
A s  w e  c o m m e n c e  t h e  2 0 2 3  y e a r ,  i t  w a r r a n t s  t a k i n g  s t o c k  o f 


w h e r e  w e  a r e  s t a t i s t i c a l l y .  A c c o r d i n g  t o  C o S t a r ,  L o o p N e t ,  a n d 


C r e x i ,  t h e  t h r e e  l a r g e s t  t r a c k i n g  s e r v i c e s ,  w e  a r e  a t  a l l - t i m e 


l o w s  i n  v a c a n c i e s  i n  i n d u s t r i a l  s p a c e .  F r o m  W e s t  H i l l s b o r o , 


d o w n  H i g h w a y  2 1 7 ,  a n d  I n t e r s t a t e  5  t o  W i l s o n v i l l e ,  v a c a n c i e s 


a r e  l e s s  t h a n  1 . 5 %  o u t  o f  t h e  a p p r o x i m a t e l y  6 4  m i l l i o n  s q u a r e 


f e e t  o f  s p a c e .  S i n c e  s e r i o u s  t r a c k i n g  o f  t h e s e  p r o p e r t i e s  b e g a n , 


t h i s  i s  t h e  l o w  w a t e r m a r k  f o r  i n d u s t r i a l  p r o p e r t i e s .  O v e r  t h e  4 0 


y e a r s  I  h a v e  b e e n  i n  t h i s  b u s i n e s s ,  a  m o r e  t y p i c a l  n u m b e r  w o u l d 


b e  b e t w e e n  7 %  a n d  9 % .

T h e  o f f i c e  m a r k e t  i n  t h i s  r e g i o n ,  w h i c h  i s  c o m p r i s e d  o f  3 1 


m i l l i o n  s q u a r e  f e e t ,  r e a l i z e d  a  v a c a n c y  o f  7 . 3 %  a t  y e a r - e n d .  T h i s 


i s  a  h e a l t h y  n u m b e r  a n d  t h i s  a r e a  i s  f a r i n g  f a r  b e t t e r  t h a n  t h e 


P o r t l a n d  U r b a n  C o r e .  

I n d u s t r i a l  M a r k e t s
I n  2 0 2 2 ,  a p p r o x i m a t e l y  9 7 0 , 0 0 0  s q u a r e  f e e t  o f  i n d u s t r i a l  s p a c e 


w a s  d e l i v e r e d  t o  t h e  S o u t h w e s t  I - 5  m a r k e t ,  o f  w h i c h  n e a r l y 


9 1 0 , 0 0 0  s q u a r e  f e e t  w a s  l e a s e d  a s  o f  y e a r - e n d .  I  w a s  p e r s o n a l l y 


i n v o l v e d  i n  8 0 0 , 0 0 0  s q u a r e  f e e t  o f  t h i s  a c t i v i t y ,  a n d  e a c h 


s u c c e s s i v e  t r a n s a c t i o n  p u s h e d  r e n t s  e v e r  h i g h e r  f r o m  t h e  i n i t i a l 


t r a n s a c t i o n s  t o  t h e  l a s t .  " S h e l l "  r e n t s  o n  n e w  i n d u s t r i a l  s p a c e 


i n c r e a s e d  b y  1 4 %  l a s t  y e a r .  T h i s  i s  u n p r e c e d e n t e d  r e n t  g r o w t h . 


T h e  e x p e c t e d  d e l i v e r i e s  o f  n e w  i n d u s t r i a l  p r o d u c t  i n  2 0 2 3  w i l l 


b e  7 5 0 , 0 0 0  s q u a r e  f e e t .  T h e  l a r g e s t  d e l i v e r y  o f  n e w  s p a c e  w i l l 


b e  t h e  S h e r w o o d  C o m m e r c e  C e n t e r ,  t h a t  r e p r e s e n t s  o u r  h a l f  o f 


t h i s  t o t a l .  I  e x p e c t  r e n t s  t o  i n c r e a s e  t h r o u g h o u t  2 0 2 3  f o r  a l l 


t y p e s  o f  I n d u s t r i a l  p r o p e r t i e s .
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E - C o m m e r c e  h a s  d r i v e n  t e n a n t s '  n e e d  f o r  i n d u s t r i a l  s p a c e  f o r 


t h e  l a s t  f i v e  y e a r s .  H o w e v e r ,  s i n c e  t h e  d i s r u p t i o n  c r e a t e d  b y 


