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Over the past few years Portland has seen dramatic growth
in both its economy and population, however it appears
that the growth is slowing. While a high rate of growth
is not sustainable forever, Portland is not necessarily
experiencing a crash either, merely a regression to the
mean. High land values, rising interest rates, increasing
construction costs, and public policy are all working
against new development. Nevertheless, a strong
economy, increasing population, and low vacancy rates are
still enough of a driver for some new construction.
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ECONOMY

Portland’s economy has grown rapidly since the Great Recession and economists expect
this growth to continue, albeit at an abbreviated pace. As noted in this issue’s State of the
Economy report, Portland’s unemployment rate has dropped to near all-time lows and is
currently lower than the national unemployment rate. Large companies such as Amazon
and Adidas are expected to continue to drive this growth moving forward.
Something to take note of however, is that there is a large uneven distribution of wealth
within the city. West Portland is currently seeing average wages of a full-time worker at
$102,209 per year while wages for a full-time worker living east of 82nd Avenue roughly
a third of that at $44,328 per year. These higher wage jobs are typically held by college
educated individuals who typically live on the west side. As west Portland reaches
capacity, development will likely continue spreading east past 82nd Avenue toward less
affluent households.
Figure 1: Unemployment Rates, U.S. and Oregon Metropolitan Areas

PERMITS AND
SUPPLY

Prior to the implementation of Portland’s inclusionary zoning (IZ) program, there was a
push of more than 10,000 units to permit, which the City reports to be roughly a year or
two of supply. The Spring 2018 Barry Apartment Report predicts approximately 12,000 to
18,000 units to come online during 2018 and 2019, much of these being pre-IZ. Since the
inception of IZ, roughly 1,000 new units subject to IZ have received permit applications.
This is a dramatic drop off from 2017, however the large push to intake projects likely
skewed this number slightly.
Much of the construction activity is still situated in the inner east and west sides, which are
generating the highest rents. Roughly less than half of proposed projects are realized in
construction.
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Figure 2: Portland Metropolitan Area Multifamily Permits

Figure 3: Multifamily Units Under Construction by Location
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Figure 4: Total Proposed and Under Construction Projects

CONSTRUCTION
COSTS

Construction costs continue to rise as there remains a shortage of labor in the area and
subcontractors are spread thin among many large projects. For now, consider escalating
construction costs by 10 percent a year rather than the typical 5 percent rate. It should
be noted though that Portland’s $240 per square foot multifamily construction costs rank
among the lowest in major U.S. metropolitan areas. By way of comparison, with Phoenix
has average costs of $210 per square foot and Seattle’s are $270 per square foot.

RENTS AND
VACANCIES

While 2010-2015 saw vacancies around 5 percent, vacancies increased dramatically to
7 percent at the end of 2016. This increase was likely because of annual rent growth of
approximately 10 percent a year. Since 2015, rents have only increased 2 percent a year
and vacancies have been trending back down and currently sit just below 6 percent.
Costar reports that through the first quarter of 2018, concessions are offered 25 percent
of the time which is likely assisting in lowering vacancies. Typical concessions include up
to a month’s free rent to a $1,500 gift card.
Figure 5: Asking Rent and Vacancy per SF

As of the time of this publication, average rents in Portland are $1.68 per square foot.
Studios are averaging $1,029, one bedroom apartments are at $1,214, two bedrooms are
at $1,395, and three bedrooms are slightly higher at $1,441. All of these averages are well
above their five year average. One bedroom and studios are seeing higher vacancy rates,
likely due to higher turnover than two and three bedroom units.
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