8 - Income Tax Generated12

In summary, there is great potential for CLT and the other mass timber products to have a
profound impact on the economy of Oregon and the PNW region.

CONCLUSION

There is no denying that CLT in the U.S. is going to be gaining steam over the next 20
years and will challenge the rest of world for most complex and impressive CLT buildings.
While the U.S. has been slow to adopt CLT, there are many innovative companies,
organizations and designers looking to push the regulations and building code to foster
CLT as a mainstream building product. The benefits are equal to or better than its
concrete and steel counterparts, but the obstacles are still prevalent and will take time to
sort through.
As manufacturers try to scale up to meet the upcoming demand, there will be more issues
like the one at Peavy Hall at OSU. It will be the responsibility of the manufacturers to
ensure that quality is not being compromised for quantity, as doing the latter will have an
inverse effect on the propensity to choose CLT as a structural system.
While the U.S., and Oregon in particular, have sustainably-managed trees and forests,
other areas of the world do not. It will be important for our upcoming projects to demand
that the CLT and wood products be from these forests, and not supporting the use of
trees that have been clear cut from regions with less regulation. CLT could very well be a
great hedge against potential steel tariffs. It remains to be seen the extent to which CLT
will be adopted into mainstream construction, or if it will simply be an amenity in select
projects.

DENIZ ARAC
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THE STATE OF THE
ECONOMY

SPENCER WEILLS
Portland State University

The United States economy remained strong through the
first quarter of 2018 adding an average of 202,000 jobs
each month according to the Bureau of Labor Statistics.
This was an increase of about 20,000 over the 2017
monthly average. Unemployment remained low at 4.1
percent, unchanged from the fourth quarter of 2017.
The stock market’s run of positive quarters finally stalled
with the Dow Jones ending down 2.8 percent from the
start of 2018 to the end of the first quarter. The Dow had
risen nine quarters in a row, the longest run in almost 20
years. The small drop and increased volatility are likely
outcomes of investor concerns over protectionist trade
policies combined with markets having experienced
unprecedented gains over the past two years.

Spencer Weils is a candidate for the Masters in Real Estate Development degree and currently works for iBuildPdx General
Contractors. Any errors of omissions are the author’s responsibility. Any opinions are those of the author solely and do not represent
the opinions of any other person of entity.
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US ECONOMY

Wages and salaries finally started to pick up pace as well. Gaining 0.9 percent in the first
quarter according to the Labor Department. This was the largest increase since the first
quarter of 2007.
The economic indicators for 2018 are positive so far and are continuing the trend of
strong growth in the U.S. economy seen since the Great Recession.

The 10 year treasury note continues to rise, nearing the 3 percent mark at publication
date. While the 3 percent mark is still very low historically, the rising rate reflects investors
demand for higher yields from government debt as the government continues to increase
deficit spending.

SPENCER WEILLS
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OREGON ECONOMY

Oregon’s economy continued its strong growth in the fourth quarter of 2017. The
unemployment rate remained at 4.1 percent, the lowest in more than 30 years.

Oregon’s number of jobs continued to grow at a strong pace due to the low
unemployment rate and in migration to the state. The first quarter of 2018 saw 14,300
new job added, continuing a steady growth since the end of the Great Recession.

PORTLAND
ECONOMY

Portland’s metro unemployment rate creeped back up in the first quarter of 2018 to 4.1
percent to match the nationwide average.

The Oregon Office of Economic Analysis forecasts new construction will pick up in the
next three years to match the increase in demand. The agency expects the construction
activity will alleviate some housing price pressures. Nevertheless, to the extent that supply
does not match demand, the state’s economists are concerned home prices and rents
SPENCER WEILLS
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PORTLAND
ECONOMY

will increase significantly faster than income or wages for the typical household. They
note significantly worse housing affordability may dampen future growth given Oregon’s
reliance on net immigration.
Despite the increase in construction, costs continue to rise, driven largely by a tight labor
market. In addition, Portland’s inclusionary housing ordinance has reduced flow through
the permit pipeline, which may lead to supply lagging demand for multifamily housing.

SPENCER WEILLS
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RESIDENTIAL MARKET
ANALYSIS

JENNIFER VOLBEDA
Portland State University
A cooling off in the residential housing market has been
expected for some time. While we are still seeing housing
being sold at higher median sales prices and on the market
for fewer days, the trends have dampened over the past
year.
Permitting continues to rise, although, so do the costs and
risks to build. While permitting has increased in Portland
by 22 percent since last year and median sales prices for
these new homes have increased, Luke Pickerill, President
of the Central Oregon Builders Association, noted that
one of the biggest risks was that projects today just don’t
pencil out.

Jennifer Volbeda is a candidate for the Masters in Real Estate Development degree and currently works as a tenant coordinator/
project engineer for Harsch Investment Properties within the retail portfolio. Any errors of omissions are the author’s responsibility.
Any opinions are those of the author solely and do not represent the opinions of any other person of entity.
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LOCAL PERMITTING

The first quarter of 2018 had 5,973 building permits issued throughout Oregon,
statewide. This number reflects over a 48 percent increase from the first quarter of 2017,
and a 16 percent increase from 2016. The state saw a 9.4 percent increase in the number
of residential building permits this quarter than in the previous quarter. The last time the
state of Oregon had so many building permits issued was the third quarter of 2013.

The Portland-Vancouver-Hillsboro MSA had 4,530 residential building permits issued
the first quarter of 2018. This is 275 fewer permits, or nearly a six percent decrease from
the prior quarter. However, when compared to the first quarter of 2017, the PortlandVancouver-Hillsboro MSA saw a 22 percent increase in permits issued.