t h e  p a n d e m i c ,  t h e  r e c o n f i g u r i n g  o f  t h e  s u p p l y  c h a i n , 


i n t e r n a t i o n a l  p o l i t i c a l  t e n s i o n s ,  a n d  o n s h o r i n g  o f 


m a n u f a c t u r i n g  a r e  f a c t o r s  t h a t  h a v e  c r e a t e d  a n  a d d i t i o n a l 


b o o s t  i n  d e m a n d  f o r  i n d u s t r i a l  p r o p e r t i e s .  A d d i t i o n a l l y , 


i n d u s t r i a l  d e m a n d  i n  t h e  I - 5  c o r r i d o r  h a s  b e e n  a u g m e n t e d  b y 


t h e  f l i g h t  o f  c o m p a n i e s  f r o m  M u l t n o m a h  C o u n t y ,  w i t h  t a x e s 


a n d  e m p l o y e e  s a f e t y  b e i n g  t h e  m a i n  c a t a l y s t s  f o r  t h i s  t r e n d . 


T h e  p r i m a r y  h e a d w i n d s  I  f o r e s e e  i n  2 0 2 3  f a c i n g  t h e  i n d u s t r i a l 


p r o d u c t  t y p e  a r e  t h e  i n t e r e s t  r a t e  i n c r e a s e s  a n d  l a b o r  s u p p l y , 


w h i c h  c o n t i n u e s  t o  b e  t i g h t .

I n t e r e s t  r a t e s  a r e  s t i l l  a  p o w e r f u l  f a c t o r  i n  t h e  v a l u a t i o n  o f  r e a l 


e s t a t e ,  a n d  t h e  r a t e  i n c r e a s e s  h a v e  p u t  a  s e v e r e  c r i m p  o n 


i n d u s t r i a l  s a l e s .  O v e r  t h e  p a s t  t h r e e  y e a r s  w e  s a w  d r a m a t i c 


i n c r e a s e s  i n  t h e  v a l u a t i o n  o f  i n d u s t r i a l  p r o p e r t i e s ,  t h i s  w a s ,  i n - 


l a r g e  p a r t ,  f u e l e d  b y  l o w  i n t e r e s t  r a t e s .  B u t  t h e  s p a t e  o f 


b o r r o w i n g  c o s t  i n c r e a s e s  h a s  l e f t  t h e  m a r k e t  i n  a  d i s c o v e r y 


p h a s e .  T h e  s h o r t  t e r m  r e s u l t  i s  l i k e l y  a  1 0 - 2 0 %  r e d u c t i o n  o f 


v a l u a t i o n s  a c r o s s  t h e  b o a r d  f o r  i n v e s t m e n t  a n d  o w n e r - u s e r 


s a l e s  o f  i n d u s t r i a l  p r o p e r t i e s .

T h e r e  w i l l  l i k e l y  b e  a  p u s h  f o r  i n d u s t r i a l  s p a c e  s o u t h  o f  t h e 


M e t r o  a r e a  i n  t h e  c o m i n g  y e a r s .  T h e r e  i s  p r e c i o u s  l i t t l e ,  i f  a n y , 


s e r v i c e d  i n d u s t r i a l  l a n d  i n s i d e  t h e  M e t r o  a r e a s '  U r b a n  G r o w t h 


B o u n d a r y .  I n  a d d i t i o n ,  m a n y  o f  t h e  s u b u r b a n  m a r k e t s ' 


r e s t r i c t i v e  z o n i n g  o r d i n a n c e s  e x a c e r b a t e  t h e  s i t u a t i o n  b y 


c r e a t i n g  a d d i t i o n a l  r i s k  t o  d e v e l o p m e n t .  A s  a  r e s u l t , 


s p e c u l a t i v e  d e v e l o p m e n t  i s  b e i n g  e x p e r i e n c e d  s o u t h  o f 


W i l s o n v i l l e  f o r  t h e  f i r s t  t i m e .  L a r g e  l e a s e s  h a v e  b e e n  s i g n e d  i n 


t h a t  m a r k e t ,  a n d  i n s t i t u t i o n a l  d e v e l o p m e n t  i s  o c c u r r i n g .  T h e 


m o s t  s i g n i f i c a n t  i n d u s t r i a l  t r a n s a c t i o n  o f  2 0 2 2  w a s  t h e 


p u r c h a s e  o f  1 0 0  a c r e s  b y  A m a z o n  a n d  t h e  s u b s e q u e n t 


c o n s t r u c t i o n  o f  t h e  3 , 8 5 0 , 0 0 0  s q u a r e  f e e t  f a c i l i t y  o n  t h e  w e s t 


s i d e  o f  t h e  f r e e w a y  j u s t  s o u t h  o f  t h e  W o o d b u r n  e x i t ,  b r i n g i n g 


