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occupierview snapshot

MarKet Meter shiFts towarD occupiers

While overall U.S. office market conditions remain 
owner-favorable, both downtown and suburban 
market conditions are gradually becoming more 
advantageous for occupiers. Washington, D.C. 
shifted squarely into a moderate occupier-favorable 
position in Q3 2016, as consolidation efforts 
continue among the region’s largest occupiers: the 
federal government, contractors and law firms. 
With these tenants giving space back to the market, 

U.S. Office, Q3 2016

rental growth slows
amid flat vacancy trends

Figure 1: Occupiers vs. Owners Market Meter, Q3 2016
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Owner-FavOrable
Market conditions where one or more of the following exist:  positive net absorption, stable 

or declining vacancy rate, strong leasing activity, increasing rents, a lack of rent 
concessions or limited new supply.

aggregate position for this quarter was 3.0
Midpoint is 3.5, which is neither occupier nor owner favorable

Occupier-FavOrable
Market conditions where one or more of the following exist: negative net absorption, flat or 
increasing vacancy rate, sluggish leasing activity, flat or declining rents, rent concessions 
or an imbalance created by a large increase in new supply.
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Arrows indicate change from previous quarter.

landlord concession packages are increasingly 
aggressive. Slower demand, coupled with a 
looming wave of new office deliveries only 39% 
pre-leased, moved Denver into a slight occupier-
favorable position. Landlords are offering generous 
incentives to tenants signing leases for larger 
spaces or longer terms, hoping to get ahead of 
expected increases in vacancy. Houston remains 
the only market in a strong occupier-favorable 
position overall.

Vacancy Rate
13.0%

Lease Rate
$31.33 PSF

Net Absorption
7.1 MSF

Completions
10.7 MSF
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FunDaMentaLs soFten in Downtown MarKets

Overall net absorption slowed to 7.1 million sq. ft. 
in Q3, down 46% from the prior year and the 
weakest quarterly total since Q1 2014. The decline 
stemmed entirely from weaker demand in 
downtown markets, which posted 1.7 million sq. ft. 
of negative absorption. Conversely, the suburbs 
posted 8.8 million sq. ft. of positive absorption in 
the quarter, up slightly from Q3 2015.

After trending downward through the first half of 
2016, construction completions increased to 10.7 
million sq. ft. in Q3, with 84% located in suburban 
markets. Despite the combination of slower 
absorption and more deliveries of new space, the 
overall vacancy rate was unchanged from the 
previous quarter at 13.0%. Downtown vacancy 
ticked up for the third straight quarter, rising 20 
bps quarter-over-quarter to 10.7%, while suburban 
vacancy was stable at 14.3%. But overall, the 
national vacancy rate remained flat despite the 
slight uptick in the downtown rate due to rounding 
methodologies.

tech stiLL top inDustrY For LeasinG, But with 

Less oF a LeaD

The technology industry continued to account for 
the largest share of total office leasing activity, 
although the amount of space leased by high-tech 
tenants in Q3 was markedly lower than during the 
first two quarters of 2016. Year-to-date, high-tech 

Figure 2: U.S. Metro Office Supply and Demand
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Source: CBRE Econometric Advisors, Q3 2016.
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Figure 3: u.S. leasing trends by industry
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Figure 4: industries Driving Demand for large Deals, Q3 2016 
as a % of the square footage total for the top 25 transactions in each market
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accounted for 18.9% of total leasing, followed by 
financial services (12.9%) and business services 
(12.6%).

The uptick in energy leasing posted in Q2 did not 
continue into the third quarter; the total amount of 
sq. ft. leased by energy tenants fell nearly 50% from 
the prior quarter and 65% year-over-year—the 
largest declines across all industries. Overall, the 
only industries to see an uptick in year-over-year 
leasing activity were creative (+87%), 
manufacturing/transportation (+62%), financial 
services (+33%) and healthcare/life sciences (+11%). 

The five largest deals of the quarter totaled 
approximately 2.8 million sq. ft., on par with the 
prior two quarters. The largest office leasing deal of 
Q3 was from the retail industry in Midtown 
Manhattan, followed by the technology (San Jose), 
creative (Midtown Manhattan), healthcare/life 
sciences (Northern New Jersey) and government 
(Dallas/Ft. Worth) industries.

Nationwide, users with active requirements in Q3 
increased by 24% over Q2 2016, just shy of the 
quarterly average in 2015. Over the short term, 
technology, healthcare/life sciences and financial 
services are expected to be the most active industries 
leasing office space. Active requirements in the 

Figure 5:  U.S. Top Five Industries in the Market for Office Space as a % 
of total Square Footage required, Q3 2016  
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the 54 markets tracked by CBRE Research. Source: CBRE Research, Q3 2016.
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government sector fell significantly from recent 
quarters as some tenants held off making future 
commitments until after the election.

outLooK

risinG coMpLetions couLD cause risinG 

vacancY BY 2018

The overall vacancy rate is forecast to remain flat at 
13% in 2016 and begin to increase in 2017, as new 
supply comes online.  Rent growth is expected to 
slow to 2.2% in 2016, with less growth in downtown 
markets and more in suburban markets that are at 
an earlier stage of recovery. 

Figure 6: U.S. Metro Office Rent and Vacancy Forecast
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With downtown construction completions forecast 
to rise from 8.6 million sq. ft. in 2016 to 21.7 million 
sq. ft. in 2018, the national downtown vacancy rate is 
projected to reach 11.6% during that time. In the 
suburbs, completions are expected to be relatively 
flat between 2016 and 2018, and the suburban 

vacancy rate should increase minimally to 14.6% in 
2018. With vacancy rising, rent growth is forecast to 
slow, averaging 1.2% annually in 2017 and 2018. 
Rent growth will likely be stronger in the suburbs 
due to a more moderate increase in vacancy during 
the next two years.
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Disclaimer: Information contained herein, including projections, has been obtained from sources believed to be reliable. While we do not doubt its accuracy, we have not 
verified it and make no guarantee, warranty or representation about it. It is your responsibility to confirm independently its accuracy and completeness. This information is 
presented exclusively for use by CBRE clients and professionals and all rights to the material are reserved and cannot be reproduced without prior written permission of CBRE.
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