JENNIFER VOLBEDA
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The first quarter of 2018 in Bend had 47 more permits issued this quarter than in 2017,
with a total of 494. When compared to the previous quarter, permits were just slightly
higher with a two and a half percent increase than what was seen in the fourth quarter of
2017.

Eugene had 185 permits issued in the first quarter; this is 15 fewer permits issued this
quarter than in the previous quarter, a 7.3 percent drop. When compared to the first
quarter of last year, Eugene saw an 11.7 percent increase in permits.

JENNIFER VOLBEDA
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LOCAL PERMITTING

Medford had 204 permits issued during the first quarter of 2018. This is an increase of 59
permits, or nearly 41 percent from last quarter. In addition, the number of permits issued
during the first quarter was greater than what was issued during the same quarter last
year; a 31 percent increase, or 48 more permits.

LOCAL
TRANSACTIONS

The first quarter continued the downward trend we began to see in 2015. There were
5,167 transactions of existing homes within the Portland metro, a 3.4 percent decrease
from the first quarter of 2017, and an 8.4 percent decrease from the first quarter of 2016.
While the number of transactions continues to decrease, the sales price of existing homes
within the Portland Metro area continue to rise. With a median sales price of $383,000
for the first quarter of 2018, Portland Metro saw a 9.5 percent increase since this time last
year, and a staggering 21.5 percent increase from the first quarter of 2016.
The average days existing houses are on market have risen since last quarter. With an
average of 43 days on market, the Portland Metro existing housing market retained
housing on market for 6 days longer than the previous quarter, but one day fewer than
the first quarter of 2017.

JENNIFER VOLBEDA
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The first quarter of 2018 had 612 transactions of new detached homes within the Portland
metro area. This number represents a 5.3 percent increase over the first quarter of 2017.
On the other hand, the first quarter of 2018 had nearly six percent fewer new homes sold
than in the first quarter of 2016.
With a median sales price of $493,998, the first quarter of 2018 reflects nearly a three
percent increase from the same quarter last year. The first quarter median sales price is
over a 20 percent increase than what the median sales price was from the first quarter of
2016.

JENNIFER VOLBEDA
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VANCOUVER AND
CLARK COUNTY
TRANSACTIONS

Vancouver had 822 transactions of existing homes during the first quarter of 2018;
there were over 33 percent more transactions during the first quarter of 2018 than in the
same quarter of 2017. The median sales price for existing homes in Vancouver rose to
$314,450 for the first quarter 2018. This median sales price is $42,325 higher than that of
the first quarter 2017, a 15.6 percent increase.
Vancouver existing houses are selling faster than they were in the same quarter of both
2017 and 2016. During the quarter, existing housing was on the market an average of 36
days, a 16 percent decrease from 2017 and 14 percent decrease from 2016.
While Clark County saw fewer transactions in the first quarter of 2018, median sales price
has continued to rise. With 684 transactions, the first quarter had nearly a 22 percent
drop in transactions from the same quarter in 2017. At a median sales price of $355,500,
Clark County prices have risen approximately 9.4 percent from the first quarter of 2017,
and 23.6 percent from the first quarter of 2016.
The days on market for housing in Clark County have been trending down over the past
few years; with an average of 51 days on market, eight fewer days than the same quarter
last year and down 19 days from the year prior.

JENNIFER VOLBEDA
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TRANSACTIONS

CENTRAL OREGON
TRANSACTIONS

JENNIFER VOLBEDA

Bend had 508 transactions during the first quarter of 2018, a 15.7 percent increase
over the number of transaction in the same quarter of 2017, perhaps due to the milder
winter this year. The median sales price of existing homes in the area have dropped by
approximately 10.7 percent from the previous quarter, with a price of $414,188. With
120 average days on market, Bend saw an improvement from the same quarter last year
marked by a seven percent decrease.
Redmond mirrored Bend for the first quarter in every aspect: number of transactions,
median sales price and average days on market. The number of transactions increased
from the same quarter last year, coming in at 165 for the first quarter of 2018. Median
sales price decreased from the fourth quarter of 2017, by 9.8 percent to $285,000. The
average days on market decreased nearly 21 percent from the first quarter of 2017 to 106
days.
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WILLAMETTE VALLEY
TRANSACTIONS

In the Willamette Valley, the first quarter of 2018 saw increased median sales prices in
each market. For Benton County, Marion County, Polk County and Linn County, median
sales prices rose not only from last quarter, but also from the first quarter of 2017.
• Benton County: $372,000 median price, a 12.4 percent increase from the previous
quarter and a 17.9 percent increase year-over-year.
• Lane County (excluding Eugene): $255,000 median price, the same price as the
previous quarter and a seven percent increase year-over-year.
• Marion County (excluding Salem): $286,800 median price, a 2.5 percent increase
from the previous quarter and an 11.6 percent increase year-over-year.
• Polk County (excluding Salem): $269,450 median price, a 1.7 percent increase from
the previous quarter and a 5.2 percent increase year-over-year
• Linn County: $247,000 median price, a 7.4 percent increase from the previous
quarter and a 16.3 percent increase year-over-year.