2 0 0 0  h i g h - p a y i n g  j o b s  t o  t h e  m i d - v a l l e y .
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O f f i c e  M a r k e t s
T h e  o f f i c e  m a r k e t  a c r o s s  t h e  c o u n t r y  h a s  b e e n  d e v a s t a t e d  b y  t h e  w o r k - f r o m - h o m e  t r a n s i t i o n 


d i s c o v e r e d  d u r i n g  t h e  p a n d e m i c .  A s  a  r e s u l t ,  m a n y  p r o f e s s i o n a l  f i r m s  n e e d  t o  d o w n s i z e  a n d 


s i g n i f i c a n t l y  c h a n g e  t h e i r  o f f i c e  c o n f i g u r a t i o n s  t o  a c c o m m o d a t e  e m p l o y e e s  w h o  v i s i t  t h e  o f f i c e  l e s s 


f r e q u e n t l y .  T h i s  h a s  c r e a t e d  a  s e i s m i c  e f f e c t  o n  t h e  o f f i c e  m a r k e t  a c r o s s  t h e  c o u n t r y .  A s  a  r e s u l t , 


t h e  f u t u r e  o f  t h i s  p r o d u c t  t y p e  i s  m u r k y .  

T h e  s i t u a t i o n  i n  o u r  M e t r o  a r e a  s t a n d s  o u t  a s  a n  o u t l i e r .  N o t  o n l y  i s  t h e  w o r k - f r o m - h o m e  e d i c t 


r a v a g i n g  o u r  u r b a n  c o r e ,  b u t  t h e  t h r e e - h e a d e d  h y d r a  o f  c r i m e ,  h o m e l e s s n e s s ,  a n d  l o c a l  t a x e s  a r e 


d r i v i n g  t e n a n t s  f r o m  t h e  u r b a n  c o r e  i n t o  c l a s s - A  s u b u r b a n  p r o d u c t s  i n  H i l l s b o r o ,  L a k e  O s w e g o ,  a n d 


V a n c o u v e r .  A s  a  r e s u l t ,  m o s t  m a r k e t  o b s e r v e r s  f e e l  t h a t  t h e  S W  s u b u r b a n  o f f i c e  m a r k e t  i s  h o l d i n g 


i t s  o w n  s o l e l y  b e c a u s e  o f  t h e  f l i g h t  f r o m  t h e  u r b a n  c o r e .

A c c o r d i n g  t o  C o S t a r  t h e  o f f i c i a l  v a c a n c y  r a t e  i n  t h e  P o r t l a n d  C e n t r a l  B u s i n e s s  D i s t r i c t  ( C B D )  i s 


o v e r  2 5 % .  A s  o f  F e b r u a r y  2 0 2 3 ,  p r o j e c t i o n s  a r e  m u c h  m o r e  d i r e  t h a n  t h a t ,  w i t h  m a n y  p r e d i c t i n g  a 


r a t e  a s  h i g h  a s  4 0 %  a s  l e a s e s  c o n t i n u e  t o  e x p i r e .  R a t e s  a r e  i n  a  d i s c o v e r y  p h a s e ,  a n d  n o  o n e  k n o w s 


w h e r e  t h e y  w i l l  s e t t l e .  O n e  l a w  f i r m  t h a t  r e c e n t l y  r e l o c a t e d  t o  l e s s  s p a c e  i n  t h e  C B D  w a s  g r a n t e d 


