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Reality Check for 

Houston 
Houston’s economy has experienced a reality check, as oil prices have 

dropped during the past 18 months, leaving the outlook hazy for at least 

the next year. However, the Houston economy is more diversified now 

than in previous cycles and less dependent on the price of oil. In 2016, 

construction will begin on Houston’s Spaceport at Ellington Airport, 

reviving Space City with a launch pad for a new era of commercial space 

travel and a reboot of the city’s aerospace economy. The Texas Medical 

Center is the city's second-most prominent industry, employing an 

estimated 290,000 people across the region, nearly as many jobs as the 

305,000 in oil and gas and related fields. Last but not least is the 

expansion of the Panama Canal, strengthening Houston’s leadership 

position as the principal port of Central USA. As a result, the Panama 

Canal and the Port of Houston will see a significant increase in traffic as 

the project concludes. 

In 2016, Houston will lose jobs in sectors closely tied to energy, such as 

manufacturing and transportation; overall employment will still grow, just 

not to the extent that Houstonians are accustomed. Houston-area 

refiners will continue to supply one-fourth of the nation’s gasoline, diesel 

and jet fuel. Not tied to upstream energy are more than 125,000 

manufacturing jobs Houstonians are holding. There was good news in 

October, when Houston surpassed 3.0 million jobs for the first time in the 

region’s history. The outlook is not as grim as it seemed a few months 

ago, when layoffs started making the headlines daily, but the pace of 

growth will be much slower. 

Significant Absorption, Low Vacancies and Rising Rents 

The Houston industrial market saw more than 600,000 square feet of 

positive absorption during the fourth quarter of 2015, bringing the year-

to-date total to an impressive 9.1 million square feet. Vacancy for 

Houston’s industrial market crept up to 4.9% in fourth quarter from 4.6% 

in third quarter, remaining at or below 5.0% for the 16th consecutive 

quarter. Average asking rents were flat quarter-over-quarter at $6.41/SF 

in the fourth quarter, but increased to 7.0% year-over-year. These strong 

numbers prompted new construction to meet demand: Twenty-six 

buildings totaling nearly 2 million square feet delivered in the fourth 

quarter, with almost 9 million square feet still in the construction pipeline 

as of year-end. As new development slows down, rental rates may go up 

in a generally positive environment. 
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• Annual absorption totaled 9.1 million square feet in 2015. 

That tally was above the five-year average, but down 

slightly compared to the 10 million square feet absorbed in 

2014. 

• 26 properties representing 2 million square feet came 

online in Q4 2015 and at year-end, an additional 9 million 

square feet was in the construction pipeline. 

• Asking rents were basically flat quarter-over-quarter, but 

jumped 7.0% year-over-year. 

Current 

Quarter 

Prior  

Quarter 

Year Ago 

Quarter 

12 Month 

Forecast 

Vacancy Rate 4.9% 4.6% 4.5%  

Net Absorption 603,228 1,565,953 1,376,719  

Average Asking Rent/SF $6.41  $6.40  $5.99   

Under Construction 8,993,959 9,720,743 9,706,002  

Deliveries 1,985,424 2,952,109 1,491,689  
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The Big Deals in 2015 

Houston’s most impressive manufacturing deals in 2015 included 

Japan’s Daikin Industries Ltd. breaking ground on the Daikin-Goodman 

Comfortplex Campus, a $417-million manufacturing campus in Northwest 

Houston. The major HVAC is expected to open its new 4.1 million-

square-foot manufacturing facility in fall 2016 and employ more than 

6,000 employees by mid-2017. Also, Foxconn Corp., a Taiwan-based 

electronics manufacturer, chose to consolidate six different locations into 

two combined locations, for a total of 700,000 square feet at Fallbrook 

Distribution Center. The deal was the largest industrial lease of record in 

Houston for 2015. The lease represents at least 1,000 Houston jobs. 

 

World’s Largest Plant of It’s Kind in Houston 

Houston will become home to the world’s largest propylene oxide (PO) 

and tertiary butyl alcohol (TBA) plant, built by Dutch chemical 

LyondellBasell. The project is projected to create 2,500 construction  

jobs and 100 permanent positions once the new facility opens in 2020, 

investing nearly $4 billion along the Gulf Coast. 

