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The final quarter of 2018 ended on a positive note. As 2019 begins,
the national office market continues to experience rising rents in
tech-centered and diverse secondary markets, especially in CBD
Class A assets. With more than 50 million square feet of office space
expected to deliver this year, the popularity of flexible space continues to grow and dominate leasing activity.
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Year over year, Portland’s office market rent
growth has seen an increase of nine percent.
However, three substantial office closures as well
as the delivery of over a half a million of square
feet of new office space in the Central Business
District lowered the year-to-date net absorption
and pushed the total vacancy rate up to 13.1
percent in the fourth quarter.
High construction costs, competition for tenants
as well as increased availability should result in
mild rent growth and more tenant concessions.
While this may have caused slowing development
in the CBD, more bullish development of flex
office space in the close-in Eastside continues to
dominate the urban core. According to Colliers:
Consistently rising interest rates from the Federal
Reserve are intentionally cooling the economy
by depressing consumer spending on everything
from cars to homes; [however] the Portland
MSA’s increasingly diverse array of industries,
such as apparel, semiconductors, healthcare,
education, and technology, will cushion it from
any downturn in one of the sectors.

VACANCY
Vacancy rates this quarter saw a large variance
across brokerage firms. The Portland office
market vacancy rose in the second half of the year
to end at 13.1 percent according to JLL, ticking
above last quarter’s 11.9 percent. Tim Harrison of
JLL notes: “Record deliveries put extra pressure
on Portland’s vacancy rate, which rose 320 basis
points year-over-year to 13.1 percent.”

Image 1: 2018 Leasing Activity Greater
Than 20,000 square feet

Source: JLL

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

Source: Colliers, JLL, Kidder Mathews, CBRE, and Newmark Knight Frank

Newmark Knight Frank and CBRE’s vacancy predictions line up similarly to JLL’s while
Colliers and Kidder Mathews see a lower vacancy
rate at 10.0 percent and 7.5 percent, respectively.
CBRE notes, “With tenant’s pick of location and
space, developments with strong value-add features will continue to stand out among the rest.”

M E L I S S A M E A G H E R | OFFICE MARKET ANALYSIS | 0 3 / / 0 2

2

RENTAL RATES
Rental rates reached a fifteen-year peak in 2018.
According to Jerry Holdner, Director of Research
at Kidder Mathews, “The immense amount of
deliveries of high-end office space this year was a
big driver of the rental increase.”
CBRE adds, “The Portland metro market has an
unemployment rate of 3.7% with a large push
for diversified talent to fill current positions and
support future tenants entering the market …
this employment growth should spur expansions
and aid in filling some of this space over the
next few years.” The market’s average rental rate
among brokerage houses ranged from $26.52 to
$31.87, while Portland’s CBD range was higher,
ranging from $31.80 to $36.15.
According to JLL, the close-in Eastside’s newest
developments are still pushing rents to the highest in the Portland metro area. Harrison notes,
“The Close-In Eastside took over as Portland’s
most expensive submarket, with average rents
now $40.00 FSG per square foot.” Other suburban submarkets leading the pack are the submarkets of John’s Landing and Kruse Way.

Table 2: Average Direct Asking Rates
($/sf FSG) by Brokerage House and Class,
Fourth Quarter 2018

Source: Colliers, CBRE, Kidder Mathews, JLL, and Newmark Knight Frank

Table 3: Net Absorption (in square feet) by
Brokerage House and Market Area, Fourth
Quarter 2018 and Year to Date

Source: JLL & Newmark Knight Frank

ABSORPTION & LEASING
The fourth quarter saw 79,878 square feet of negative
net absorption, contrasting the third quarter’s 250,903
square feet of positive net absorption. JLL noted:
The CBD bore the brunt of closures in the fourth
quarter; with Wells Fargo moving out of most of
their space in the Wells Fargo Center and relocating to the Sunset Corridor, The Art Institute
closing their school at M financial and Jive’s new
parent company, Aurea, dissolving the business
and shutting down their office at The Reserve.