2 4  m o n t h s  o f  r e n t  a b a t e m e n t .  T h e r e  a r e  r u m o r s  o f  u p  t o  1 5  c o r e  a r e a  b u i l d i n g s  b e i n g  i n  d e f a u l t  o f 


l o a n  c o v e n a n t s .  A  r e c e n t  C o S t a r  s u r v e y  s h o w s  5 0  a v a i l a b l e  s p a c e s  o f  4 0 , 0 0 0  s q u a r e  f e e t  o r  m o r e  i n 


t h e  C B D  a n d  s u r r o u n d i n g  m a r k e t s ,  c a u s i n g  a n  e x i s t e n t i a l  s i t u a t i o n  t h a t  w i l l  r e s u l t  i n  s i g n i f i c a n t l y 


l o w e r  v a l u a t i o n s  i n  t h e  r e g i o n ' s  m o s t  v a l u a b l e  r e a l  e s t a t e .  T h e r e  a r e  e s t i m a t e s  o f  u p  t o  a  $ 9 0 


m i l l i o n  l o s s  i n  t a x  r e v e n u e  f r o m  t h i s  f a l l o u t .  A  l o c a l  c o n s u l t i n g  f i r m  p o l l e d  e x i s t i n g  t e n a n t s  i n  t h e 


P o r t l a n d  M e t r o  a r e a ,  a n d  a  t h i r d  s a i d  t h e y  w a n t e d  t o  e x i t  t h e  C B D ,  i n d i c a t i n g  t h a t  t h i s  w i l l  l i k e l y 


g e t  w o r s e  b e f o r e  i t  g e t s  b e t t e r .
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T h i s  f l i g h t  h a s  b e n e f i t t e d  t h e  c l a s s - A  p r o d u c t s  i n  t h e  s u b u r b s .  L i k e w i s e ,  L a k e  O s w e g o ,  a n d  K r u s e 


W a y  i n  p a r t i c u l a r ,  h a s  b e n e f i t e d  f r o m  t h i s  d i a s p o r a  o f  d o w n t o w n  t e n a n t s .  T h i s  m o v e m e n t  i s 


e n o u g h  t o  o f f s e t  t h e  w o r k - f r o m - h o m e  i s s u e ,  k e e p  t h e  s u b u r b a n  m a r k e t  s t a b l e ,  a n d  k e e p  i t  f r o m 


s u c c u m b i n g  t o  t h e  r e m o t e  w o r k  s e n t i m e n t s .  I f  i t  c o n t i n u e s ,  h o p e f u l l y ,  i t  w i l l  i n f l a t e  t h e  C l a s s - B 


a n d  C  p r o d u c t s  i n  t h e  s o u t h w e s t  a r e a s  t h a t  h a v e  n o t  b e n e f i t t e d  t h u s  f a r  f r o m  t h e s e  r e l o c a t i o n s .

T h e  s a l e  o f  s u b u r b a n  o f f i c e  b u i l d i n g s  h a s  s l o w e d  s u b s t a n t i a l l y  a s  i n t e r e s t  r a t e s  h a v e  r i s e n .  I n 


a d d i t i o n ,  l e n d e r s '  r e l u c t a n c e  t o  l o a n  o n  o f f i c e  p r o d u c t s  h a s  a g g r a v a t e d  o f f i c e  s a l e s  b e c a u s e  o f  t h e 


s y s t e m i c  i s s u e s  d e s c r i b e d  h e r e i n .  
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Allen Trust Company 5000 Meadows Bank of  America Financial Center

Bank of the West 4949 Meadows KOIN Tower

Century West Engineering Kruse Oaks III Water Tower

Hewlett Packard Kruse Woods II Block 300

Hyas Group Peterkort Centre II Graphic Arts Building

KBF CPAs Kruse Woods I US Bancorp Tower & Plaza

KinderCare Education Kruse Woods III Liberty Centre

Macadam Forbes Inc Two Centerpointe Harrison Square

Norris, Beggs & Simpson 4949 Meadows Bank of America Financial Center

Precision Cast Parts Kruse Woods V PCC Corporate Center

RBD Wealth Management 4949 Meadows Fox Tower

Steward Partners 4949 Meadows Fox Tower

Umpqua Bank Kruse Woods V Fox Tower

Wells Fargo Advisors Peterkort Centre II KOIN Tower

All of the information contained herein was obtained from the owner or other parties we consider reliable. We have no reason to doubt it's accuracy, however we do not guarantee it.
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Major Tenant Relocations From Portland CBD To Southwest Portland

The above tenants accounted for 180,000 square feet of leases in the suburban markets and vacated over 400,000

square feet from the Portland CBD. However, the trend is slowing, especially with average rents in Kruse Way now

eclipsing the CBD and the lack of real quality space.

In conclusion, while predictions are matters of opinion. My opinion is that we will see a continuation of the present

situation throughout 2023. However, if the Federal Reserve can successfully tame inflation and avoid igniting a recession,

it may be a very banner year in the south I-5 corridor.
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