JENNIFER VOLBEDA
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SALEM
TRANSACTIONS

JENNIFER VOLBEDA

For the first quarter of 2018, Salem had 600 transactions of existing homes, a 27 percent
decrease from last quarter, and a 22 percent decrease from the first quarter of 2017. The
median sales price for existing homes in Salem have been trending upwards over the past
five quarters, and the first quarter continues the trend. Median sales price was $275,000,
with an average of 83 days on the market.
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SALEM
TRANSACTIONS

EUGENE
TRANSACTIONS

JENNIFER VOLBEDA

Eugene had 137 fewer transactions occurring this quarter than last, but saw 15.5 percent
more transactions than the first quarter of 2017. With a median sales price of $274,000,
the trend continues upwards, increasing three percent from last quarter, and 9.6 percent
from the same quarter last year. The average days on the market increased by six days
from the fourth quarter of 2017, but saw a slight decrease of two days from the first
quarter of 2017.
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EUGENE
TRANSACTIONS

SOUTHERN OREGON
TRANSACTIONS

The first quarter in both Jackson County and Josephine County saw increased median
prices along with a decreased count of transactions. Jackson County had a median price
of $269,900, an 11 percent increase from the first quarter of 2017. Josephine County also
had an 11 percent increase from the same quarter last year, coming in at $240,650 for the
first quarter of 2018.
Jackson County had 118 fewer transactions from the last quarter, but 88 more than the
same quarter last year, with a total of 573 for the present quarter. Josephine County
followed the same pattern, with a total of 126 transactions in the first quarter.
Existing housing in Jackson County was on the market for an average of 47 days. Average
days on market for Josephine County was 41.

JENNIFER VOLBEDA
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SOUTHERN OREGON
TRANSACTIONS

JENNIFER VOLBEDA
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SOUTHERN OREGON
TRANSACTIONS
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SOUTHERN OREGON
TRANSACTIONS
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MULTIFAMILY MARKET
ANALYSIS

SYDNEY BOWMAN
Portland State University

The 2018 Portland multifamily theme is stability as the
economic market moves through the seasoned expansion
cycle. Portland is having one of the busiest construction
years in history with the new supply of apartments causing
rents to decline and vacancy to increase. Sale transactions
are down, meanwhile strong investor interest continues to
remain and for-sale inventory is low.

Sydney Bowman is a candidate for the Masters in Real Estate Development degree and currently works as a commercial real estate
investment sales broker for CBRE. She was awarded the SIOR Fellowship at the Portland State University Center for Real Estate.
Any errors of omissions are the author’s responsibility. Any opinions are those of the author solely and do not represent the opinions
of any other person of entity.
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SUPPLY AND
PERMITS

Portland residents’ stress from historically high rental rates find relief in the current new
supply of apartment permits. As of February 2018, there were approximately 10,000 units
in 81 projects (of 20 or more units) in the current development pipeline. Indeed, Portland
saw the busiest year ever for apartment construction in 2017, the only exception being
the early 1970s—a 35.1 percent increase from the previous year. Overall this activity has
put Portland in the number nine spot in the nation for multifamily permits for January
2018.
Figure 1: Top Metros for Multifamily Permits Year-Ending January 2018

Source: RealPage

The current demand for apartments is about 4,500 units per year, but absorption does
not seem to be a concern with the influx of new residents that are expected to move
to Portland next year. Instead, Portland may need to build considerably more housing
than it already has. This could prove to be difficult however, with market factors such as
higher construction costs, high land values, tighter lending standards, stabilizing rents and
Portland’s saturated construction market where available general contractors, vendors,
and suppliers are scarce—all of which affect development feasibility.
Although the current amount of construction permitting seems overwhelming, future
development may dry up. It is uncertain whether the permitted or proposed projects
will be funded or delivered. It is important to note that this higher-than-normal amount
of apartment construction permitting is attributed to the onset of the City of Portland’s
inclusionary zoning mandate. One year after the mandate was introduced, there were
only 17 project filed subject to inclusionary zoning requirements, twelve of which
were privately financed. This rate of new application filing is significantly slower when
compared to other years.

RENTAL RATES &
VACANCY

SYDNEY BOWMAN

The current vacancy is 4.85 percent, which is higher than the 4.37 percent vacancy rate
six months ago. Most of the highest vacancies are in the close-in urban submarkets where
the highest volume of the building is occurring. Rents have stabilized over the last quarter,
down 0.3 percent, which is the first time the total average rent rate has dipped since
2010.
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RENTAL RATES &
VACANCY

Figure 2: Portland Rent Level and Growth

Source: Costar Market Analytics

Portland’s decline in rent growth represents one of the sharpest declines in the nation
at 1.5 percent over the last year. The two main reasons for this decline in apartment
rent growth is thought to be caused from the increase in supply and local pro-tenant
legislation. Senior Oregon Economist, Josh Lehner, confirms this dip in rental rates by
writing, “housing affordability has stopped getting worse for most residents. As rents slow
and incomes grow, affordability is set to improve over the next few years.”
Figure 3: Bottom 20 Rent Growth Markets

MARKET METRICS

Source: Costar’s State of the Multi-Family Market - Q1 2018 Review & Forecast Webinar

From a historical standpoint however, since 2010, Portland’s rent growth is among the top
five metros in the nation. The others being San Jose (a 52.4 percent increase), Oakland
(51.1 percent), San Francisco (48.6 percent), Denver (48.3 percent) and Portland (45.5
percent). This compares to the U.S. average apartment growth of 28.5 percent since
2010.

SYDNEY BOWMAN
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CONCESSIONS

With the increase of vacancy, concessions are beginning to become more common.
Over 10 percent of all properties are offering rental incentives, which is almost double
from the amount offered six months ago. Concessions are no longer limited to high
end apartments, but have become more prevalent in the existing supply of apartments.
Occupancy is still very healthy, hovering around 95 percent. The chart below shows a
forecast period of declining vacancies in upcoming years, perhaps due to a balance
between the projected deliveries that will drive vacancy upward and the inflow of new
residents.
Figure 4: Annual Occupancy Rate

Source: Axiometrics

SALE ACTIVITY

SYDNEY BOWMAN

The first quarter of 2018 saw 62 total sale transactions, a significant weakening from the
last three quarters, which had over 100 transactions. With 53 total sales in April however,
the second quarter of 2018 is projected to bounce back into balance. The capitalization
rate average declined to 5.15 percent last quarter and the median price per unit was
$152,000, compared to $160,895 last quarter. Falling capitalization rates and a historically
high price per unit (although lower than last quarter), demonstrates that apartment values
are increasing. According to the Barry Report, values have increased 20-25 percent with
virtually no submarkets showing flat or decreasing values. An exception is unreinforced
masonry buildings, which this type of construction could reduce property values as much
as 5 percent.

