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An all-time low vacancy and a lack of land supply is
the central theme of the Portland industrial real estate
market as rents continue to rise. Relief of the current tight
conditions will be found in scheduled deliveries of new
inventory. As the Portland industrial market has enjoyed
a robust last quarter, emerging trends and current market
conditions will be further explored to see if this trend is to
continue.
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RENT RATES

Asking shell rental rates on average rose to a new market high of $0.60 per square foot.
This is a new watermark and a $0.04 increase from the previous quarter. Increasing rental
rates are being driven by continued shortage of space for tenants. Figure 1 demonstrates
the average increase in industrial rental rates from approximately $0.56 per square foot
per month in the first quarter of 2017 to $0.60 per square foot in the second quarter of
2017.
Figure 1: Asking Shell Rates – Average of Quarterly Reports

Source: JLL, CBRE, Colliers

VACANCY

Industrial vacancy rates in Portland are at an all-time low due to low inventory. The overall
averaged vacancy rate in Portland has dropped to 3.1 percent compared to last quarter’s
3.6 percent, which is one of the lowest vacancy rates in the nation, as quoted from CBRE’s
Portland 2017 Q2 Industrial Market View. According to CBRE’s National Logistic Figures,
Portland has one of the lowest availability rates (the ratio calculated by available space to
total rentable/total available space to total rentable square feet) of industrial property in
the nation (see Figure 3) with Orange County, California being the lowest at 3.4 percent
and Portland being the fifth lowest at 4.3 percent.
Figure 2: Portland Vacancy – Average of Quarterly Reports

Source: JLL, CBRE, Colliers
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VACANCY

Figure 3: Lowest National Availability Rates

SALES ACTIVITY

According to the Kidder Matthews second quarter industrial report, the number of
Portland investment sales transactions declined in the second quarter with 21 metro
industrial assets selling between April and June. One of the most significant sales was the
Interstate Crossroads Distribution Center Specht Development sold to WPT for a total of
$56 million ($114 per square foot).
When purchasing, as shown in the plot map below, the Portland market is considered
expensive while expectations for rent growth are modest compared to the majority of
other markets tracked.
Figure 4: National Pricing – Cap Rates vs. Rent Growth 2015-2017

Source: Costar Portfolio Strategy, February 2017
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ABSORPTION AND
DELIVERIES

Absorption is one of the forces driving the low industrial vacancy rates. Overall, leasing
activity is up for the year with 2,013,592 square feet absorbed for significant leases
(Figure 5). Amazon is by far the largest new construction project within the Portland MSA,
scheduled to be delivered in the third quarter of 2018. Though as a single-tenant space
the project provides no opportunity for speculative lease.
Figure 5: Significant Portland Lease Transactions

A robust demand for new supply is assumed to continue with a total of 24 new projects
adding 3,130,471 square feet of new inventory, according to Kidder Mathews, with most
projects occurring in the NE quadrant of Portland. These projects include the Amazon
Logistic Center in Troutdale (857,000 SF), Vista Logistics Park – Building 3 & 1 in NE
Portland (494,464SF), Glisan Corporate Park in Northeast Portland (364,801 SF), Big Eddy
Commerce Center in NE Portland (153,232 SF) and Majestic Brookwood Business Park in
Hillsboro (141,630 SF) as reported by CoStar. Figure 6 shows these projects location.
Figure 6: Map of Significant New Industrial Construction
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THE AMAZON
EFFECT & OTHER
EMERGING TRENDS

An industrial trend known as the “Amazon Effect” has seen a shift to regional distribution
centers. This phenomena, described in the Colliers, Q1 2017 Industrial Market Outlook as
“the deployment of more warehouses in more locations to get products to the consumers
quickly.” This trend, also known as “the last mile” is expected to continue in industrial
buildings across the nation as e-commerce as a whole experiences 15 percent year-overyear growth (Colliers, Q1 2017 Industrial Market Outlook). This will create pressure to
modernize current supply logistics, creating demand for warehouses centrally located as
consumers demand faster delivery times.
Other new construction trends in Class A industrial buildings, as noted by a developer for
Trammel Crow Company, has found a general shift towards a greater need for additional
off-dock trailer and employee parking, as well as, higher clear heights up to 36 - 45 feet.
This is in part to greater storage needs during peak seasons that drive demand and a
larger employee base.

LOOKING AHEAD
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Portland’s industrial market is expected to remain robust with low vacancy and high
absorption rates along with many major-tenant lease transactions. Large users are
expected to continue looking at the Portland metro and modernizing supply chains will
likely increase with consumer spending that would further stimulate business activity.
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