 

 

 

Lifting the Crude Export Ban 

With the federal funding bill lifting the decades-old federal ban on crude 

oil exports, some Houston energy companies are ramping up for their 

first crude export shipments from the Gulf in almost 40 years hoping to 

open new markets for American oil and provide global markets with 

supply diversification. Lifting the ban should immediately give some 

Houston oil companies a few new markets with extra flexibility, resulting 

in added cash flow versus shutting off production. 

 

Still on Solid Ground 

The industrial real estate sector is healthy, with two main drivers of 

industrial activity: the petrochemical industry and the expansion of the 

Panama Canal. Identified or underway is more than $100 billion in 

expansion project development at chemical plants along the Gulf Coast. 

Additionally, the expansion of the Panama Canal has driven construction 

activity and stronger demand for industrial space. The strength of this 

demand is summed up by the manufacturing plant Daikin Industries is 

building in Northwest Houston. The largest industrial construction project 

in the nation, the plant will take up more than 4 million square feet and 

cost around $417 million. 
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Select Lease/User Transactions  

Select Sales Transactions 

Tenant Address Submarket Type Square Feet 

KEMTRON Technologies 10500 Cash Road Stafford Renewal 110,800 

Undisclosed 1002 Texas Parkway Stafford New 90,024 

FDT 16727 Park Row Northwest New 65,000 

Undisclosed 7150 Business Park Drive West Outer Loop New 63,983 

Undisclosed 15800 International Plaza Drive North Hardy Toll Road New 60,000 

Building Submarket Sale Price Price/SF Square Feet 

12201 S US 59 Highway Southwest Undisclosed  -  956,000 

15534 W Hardy Multi-Property Sale Undisclosed  -  893,151 

10565 Greens Crossing Blvd. Multi-Property Sale Undisclosed  -  841,068 

North By Northwest & S Kirkwood Northwest $10,400,000  -  132,888 

8525 Market Street Southeast $3,250,000 $38.50 84,425 



3 

Research 

CBD 51,999,020 0 4.7% -53,373 99,187 $4.90 $1.10 $4.65 

North 76,615,813 1,282,483 8.0% 595,708 2,798,713 $7.12 $6.58 $7.06 

Northeast 32,380,732 0 1.4% -42,836 126,023 $2.95  - $2.95 

Northwest 128,374,509 4,115,200 5.7% -552,371 1,288,724 $7.39 $7.52 $7.41 

Southeast 80,200,798 1,922,026 3.2% 440,017 2,789,717 $6.83  $8.15  $6.87 

Southern 43,099,099 210,000 2.9% 92,527 714,242 $5.50 $4.73 $5.37 

Southwest 54,576,091 1,464,250 4.7% 123,556 1,288,376 $6.47 $7.01 $6.49 

Houston Market 467,246,062 8,993,959 4.9% 603,228 9,104,982 $6.44 $6.18 $6.41 

 Total Under  Total Qtr YTD Direct  Sublet Total 

 Inventory  Construction  Vacancy  Absorption   Absorption  Asking Rent Asking Rent Asking Rent 

 (SF) (SF) Rate (SF) (SF) (Price/SF) (Price/SF) (Price/SF) 
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All information contained in this publication is derived from sources that are deemed to be reliable. However, 
Newmark Grubb Knight Frank (NGKF) has not verified any such information, and the same constitutes the 
statements and representations only of the source thereof, and not of NGKF. Any recipient of this publication should 
independently verify such information and all other information that may be material to any decision that recipient 
may make in response to this publication, and should consult with professionals of the recipient’s choice with regard 
to all aspects of that decision, including its legal, financial, and tax aspects and implications. 
  
Any recipient of this publication may not, without the prior written approval of NGKF, distribute, disseminate, publish, 
transmit, copy, broadcast, upload, download, or in any other way reproduce this publication or any of the information 
it contains. 

Newmark Grubb Knight Frank has implemented a proprietary database and our tracking methodology has 

been revised. With this expansion and refinement in our data, there may be adjustments in historical 

statistics including availability, asking rents, absorption and effective rents. 

 

Newmark Grubb Knight Frank Research Reports are also available at www.ngkf.com/research 
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