38

MULTIFAMILY MARKET ANALYSIS

SALE ACTIVITY

Figure 5: Number of Transactions

Source: Multifamily Northwest Spring 2018 Apartment Report

Figure 6: Median Price Per Unit (In Thousands)

Source: Multifamily Northwest Spring 2018 Apartment Report

SYDNEY BOWMAN
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INTEREST RATES

The Federal Reserve is expected to raise interest rates by three quarters to one point this
year and next. The implication of rising interest rates on multifamily will make it harder to
refinance and less capital will be available for developers, investors and property owners,
thus further slowing economic expansion.
Overall Portland continues to attract outside investment. The key fundamentals of
superior yields, steady growth from the tech industry, strong in-bound migration of young,
working-age households aged 20-34 years old, a low unemployment rate, low historical
interest rates and “cool factor” contribute to Portland’s healthy economy. According to
CBRE’s 2018 Investor Intentions Survey, Portland tied for ninth place in the nation for
“best metros for investment.”
Figure 7: Top Ranked Metros for Investment

Source: CBRE 2018 Investor Intentions Survey

THE SHIFT TO
SECONDARY
MARKETS

The significantly higher returns outside of the Portland metro has created a demand from
investors to capitalize in these areas. This matches Portland Monthly’s Neighborhoods by
the Numbers 2018: The Suburbs, analysis which measured the appreciation of median
home sale prices from 2016 to 2017. Portland had the lowest appreciation at five percent,
compared to Scappoose which had the highest appreciation of 23 percent.
Jared Whipps, Vice President at CBRE specializing in Multifamily Investment Properties,
speaks further on the shift toward secondary markets, stating: “we will still see demand
for quality product, close-in. Small investors have started to seek cash-flow investments
in the outer markets in preparation for a correction in the economy vs. the investment

SYDNEY BOWMAN
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THE SHIFT TO
SECONDARY
MARKETS

strategy of buying and flipping value-add properties.” This shift has caused prices to rise
distinctly in secondary markets like Salem, Eugene, Corvallis, Albany, and Bend.

FORECAST

Rental rates will continue to decline and vacancy will increase as new units are delivered
in the coming years. Increased building will occur outside of the urban core where
traditionally most of the construction has been concentrated. Apartment values will
continue to swell along with operating expenses, which in the past has increased an
average six percent year-over-year. Rentership will be heading toward an even split
between renter and homeowner households as young new residents continue to move to
Portland. For-sale inventory for apartments will remain low, as demand remains high. The
number of sale transactions are expected to catch up from a slow first quarter.

SYDNEY BOWMAN

Another notable growth trend in secondary markets are the population increases in cities
such as Happy Valley, which had an increase of 28.3 percent from 2013 to 2017, 18.5
percent in Molalla, 12.8 percent in Wilsonville and 10.8 percent in Bend. This compares to
Portland which had a 7.9 percent increase in population between the years 2013 to 2017.
This could suggest a trend of increased apartment building in suburban markets in the
coming years—especially for East Multnomah, Washington, and Clark counties.
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ANALYSIS

RILEY HENDERSON
Portland State University
The national office market continues to be on a tear after
the first quarter of 2018. Absorption and rental rates are
up while the vacancy rate was unchanged. New office
deliveries totaled 12.3 million square feet across the
country for the first quarter of 2018. New deliveries have
exceeded the 10 million square feet mark in 10 of the past
11 quarters according to CBRE national research. Seventy
percent of the deliveries this quarter were preleased. In
the same CBRE report, it was noted that five markets,
Manhattan, San Francisco, Washington D.C., Seattle, and
Dallas account for 49 percent of the entire construction
pipeline. Manhattan alone made up 17 percent of the total
new office pipeline.
In contrast, the Portland market is off to a somewhat
slower start. Leasing activity has been down, which is
similar to the first quarter of 2017, but overall market
fundamentals are strong. Vacancy rose very slightly and
absorption was negative in the quarter but rental rates
continued a steady climb and there were a handful
of notable institutional sales in the quarter. The big
development pipeline is starting to deliver some of the
larger projects and there’s still plenty more on the way.
There has been a desire from tenants to lease an entire

Riley Henderson is a Masters of Real Estate Development candidate through a joint program of Portland State University’s School
of Business Administration and School of Urban Studies and Planning. In addition, Riley is a commercial broker with NAI Elliott
specializing in office leasing. He is the 2017 Oregon Association of Realtors Fellowship recipient. Any opinions expressed are those
of the author solely and do not represent the opinions of any other person or entity.
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building as evidenced by Autodesk taking Towne Storage, Expensify taking most of 401
SW 5th, NW Natural relocating to 250 SW Taylor and Vacasa leasing 90 percent of the
Heartline project. According to Tim Harrison, Senior Research Analyst at Jones Lang
Lasalle, “new to this office cycle is the diversity of office developments. This is driven by
the competition for top talent and companies looking for creative, amenity rich space
in a thriving neighborhood as a way to stand out from the competition.” New projects
catering to these requirements should keep development pipeline full through 2018 and
into 2019.
Co-working companies continue to take down a large amount of space in the Portland
market. WeWork inked their third location by taking 70,190 square feet in the Power +
Light building and Industrious, a newer co-working concept has leased 28,323 square feet
at 811 SW 6th Ave. WeWork now leases 170,569 square feet across their three locations
in the Portland market. Nationally WeWork has 10 million square feet leased according to
CoStar. Despite the conflicting opinions about the longevity of co-working concepts, they
are certainly a force to be reckoned with in the current office market.
Portland Metro’s first quarter 2018 at-a-glance:

VACANCY

RILEY HENDERSON

•

Colliers reports that office market metrics show a mixed start to 2018 but market
sentiment is high due to the amount of activity. Absorption was negative and vacancy
increased to 9.95 percent in the quarter. Of the new construction coming online, 41
percent is now preleased. Colliers highlights the sale of 38 Davis, a Gerding Edlen
mixed-use development that was sold to Unico Properties out of Seattle for $54.25
million as an example of the strength of the market.

