
11

office market 
analysis
MARK GREATHOUSE
Portland State University

Mark Greathouse is a current Master of Real Estate 
Development (MRED) candidate at Portland State University 
and the Society of Industrial and Office Realtors (SIOR) Real 
Estate Student Fellow.

09 //

Any errors or omissions are the author’s responsibility. Any 
opinions expressed are those of the author solely and do not 
represent the opinions of any other person or entity.



22

D E L I V E R I E S  

Office deliveries in the Portland Market have been 

volatile throughout the past decade. There have 

been periods of relatively  low activ ity, followed by  

periods of booming growth (late 2014, mid 2016), as  

well as ex tended periods of negative net deliveries . 

In Q2 2020 alone, there was approx imately  85 ,000 

SF  of net off ice space deliveries added to the mar-

ket. However, there ’s  expected to be an estimated 

1.5 million SF  of net off ice space delivered by the 

end of 2020 . This influx  of new supply  in 2020 rep-

resents the largest annual market growth in Port-

land over the past decade. However, the COV ID-19 

pandemic is  putting these new property  owners in 

a predicament when it comes to finding tenants . 

The top deliveries  ex pected by  the end of 2020 

inc lude the built-to-suit off ice ex pans ions at the 

Nike Headquarters  in Beaverton and the Adidas 

Headquarters  in the Overlook  neighborhood in 

North Portland . Combined, these off ice ex pan-

s ions account for approx imately  1.4 million SF.3 
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It ’s  been f iv e  months  s ince  Gove rno r  K ate  B rown 
is sued  a  s ta te -w ide  “ S tay  a t  Home”  o rde r,  and  
the re ’s  s t i l l much specu la t ion on the  impac t s  o f  
the  COV ID-19  pandem ic  on the  Po r t land  off ic e  
mark e t .  P r io r  to  the  ou tb reak ,  the  loc a l off ic e  
mark e t  was  ex h ib it ing  ex cep t iona lly  h igh s a le s  
vo lume  and  inves tment  appea l due  to  compe t it iv e  
ra te s  ( re la t iv e  to  o the r  Wes t  Coas t  me t ropo litan 
a reas ) and  sus ta ined  emp loyment  g row th .  
Howeve r,  “ i t  is  [now] ant ic ipa ted  tha t  leas ing  
ac t iv it y  w il l s low  and  abso rp t ion w il l pause  as  
tenant s  de lay  mov ing  dur ing  the  ou tb reak ”  1.

T A B L E  O N E :   
N E T  A B S O R P T I O N ,  N E T  D E L I V E R I E S   
A N D  V A C A N C Y
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A B S O R P T I O N

As you can see in Table 1, absorption dropped into the negative 

territory  (approx imately  -130 ,000 SF ) in Q2 2020 . It should be noted 

that this  was mostly  at tributable to ac tiv ity  in the CBD, most notably  

the C ity  of Portland returning to their owned building . This  effective ly  

negates  the absorption gains  we saw in Q1 2020 .3 

While the negative absorption by  the C ity  of Portland was premeditat-

ed , there are several indus tries  that are contributing the negative ab-

sorption due primarily  to the effects  of COV ID-19 . Two prominent types 

of tenants  that are being negative ly  affected and forced to downs ize 

are in the travel and tourism indus try  (such as  A irBnB and Vacasa), as  

well as  tenants  in the cowork ing space indus try  (such as  WeWork), 

all of which have been vacating off ice property  in the Portland area . 

Travel and tourism has been hit espec ially  hard initially  when Governor 

Kate B rown announced her ‘s tay-at-home’ order; however, even in the 

f irs t phase of re -opening , there is  s till a sense of unease assoc iated 

with traveling where people are choos ing to cancel or pos tpone trips , 

whether for bus ines  or pleasure . 

Shared workspaces are also s truggling , as  many  of the fac ilities  were 

not des igned with soc ial dis tanc ing regulations in mind . Additionally, 

many  workers  were e ither laid off or furloughed, or are s imply  opting 

to work  out of their homes ins tead of risk ing their health by  ex pos-

ing themselves  to conditions  in a shared work ing env ironment. An-

other reason co-work ing spaces were so quick  to fee l the effects  of 

COV ID-19 is  because of the short-term leases that are common in that 

indus try. Traditional off ice space leases are generally  on the order of 10 

years , so the effects  of COV ID-19 will like ly  not be fe lt for some time .

