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OVERVIEW
Positive economic activity, solid job growth, a
low unemployment rate, and strong consumer
confidence all contributed to a healthy, vibrant
and strong office market in the third quarter.
All office market fundamentals recorded robust
performance. The Portland Office Market also
remained robust during the quarter due to
sustained employment growth.
The third quarter did not end without taking a surprise
turn. The news of WeWork’s free fall from a projected
valuation of nearly $50 billion to just $5 billion shocked
some industry experts. Within a few days WeWork
replaced its chief executive, withdrew its initial public
offering and said it was slowing its breakneck expansion.
Derek Thompson, a staff writer at The Atlantic, argued if
Softbank has helped a workable real-estate concept grow
into a disastrously overpriced Goliath. According to a
CoStar analysis, the company, which has 528 locations in
111 cities across the world, had been growing at a rate of
at least 100% each year for the past few years to become
one of the world’s largest co-working firms. On the other
hand the New York Times writer Peter Eavis notes that as
WeWork slows down, its’ biggest competitors are thriving. The business of providing office space on flexible
terms to professionals and business can still provide solid
returns. Mr. Dixon, the CEO of International Workplace
Group, the biggest competitor of WeWork states that the
important thing now is that people remain focused on
this emerging and very important part of the change in
how companies want to use real estate. In the real estate
industry a lot of financing depends on who you’ve actually
leased your building to, and their credit strength and so
on. The business model, according to Mr. Dixon relies on
presenting real estate or space as a service that businesses
do not have to find, build and operate. If you do it in a
shared way, it’s cheaper, it’s more flexible, and it’s not on
your balance sheet concludes Mr. Dixon.
The Financial Accounting Standards Board has established new standards for office leases, taking effect in
2019. For businesses with leases that are a year or longer,
businesses now have to report these leases as both assets
and liabilities on balance sheets. This alters the categorization of the lease as debt rather than an expense,
affecting taxation and potentially affecting the ability of
a company to borrow money for equipment and expansion. The changes from this change will likely have
an impact on co-working companies who often obtain
leases much longer than a one year term. However, Dr.
Freybote of Portland State University asserts that this
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new rule may increase the appeal of coworking spaces for
a variety of companies of different sizes and industries.
As all leases of more than 12 months have to now be
accounted for the balance sheet for publicly traded companies (effective Jan 1, 2019) and large private companies
(effective Jan 1, 2020), which affects financial ratios and
show the true debt of a firm, coworking agreements have
the advantage that they are in a grey zone and don’t have
to be treated as other leases.
Despite the nuances discussed above, the third quarter
remained strong across all fundamentals. Similar to the
last quarter, technology companies are responsible for
much of the new leasing nationally and in the Portland
office market. Notable lease and sale transactions were
also recorded in the Portland office market meeting the
demand for creative office space in the region.
Portland remained attractive to tech and creative companies due to the net in-migration of talent pool. Relative
affordability, proximity to the Silicon Valley and livability scores places the Portland market as one of the top
growing high-tech job markets in the nation as affirmed
by The Portland Tech Story report. This has translated
into continued demand for creative spaces.
Economic and job growth in Portland continued
unabated, reaching a record level in the third quarter
of 2019. Nonfarm positions have climbed by 20,000
year-over-year. Economists predict the cyclical economic
downturn in the near future which will soften both the
national the Portland Office Market.
VAC ANC Y & RENTAL R ATES
The overall vacancy rate for the Portland office market
closed the third quarter of 2019 at 10.2%, down from
the reported second quarter figure of 10.3%. Increases in
vacancy rates were recorded in the CBD as opposed to the
suburban and other sub markets. Suburban office market
and close in Southeast submarket continue to enjoy low
vacancy rates and high demand and increasing asking
rents. According to Newmark Knight Frank’s Portland
Office Market third quarter report, two of the primary
submarkets in the close-in East side area, the Lloyd district
and Close-in Southeast, vacancy rates are tightening. In
the Lloyd district, the rate has dwindled from 5.0% in the
third quarter 2017 to 4.6% in the third quarter 2018 and
finally to 3.7% in the third quarter 2019.