•

JLL noted that 2018 is off to a similar start as the first quarter of 2017. Vacancy rose
slightly to end the quarter at 10.7 percent as demand could not keep up with new
deliveries. Despite the increase in vacancy, the market sentiment is positive as rents
still increasing and leasing activity remaining remains strong.

•

The outlook from Kidder Mathews was overwhelmingly positive. They noted that
despite the slight increase in vacancy and slowdown in leasing activity, the market
fundamentals are very strong as evidenced by the recent sale transactions. In addition
to the previously highlighted 38 Davis, Kidder Mathews mentions the sale of 309 SW
6th and One Pacific Square as CBD assets sold to institutional investors in the quarter.

Depending on who is reporting, the Portland office market vacancy rose slightly in the first
quarter of the year to end at 10.7 percent according to JLL and 6.7 percent according to
CoStar. This is due to a combination of negative absorption in the quarter and an increase
in new office deliveries. Predictions for where the vacancy rate goes from here are mixed.
Kidder Mathew and Colliers predict the vacancy rate will go down boosted by the strong
pre leasing activity on new construction and demand for new space while JLL predicts
vacancy will continue to rise.
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VACANCY

Table 1: Total Vacancy Rates by Brokerage House and Class, FIrst Quarter 2018
Brokerage

Total

CBD

CBD Class
A

CBD Class
B

CBD Class
C

Suburban

Colliers

9.95%

12.8%

10.2%

15.3%

16.1%

-

JLL

10.7%

10.2%

8.3%

13.3%

10.9%

-

Kidder
Mathews

7.6%

10.3%

-

-

-

6.6%

CoStar

6.7%

10.8%

8.7%

12.2%

13.8%

5.7%

Source: Colliers, JLL, Kidder Mathews and CoStar

RENTAL RATES

Rental rates climbed throughout 2017 and after the first quarter of 2018, rates increased
yet again. The average rental rate was $23.81 per square feet. This is a 0.1 percent
increase from the end of 2017 which is a smaller increase than has been seen in previous
quarters.
However in order to keep the rental rates rising and attract strong tenants, landlords
are increasing their concessions especially in the face of a more competitive market as
noted by JLL in their quarterly office report. As Tim Harrison sees it, “Investors have a
predefined exit strategy that they need to achieve. The way they can keep the base rent
up and still be competitive in the marketplace is offer concession in the form of free rent
and tenant improvements.”
The belief in the market is that rental rates still have some room to increase in the short to
mid term but will eventually start to flatten as the new deliveries hit the market.
Table 3: Average Direct Asking Rates ($/sf FSG) by Brokerage House and Class, First
Quarter 2018
Brokerage

Market
Average

CBD

CBD Class
A

CBD Class
B

CBD Class
C

Suburban

Colliers

$26.16

$31.79

$35.08

$30.38

$25.11

-

JLL

$28.76

$33.32

$36.89

$32.30

$26.32

-

Kidder
Mathews

$25.23

$31.37

-

-

-

$22.55

CoStar

$25.88

$30.61

-

-

-

$23.42

Source: Colliers, JLL, Kidder Mathews and CoStar

ABSORPTION AND
LEASING

RILEY HENDERSON

Absorption in the first quarter of 2018 was negative with a bulk of the space coming
up occurring in the CBD. Kidder Mathews highlights Vestas Americas and Corinthian
Colleges as two examples of companies giving up a large amount of space. Out in the
suburbs, Holiday Retirement and Convergys closed their doors in the quarter. The market
is generally not concerned about the negative absorption. Last year started in similar
fashion only to end the year around 780,000 square feet of positive net absorption. So
long as the second quarter can bounce back, there are few worries at this point and
despite the negative absorption there are some highlights. As previously noted, WeWork
took a large amount of space at the Power + Light building but in addition to that lease,
FireServe took 29,128 square feet at 115 SW Ash. The law firm Markowitz, Harbold, Glade
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ABSORPTION AND
LEASING

& Mehlhaf P.C. will relocate from their PacTrust headquarters to Broadway Tower after
signing a lease for 19,424 square feet. JLL indicated that there are some larger office
deals currently under negotiating in the westside suburban submarkets that should help
lift absorption numbers in the coming months.
Table 4: Net Absorption (in square feet) by Brokerage House and Market Area, First
Quarter 2018
Brokerage

Overall

CBD

Suburban

Colliers

(230,671)

(439,917)

-

JLL

(10,030)

(1,992)

-

Kidder Mathews

(383,850)

(569,792)

156,983

CoStar

(256,434)

(479,335)

-

Source: Colliers, JLL, Kidder Mathews and CoStar

Table 5: Net Absorption (in square feet) by Brokerage House and Market Area, Year
to Date
Brokerage

Overall

CBD

Suburban

Colliers

(230,671)

(439,917)

-

JLL

(10,030)

(1,992)

-

Kidder Mathews

(383,850)

(569,792)

156,983

CoStar

(256,434)

(479,335)

-

Source: Colliers, JLL, Kidder Mathews and CoStar

Table 6: Notable Lease Transactions, First Quarter 2018
Tenant

Building/Address

Market

Square Feet

Power + Light
Building

CBD

70,190

Heartline Building

CBD

60,152

Unknown

Kruse Oaks I

Kruse Way

49,890

Industrius

6Y

CBD

28,323

WeWork
Vacasa

Source: Colliers, Kidder Mathews and CoStar .