As with most market conditions , it ’s  hard to accurately determine the 

long-term effects of COVID-19 with regards to absorption. “A lthough the 

economy has seen improvement in employment and other measures of 

activ ity  s ince the initial collapse, the U.S . economy remains a long way  

from returning to pre-cris is levels of full employment.”4 Fortunately, most 

of the new deliveries in the Portland market are built-to-suit at corporate 

headquarter facilities , so it ’s unlikely those properties will be vacated in 

the near future . The nex t 6 months will give us a much better picture of 

off ice market absorption in the Portland Metro market.
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V A C A N C Y

The 2020 boom in off ice market deliveries , cou-

pled with decreas ing leas ing activ ity, is  expected 

to have a s ignificant impact on vacancy rates  

going forward. At the end of Q2 2020, the avail-

able vacancy rate for the Portland off ice market 

was estimated at 7.9% , compared to the United 

S tates available vacancy rate of 10 .1%1. Over 

the nex t year, the local available vacancy rate is  

expected to rise to a peak of 9 .7% , the highest it ’s  

been s ince the end of 2012, but s till lower than 

the national rate . The fact is  that while compa-

nies have continued to operate while coping with 

the ‘s tay-at-home’ order, “some bus iness leaders  

are learning that the bulk  of their operations can 

be done with a fully  remote work force”.5 This is  

especially  true for a number of bus inesses that 

are experiencing s ignificant revenue losses due 

to COV ID-19  In many cases , the only  option for 

some bus inesses to s tay  in operation will be to 

give up their traditional off ice space as a means of 

reducing their overhead expenses , and shif t to a 

utiliz ing a remote work ing environment.
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L E A S I N G

Market rents  fo r off ice  proper t ie s  throughout the  country  have  been 

s tead ily  g row ing over the  pas t nine  years . Por t land ’s  loca l off ice 

marke t has  fo llowed the  s ame genera l trend as  the  entire  United 

S tates ,  but has  cons is tent ly  been approx imate ly  20% be low the 

nat ional ra te . T hese  re lat ive ly  low rates  have  ac ted as  an incen-

t ive  fo r nat ional inves tors  to  focus  on the  Por t land Marke t as  an 

inves tment oppor tunit y . In Q2 2020 , when the  effec ts  o f COV ID -19 

showed the ir in it ia l impac t on the  off ice  marke t rents ,  the  ave rage 

renta l ra te  fo r off ice  proper t y  in Por t land and the  United S tates  was 

$28 .17 pe r S F  and $34 .50  per S F, re spec tive ly . Due to  the  high sup -

p ly  and low demand for off ice  space , rents  are  ex pec ted to  be  he ld 

s tab le ,  o r maybe s light ly  dec rease , ove r the  nex t 2-4 years . In order 

to  fur the r s t imulate  leas ing  ac t iv it ie s ,  p roper t y  owners  have  begun 

offering  conces s ions  to  at trac t off ice  tenants . One effec tive  con-

ces s ion is  offering  f ree  rent ,  which averaged 10  months  on a ll off ice 

leases  ex ecuted throughout the  United S tates  in Q2 2020  a lone , a 

13 .7% inc rease  f rom Q1. A nother effec t ive  conces s ion is  inc reas ing 

tenant improvement a llowances , which rose  by  5 .1% between Q1 

and Q2 nationw ide6. S hor tening lease  durat ions  is  a ls o a  way  to 

at trac t tenants ,  as  it  dec reases  the  r is k  o f the  le s see  during  t imes 

of economic  vo lat ilit y . 
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S A L E S

The Por tland metropolitan area has  been an 

at trac tive inves tment oppor tunity  over the pas t 

decade due to low vacancy, a dynamic  econ-

omy, and cons is tent grow th of proper ty  val-

ues . “Por tland off ice inves tment reached $450 

million in Q1 2020 , the highes t f irs t-quar ter sales  

volume of the pas t 10  years , but inves tment fe ll 

sharp ly  af te r O regon’s  s tay -at-home order was 

is sued on March 23rd .” 1 S ales  volume dropped 

to approx imate ly  $60 million in Q2 2020 , an 86% 

decrease quar ter-over-quar ter, and the wors t 

quar ter s ince 20 11. W ith regards  to price per 

square foot , Por tland off ice space is  currently  

se lling at an average of $297, which is  be low the 

national average of $324 per square foot . Due 

to the inherent risks  of buy ing during volatile 

economic  conditions , and the tenant-favorable 

leas ing oppor tunities , the sales  price for off ice 

space acros s  the country  is  ex pec ted to contin-

ue to decrease for at leas t the nex t year. 
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C O N C L U S I O N

It ’s  speculated that the dense nature of the CBD will become less  at-

trac tive for off ice tenants  in the future , and the re lative ly  open, subur-

ban options will become more sought af ter by  potential off ice tenants .

High supply  and decreas ing demand will lead to increase in vacancy. In 

order to cope with this , property  owners are expected to maintain rental 

rates at their current levels , but include additional concess ions such as  

free rent and shorter lease obligations in order to incentiv ize leases . 

While the Q2 data has given us  more c larity  on the short-term ef-

fec ts  of COV ID-19 , there s till remains  s ignif icant uncertainty  on the 

long-term effects  given that the pandemic is  ongoing , and expected 

by  many  to increase in severity  in the coming fall and winter months . 

“The second half of 2020 will set the tone for what a recovery  may  

look  like and how a global pandemic may  forever change how we v iew 

off ice space .”7 E x is ting lease commitments  will like ly  mask the lon-

ger term impacts , with emerging location and space usage pat terns  

becoming more c lear when lease renewals  come up. 
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