Table 4: Notable Lease Transactions, Fourth
Quarter 2018

Source: CBRE & Newmark Knight Frank

Year to date, JLL notes of a negative 306,780
square feet in the Portland office market overall,
while Newmark Knight Frank reports positive
272,641 square feet year to date.
Some of the most notable lease transactions
included Finastra USA’s lease of 27,160 square
foot of space in the Meier & Frank Building
as well as HDR Engineering’s new lease in The
Congress Center building on Fifth Avenue. The
City of Portland will also occupy 14,768 square
feet of space in Sixth+Main. With many out of
state tenants eyeing new project deliveries, positive
absorption should follow.
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SALES TRANSACTIONS
According to Costar, “Total office building
sales activity in 2018 was down compared to
2017.” The Director of Research at Kidder
Mathews also explains:
Portland remains one of the top locations for
domestic buyers on the West Coast and continues to see growing interest from foreign capital.
Sales volume in 2018 totaled $1.1 billion in
transactions, 8.3% less than 2017’s record-setting
volume of $1.2 billion.

Table 5: Notable Sales Transactions,
Fourth Quarter 2018

Source: CBRE & Colliers

Highlight transactions closing the year included
the William & Dame’s $76.1 million sale of
Tanner Point to CBRE Global Investors, the
sale of the Yeon Building to Rockwood Capital
LLC as well as Goldman, Sachs & Company’s
purchase of the 1631 Thurman building. In a recent press release from Portland Business Journal,
Jon Bell notes “The banking giant’s acquisition
of the [Thurman] building is part of the continuing trend of institutional investors taking a
shine to Portland.” Unico Properties also added
The Galleria to its portfolio, which occupies the
entire block at 600 Southwest Tenth Avenue. The
building has 80,000 square feet of office space
on the upper two floors, which Unico Properties
plans to convert into creative office space.
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DELIVERIES AND
CONSTRUCTION
New construction deliveries totaling 466,268 square
feet were completed during the final quarter of
2018, contrasting second quarter’s 507,932 square
feet. In a recent Costar report, total office inventory
at the end of the year amounted to 34 million of
Class A office space, 68 million of Class B office
space, and 33 million of Class-C office space.
After two years of construction, Broadway Tower
delivered 177,800 square feet of office space in
the final quarter of 2018. Newmark Knight Frank
notes, “To date, the tower is 94% occupied with
only 10,475 square feet of office space remaining
available for lease, as the tower has seen impressive
absorption.” Flatiron PDX, a smaller innovative
development, delivered 24,300 square feet of Class
A office space but also reflects similar demand.
In addition, Tanner Point, formerly known as
9North, delivered its Class A office space in the
Central Business District and will offer eight
floors of office space. Williams & Dame Development bought the vacant property at the corner
of Northwest Northrup and 9th Avenue in 2015.
Hacker Architects describe the building as “designed for maximum flexibility, to accommodate
small tenants as well as multi-floor offices.”
Lastly, nearing almost two years of construction, Vancouver’s The Murdock delivered and
is making positive leasing strides. According to
Jacob Pavlik at Colliers, “Vancouver’s Waterfront
is performing exceptionally well with two existing
restaurants (four in the pipeline), 63 apartments
ready for occupancy (490 in the pipeline), 40
condos slated to deliver in 2020, 75k SF of office
delivered in Q4 (155k SF in the pipeline). All
these amenities and are located in the southern
portion of Vancouver’s central business district
providing the much-needed residential and class
A office space to satisfy the pent-up demand to
revitalize this low-tax suburb of Portland.”

Table 6: Notable Development Project
Deliveries, Fourth Quarter 2018

Source: Colliers and CoStar

Image 2: Tanner Point –
Delivered in Fourth Quarter 2018

Source: Hacker Architects

Image 3: The Murdock –
Delivered in Fourth Quarter 2018

Source: TheMurdockBuilding.com
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Set to deliver in the second quarter of 2019, the
industrial office development at 7 SE Stark Street
nods to flex space’s increasing popularity. According to Works Progress Architecture, the 10-story,
180,000 square foot building situated between
the Union Pacific railroad tracks and the Interstate will “allow for open and flexible layouts for
creative business to grow within.”
It is evident with its dominant leasing activity
and development that flex space—and its ability
to attract high satisfaction and talent—is here to
stay. Abraham Park from the Fred Sands Institute
of Real Estate says, “Any design that can create a
unique space … is a great concept that the country and economy will continue to need, especially
with changing cultural trends and desire for a
certain lifestyle for urbanization.”

Table 7: Notable Under Construction
Projects, 2019 - 2021

Source: CoStar

Image 4: 7 SE Stark Street –
Under Construction

Source: Works Progress Architecture
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