SALES
TRANSACTIONS

Last year was a very strong year for office sales with a total sales volume of $1.2 billion
over 42 transactions. The average price per square feet was $305.86. This is a strong
increase in both the per square foot price and total volume over 2016 numbers. Cap
rates have increased from 6.23 percent to 6.38 percent over the same time period. The
increase in price per square feet can be attributed to the strong rent growth the market
has been experiencing.
It will remain to be seen if 2018 can top 2017 but so far office investment sales are off to
a good start. There were three transactions above the $50 million mark in the quarter. 38
Davis sold for $54,250,000 ($437.48 per square foot) to Unico Properties. The US National
Bank Block sold for $53,925,000 ($259.39 per square foot) to Westport Capital Partners.
That is the same capital group behind the renovation of the Towne Storage building

RILEY HENDERSON
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SALES
TRANSACTIONS

which recently traded for $627.36 per square foot, a new high water mark for price per
square foot in Portland but will be reported in second quarter figures. Lastly, One Pacific
Square, the current home to NW Natural Gas until they relocate to 250 SW Taylor, sold for
$52,100,000 ($218.22 per square foot) to Specht Development and an unidentified capital
partner.
Tim Harrison of JLL noted that in 2005, JLL surveyed the number of institutional owners
in the CBD and found that institutions owned around 38 percent of assets. Fast-forward
to today, it is now estimated that institutions own approximately 61 percent of the assets
in the CBD. The expectation heading into 2018 was that the Portland office market would
continue to attract institutional investors looking to place capital outside of primary
markets and so far that expectation is being met. This is driven by institutions with capital
to deploy looking for higher yields.
Table 7: Notable Sales Transactions, First Quarter 2018
Building/
Address

Buyer

Seller

Market

Price

38 Davis

Unico Properties

Gerding
Edlen

CBD

$54,250,000

124,006 $437.48

US
National
Bank
Block

Westport
SKB
Capital Partners Companies

CBD

$53,925,000

207,006 $259.39

CBD

$52,100,100

238,751 $218.22

One
Pacific
Square

Specht
Development
Inc.

Menlo
Equities

SF

Price/
SF

Source: Colliers and Kidder Mathews

DELIVERIES AND
CONSTRUCTION

RILEY HENDERSON

In the first quarter year, 11 new developments were delivered to the market bringing
430,255 square feet of office space to the market. The market spent much of 2017 trying
to determine how much of an impact all of the new construction would have on the
market. The sentiment was all over the place but so far any concerns about oversupply
should be tempered. Most of the new deliveries had a moderate to substantial amount of
preleasing.
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DELIVERIES AND
CONSTRUCTION

Table 8: Notable Development Projects Under Construction, First Quarter 2018
Building/
Address

Developer

Market

SF

Delivery Date

The Silica

Rujax V, LLC

NE Close-In

31,000

Q2 2018

Southern Miss,
LLC

NE Close-In

24,300

Q2 2018

Killian Pacific

St Johns
Vancouver

45,000

Q3 2018

Security
Properties

CBD

70,702

Q3 2018

Williams &
Dame/ Miller
Global

CBD

202,168

Q3 2018

Waterfront
Block 6

Gramor

Vancouver CBD

77,000

Q3 2018

Broadway
Tower

BPM Real
Estate - Office

CBD

177,800

Q4 2018

7 SE Stark

Harsch
Investment
Properties

Central Eastside

70,000

Q1 2019

Flatiron PDX
4000 Columbia
House
Heartline
9North

Source: Colliers and CoStar

The largest delivery in the quarter was Field Office West. Located at 2035 NW Front Ave,
this two building office development is North of were much of the traditional office has
been built. This 164,555 building delivered with 35 percent leased, which is substantial
for an unproven market area. The second half of the Field Office development is set to
deliver in the second quarter of the year. The second largest delivery was Clay Pavilion
by Vancouver based developer Killian Pacific. This Central Eastside located 75,000
square feet building was almost entirely leased to Simple. The Central Eastside has been
a strong, if not somewhat surprising market for new development. Capstone Partners
delivered their two building Custom Block project with 7 percent preleased.
The sentiment among brokerage houses seems to have changed from slightly pessimistic
to mildly optimistic about the markets ability to absorb the large amount of construction
in the pipeline. The large office leases signed to date on speculative developments is
lifting expectations that the market can absorb the new product efficiently without a large
hit to vacancy or rental rates.

RILEY HENDERSON

47

INDUSTRIAL MARKET ANALYSIS

INDUSTRIAL MARKET
ANALYSIS

SPENCER WEILLS
Portland State University

Portland’s industrial market slowed considerably in the
first quarter of 2018. Absorption for the quarter was flat,
coming in at negative 27,998 square feet according to
Kidder Mathews. This followed a strong 2017 that saw
2.77 million square feet absorbed over the year. While the
first quarter started fairly flat, the outlook for 2018 is still
bright for the industrial sector. According to JLL, there is
currently 2.7 million square feet under construction with
71.2 percent of that already pre-leased. Developers are
still building speculative industrial buildings as well. JLL
projects that 2018’s absorption may outpace the rate of
2017.
The first quarter saw an increase in vacancy rates up to
4 percent according to an average of major brokerages.
Vacancy has risen the last three quarters after hitting a low
of 3.2 percent in the second quarter of 2017. The vacancy

rate increase continues to be driven by the strong rate
of deliveries to the market as opposed to a reduction in
demand so the rising rate is most likely not yet a cause for
concern.
Cap rates for industrial buildings continue to be squeezed
downward as the Portland market becomes attractive
to larger investors. According to Capacity Commercial
Group, cap rates for industrial buildings in Portland are
now routinely in the 5 percent range, a significant decrease
from years past.
The strongest sub-market for leasing activity for the first
quarter of 2018 was NE Columbia Corridor. The Columbia
Corridor sub-market saw nearly 1.5 million square feet
leased in the first quarter according to Kidder Mathews.