In continuation from previous quarters the rental market
continues to grow in the third quarter across all the sub
markets. Downtown class B office had the largest annual
increase, with an overall growth of 11.6% since Q3 2018.
JLL predicts we are likely to see another new high
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water mark for office pricing on a per square foot basis as
rents for top market assets continue to outpace the rest
of the market. In agreement with this prediction, CBRE
Econometric Advisors predicts new developments and redeveloped space pulling higher asking rents will continue
to propel lease rates forward steadily with an estimated
12.0% growth in average asking lease rates over the next
five years. Overall, the rising rents shows the continued
strong demand for high end and creative office spaces in
the CBD. It is also worth noting that rental rates in the
close in Southeast submarket especially for class A space
are becoming more comparable to rents in the CBD.
ABSORP TION & LEASING
In a reversal from the last quarter, the third quarter
recorded a positive absorption. Overall year-to-date net
absorption remained positive at 188,261 SF according to
CBRE. The leading factor in the net positive absorption
was leasing in the suburban submarkets. According to
Kidder Matthews report, Portland metro gained close
to 40,000 SF. The Suburban submarkets gained nearly
130,000 SF of absorption, the Lloyd district and Close-in
Southeast saw robust absorption this quarter with 82,876
SF and 50,251 SF while the Downtown submarkets felt a
loss of 87,565 SF absorption. As noted in the last quarter
report the Suburban office market is still showing strong
demand for office market. According to CoStar net deliveries continues to outpace net absorption.
Most of the leasing activities in the CBD has come from
Google, which leasing 80,218 SF in the Meier & Frank
building, vacated by Macy’s Department Store that has
undergone a complete renovation. Followed by the software company Act-On which renewed 46,958SF at 121
SW Morrison Street in the CBD submarket. According
to JLL, the metro also saw some serious occupancy gains
with Sigma Design expanding into 90,000SF at the Vancouver Tech Center and Regus co-working group, Spaces, moved into their 44,000 space at the Leland James
in Slabtown. All notable lease activities for this quarter
further signify the strong demand from tech companies
in the Portland office Market.
SALES TR ANSAC TIONS
The largest transaction this quarter occurred in the
CBD submarket, with Deka Immobilien, a German
real estate fund, acquiring 811 SW 6th Avenue for
$47.5 million, or $408 per SF This 116,244 Class B
building was close to 90% occupied at the time of the
sale. This sale was followed by Columbia Sportswear
Company’s purchase of 13900 NW Science Park
Drive for $17.8 million, or $171/SF. The seller, ESI,
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will leaseback a part of their office space until June
2020 as reported by Kidder Matthews.
According to Cushman & Wakefield, the largest delivery
for the fourth quarter will be 5 SE MLK with 120,400 sf
which is currently all available. In 2020, there is another
385,146 sf delivering, all within the CBD, with the largest being a build-to-suit project for Northwest Natural
Gas, taking current preleasing for the coming years new
inventory to just under 50.0%.
A single office project was delivered to the market in 3Q
2019, adding to a YTD total of nearly 100,000 SF in
office completions. CoStar data indicates the pipeline
is formidable, though most of the new construction
is build-to-suit. Other deliveries include, Sideyard, a
20,000 SF office/retail building was completed in the
Lloyd District, with Ferment Brewing Co. occupying
the retail space. Close to 2.48 million SF remains under
construction in the Portland metro. The largest project
underway is Nike’s Beaverton campus expansion, with 1
million SF expected to arrive in early 2020. 250 Taylor,
a 190,825 SF Class A building at 915 SW 2nd Avenue, is
the largest development project in the CBD submarket.
Natural gas provider NW Natural agreed to all 183,500
SF of office space and is expected to move into the space
by Q1 2020 according to Kidder Matthew’s report.		
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