Proposed Industrial space along Columbia Blvd (rendering courtesy of LoopNet)

Spencer Weils is a candidate for the Masters in Real Estate Development degree and currently works for iBuildPdx General
Contractors. Any errors of omissions are the author’s responsibility. Any opinions are those of the author solely and do not represent
the opinions of any other person of entity.
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VACANCY AND
RENTS

Industrial rents in Portland continued growing in the first quarter of 2018 while vacancy
continued to rise slightly following increasing supply. The rate of rent increase slowed,
increasing by only 10 basis points over the fourth quarter of 2017, but the steady growth
indicates a market that is still thriving.
First Quarter 2018 Vacancy Rate & Average Rent
Firm Name

ABSORPTION AND
DELIVERIES

Vacancy (%)

Rent ($/SF)

Cushman Wakefield

4.2

0.71

JLL

3.7

0.64

Kidder Mathews

4.2

0.66

Average

4.0

0.67

While the first quarter of 2018 saw fairly flat absorption, the outlook for the year is still
very positive. With 2.7 million square feet under construction and the high pre-leased rate
mentioned above, 2018 looks to be another positive year for absorption rates. Project
sizes are increasing along with asking rental rates.
The strongest sub-market for absorption for the first quarter according to Kidder Mathews
was the Columbia Corridor, absorbing nearly 1.5 million square feet with the East and
NE Corridor sub-markets. The Southeast sub-market experienced the largest negative
absorption with (825,060) for the quarter.
While the inventory of industrial properties is fairly evenly distributed among building
sizes, the larger properties are experiencing the most positive absorption rates currently.
With expanding warehouse demand and growing facility requirements, we should expect
to see the average size of industrial deliveries and absorption continue to increase
through the year.

SALES & CAP RATES

Industrial sales rose in the first quarter of 2018 crossing above $100 per square foot
according to Kidder Mathews. This continued increase shows the increasing attractiveness
of the Portland market to Industrial users. As larger users move into the market, new
projects can raise asking prices. This trend is encouraging new construction to continue
in the market sector. Sales volume for the quarter was 1.25 million square feet according
to Kidder Mathews. This figure was about a million square feet lower than the previous
quarter but the outlook for 2018 remains strong.
Cap rates in Portland industrial market remained similar to the end of 2017, landing just
below 6 percent according to Kidder Mathews. These rates are much lower than the
historical averages for the market and again indicate the level of investment coming into
the market. Portland is becoming an established industrial real estate market and as larger
institutional money enters the marketplace, we can expect cap rates to stay at these low
rates for a while.

SPENCER WEILLS
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RETAIL MARKET
ANALYSIS

RILEY HENDERSON
Portland State University
Nationally, the retail landscape in the first quarter of 2018
was calm. The underlying market fundamentals remain
relatively unchanged. News articles about the “retail
apocalypse” continue to come out despite the overall
health of the market. There were a few big announcements
from national companies affecting the retail landscape
in the quarter. Toys “R” Us declared it is going out of
businesses and will be winding down all of their stores in
the coming year. Albertson’s is pushing to acquire the drug
store chain Rite-Aid. Sears has been struggling for some
time now and announced another round of store closures
for 2018. On a more positive note, Old Navy announced
plans to open 60 stores across the country despite Gap
Inc. making plans to close under-performing Gap and
Banana Republic stores.
The national vacancy rate ended the quarter at 4.5 percent
and the average asking lease rate was $16.49 per square
foot. This is a 1.6 percent increase in asking rates above
the end of 2017 and a 3.94 percent increase over the
past four quarters. Cap rates have been trending upwards
slightly to end the quarter at 7.12 percent.
Portland’s retail market continues to stay in sync with the
national retail market. After a strong 2017, the Portland
retail market started the first quarter of 2018 relatively
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unchanged. The market experienced 282,839 square feet of positive absorption which
helped push the vacancy rate further down from 3.3 percent at the end of 2017 to 3.2
percent.
As part of the Sears closures, it was announced that Sears will be closing their location
at Lloyd Mall. Lloyd Mall has had difficulties in the past few years, including the loss of
Nordstrom and with another major anchor vacating the mall, the outlook for the property
is not good. The challenge of Lloyd Mall isn’t unique to that property. Poorly positioned
and uninteresting retail projects will continue to struggle. Fred Bruning, founder and CEO
of CenterCal Properties, succinctly puts the problem of under-performing retail projects as
such.
I believe the challenges many traditional anchor-driven malls are facing is more
about the declining strength of the anchor department stores, coupled with the fact
that most malls are just not very interesting places to visit. Creating a compelling
place today is equally, if not more, important than the precise tenant mix in the
center. Gathering places, gardens, seating areas, entertainment components and
generally creating places where people really want to be is a major key to success in
attracting the customer base needed to make your tenants successful.
The “retail apocalypse” stories will continue as the traditional retail model is challenged.
However, landlords and retailers that can adapt to the market changes and create
compelling reasons to visit will thrive.

VACANCY

The vacancy rate at the end of the first quarter of 2018 was a very strong 3.2 percent. This
is a 10 basis point drop from the end of the fourth quarter 2017. The vacancy rate should
continue to hold in that range as the overall lack of new construction and strong market
fundamentals will keep inventory low.
Table 1: Portland Retail Vacancies by Submarket, First Quarter 2018
Submarket

Q1 2018 Vacancy
Rate

Q4 2017 Vacancy
Rate

Change from
Previous Quarter

CBD

10.5%

9.3%

1.2%

Clark County/
Vancouver

4.8%

5.1%

(0.3%)

I-5 Corridor

4.6%

4.8%

(0.2%)

Lloyd District

3.0%

2.5%

(0.5%)

Northeast

3.1%

3.1%

0.0%

Northwest

2.3%

2.9%

(0.6%)

Southeast

3.1%

3.3%

(0.2%)

Southwest

3.4%

3.0%

0.4%

Sunset Corridor

2.2%

3.4%

(1.2%)

Total

3.7%

3.9%

(0.2%)

Source: Kidder Mathews
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VACANCY

Table 2: Portland Retail Vacancies by Product Type, First Quarter 2018
Property Type

Q1 Vacancy Rate

Q4 Vacancy Rate

Change from
Previous Quarter

Malls

2.2%

1.9%

0.3%

Power Centers

2.4%

2.8%

(0.4%)

Shopping Centers

6.1%

6.6%

(0.5%)

Specialty

0.0%

0.0%

0.0%

General Retail

2.6%

2.6%

0.0%

Source: Kidder Mathews

ABSORPTION AND
LEASING

Absorption is up to start the year. The first quarter ended with a positive 282,839 square
feet of absorption. Kidder Mathews highlights the expansion of restaurant chains in
the first quarter of the year. Pink Taco, a Los Angeles based restaurant chain is taking
over 7,941 square feet at the Porter Glisan Building. The space was formerly occupied
by tiki themed bar and restaurant Trader Vic’s. Local food and beverage chains have
also been making expansion moves in the first quarter. Tea Bar is set to open its fourth
location in the ground floor of Park Avenue West while Coco Donut added two locations
in the quarter, one at the Alberta Apartments and the other in the Happy Valley area at
Sunnyside Plaza. Some of the larger leases signed in the quarter include 31,214 square
feet at Mall 205 and 29,452 square feet was taken by Circus Trix at Santa Clara Square in
Eugene, OR. Big box retailers continue to struggle but experiential concepts like Circus
Trix have been able to backfill former anchor spaces.
Table 3: Portland Retail Absorption, First Quarter 2018 and YTD.
Submarket

Q1 2018 Net Absorption

YTD Net Absorption

CBD

(42,657)

(42,657)

Clark County/ Vancouver

107,892

107,892

I-5 Corridor

14,353

14,353

Lloyd District

(34,223)

(34,223)

Northeast

90,695

90,695

Northwest

3,130

3,130

Southeast

(19,459)

(19,459)

Southwest

(62,929)

(62,929)

Sunset Corridor

(5,306)

(5,306)

Total

53,938

53,938

Source: Kidder Mathews
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RENTAL RATES

Rental rates are relatively unchanged through the first quarter of the year. The average
asking lease rate was $19.37 per sq. ft. This is a 3.7 percent increase year-over year. Rates
have been consistently climbing due to strong tenant demand and lack of speculative
retail development.
Table 4: Portland Retail Asking Rents, First Quarter 2018.
Brokerage

Kidder Mathews

CoStar

CBD

$21.02

$21.02

Lloyd District

$24.44

$24.36

I-5 Corridor

$19.66

$16.89

Clark County

$18.29

$20.40

Source: CoStar and Kidder Mathews

DELIVERIES AND
CONSTRUCTION

A total of eight retail projects were delivered to the market this quarter, which added
81,836 square feet to the market. This adds to the 454,363 square feet of retail space
constructed in the last four quarters. The 38,000 square feet Restoration Hardware
concept was delivered to the market in the quarter at NW 23rd and Glisan. Additionally,
20,000 square feet was delivered in the ground floor of The Union apartment project.
Currently there is an additional 1,088,080 square feet of retail under construction
across the market. Much of the retail being constructed in Portland is part of mixed-use
apartment projects. Kidder Mathews notes that there are 20 mixed-use projects under
construction in Portland with some retail component to them.
Table 5: Notable Retail Developments, First Quarter 2018
Building/Address

Market

SF

Delivery Year

Cedar Hills Crossing
Community Center

North Beaverton

128,652

Q2 2018

Cedar Creek Plaza

I-5 Corridor Retail
Market

70,000

Q3 2018

The Union at St.
Johns

Rivergate

80,000

Q1 2018

The Waterfront
Vancouver

Clark County

28,528

Q2 2018

Source: CoStar and Kidder Mathews

SALES
TRANSACTIONS

RILEY HENDERSON

Sales volume at the end of 2017 was down from the 2016 year end total. Heading into
2018, signs for whether sales volume will continue the downward trajectory are being
closely watched. There were a few large shopping center sales to start the year off. The
first was Wood Village Town Center. This 143,334 square feet center sold for $26.55
million, which is $182 per square foot. Just a little south west of Portland, McMinnville
Plaza, a 89,626 square feet shopping center sold for $17.4 million which is $194 per
square foot.
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SALES
TRANSACTIONS
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Average cap rates have been trending upward, ending the year at 6.71 percent in
Portland. The previous year, cap rates averaged around 6.24 percent. The expectation is
that cap rates will continue to rise in the coming year further depressing prices. However,
strongly positioned properties with good credit tenants still command above average
cap rate valuations in the market. Portland’s cap rates are well positioned to the national
average of 7.12 percent.
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