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DENSITY AT ANY COST 

GERARD C. S. M I LDNER 

Academic Director , Center  for  Real Estate, Por t land State University 

 

I n September , the Por t land region’s Met ro government  released i ts draft  2014 Ur -
ban Growth Repor t . This Repor t  deserves special  at tent ion by ci t izens and profes-
sionals in the local  business community because i t  distor ts economic data and wi l l  
lead the region to make decisions that  wi l l  harm economic growth. Much of the eco-

nomic damage comes from an unreal ist ic view of housing markets, where the plan 
envisions a doubl ing of apar tment  rents over  twenty years, creat ing a large burden 
for  low-income households in the region. I n addi t ion, the plan assumes mult i -bi l l ion 
dol lar  unfunded mandates on local government  to subsidize housing and t ranspor ta-
t ion projects. And ironical ly, the Met ro plan is l ikely to cause net  envi ronmental  
harm to the global  cl imate by shift ing populat ion growth from our  region to places in 
the southeast  and southwest  United States where carbon emissions wi l l  be higher . 
I n this ar t icle, I  wi l l  explain the purpose of Met ro’s study and out l ine the impl ica-
t ions of this Repor t . 
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BACKGROUND 

Under  Oregon’s land use laws, local  governments are requi red to assess the ca-
pacity of their  urban growth boundary (UGB) every five years and determine wheth-
er  the UGB contains sufficient  land supply to suppor t  20 years wor th of populat ion 
growth and employment  growth. I n the case of the Por t land region, the elected re-
gional government , Met ro, produces a demographic and economic forecast  for  the re-

gion to begin this planning process. The ant icipated growth is then al located be-
tween the Por t land Met ro jur isdict ion and non-Met ro locat ions in Clark County, 
Washington, and exurban communi t ies such as Woodburn and Newberg. Met ro then 
consults local governments to assess their  capaci ty to receive that  growth, using ex-
ist ing zoning regulat ion to est imate the supply potent ial  of the region. The reconci l i -
at ion of demand and supply of resident ial  and employment  land determines i f the 
Urban Growth Boundary needs to be expanded.  

Met ro’s UGB was establ ished in the late 1970’s and was ini t ial ly set  with a lot  of 
capacity for  future growth. I n par t  due to the extended economic recession of that  
per iod, Met ro’s UGB was not  significant ly expanded in the 1980’s. Economic growth 
in the region picked up in the 1990’s, and using the process descr ibed above, Met ro 
has expanded the Urban Growth Boundary in 1996, 2001, 2006, and 2011, pr imar i ly 
in eastern Clackamas County, but  also in par ts of Multnomah County and Washing-

ton County. That  process hasn’t  produced many of the results ant icipated since a 
large newly created jur isdict ion, Damascus, lacked the infrast ructure for  develop-
ment  and many local  ci t izens have resisted urbanizat ion. 

Par t  of the fai lure of Met ro’s expansion in the Damascus area of Clackamas 

County can also be blamed on the weak housing demand in Damascus. State rules 
governing UGB expansion cal l  for  UGBs to be expanded in places of low agr icul tural  
product ivi ty, protect ing land with high agr icul tural  potent ial . The highest  valued 
farmland in the exurban areas of Por t land tends to be located in Washington Coun-
ty, where land is more flat , wel l  drained, has good highway access, and has a bet ter  
cl imate than the eastside. Unfor tunately, housing development  is also more at t rac-
t ive in places with flat  land, wel l -drained soi ls, bet ter  highway access, and mi lder  
cl imates (along with good school qual i t y and employment  access). I n effect , state 
land use rules that  force UGB expansion in low-value agr icul tural  land in the 
eastside has meant that  the region has received relat ively l i t t le housing product ion 
per  acre when expanding the UGB. 

Frust rat ion with the UGB expansion process and wi th legal chal lenges by envi-
ronmental  interests  to UGB expansion led the Oregon State Legislature to decide in 

March, 2014, to expand the UGB in the Por t land and Salem met ropol i tan areas by 
statute. Whi le the legislat ive decision largely val idated administ rat ive decisions that  
Met ro had already made, i t  quest ions whether  the focus for  land use decision-
making is moving from Met ro headquar ters to the state legislature in Salem. 
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METRO’S URBAN GROWTH REPORT AND THE IMPACT ON 
HOUSING COSTS 

I n recent  UGB decisions, Met ro has used a spat ial  planning model  known as 
Met roscope, which assigns populat ion and employment  to parcels in the region. Alt -
hough the descr ipt ion of the Met roscope model uses the words “demand” and “sup-
ply”, i t ’s impor tant  to recognize that  Met roscope is not  an economic forecast ing mod-

el that  t r ies to understand the decision by fi rms and households to locate inside or  
outside the region or  under tand what  type of housing they want . Rather , Metroscope 
is a populat ion and employment  assignment  model  that  t reats the region’s urban 
growth boundary as paramount . Wi thin the model, households and fi rms must  lo-
cate within the UGB should any zoning capacity exist , even i f that  capacity can only 
be ut i l ized at  very high cost . Moreover , resident ial  zoning within the City of Por t -
land is relat ively generous, whether  measured as height  l imits or  as floor  area rat io. 
However , much of that  generously zoned land is already developed and wi l l  be un-
l ikely to develop to i t s ful l  extent  in any conceivable t ime hor izon.  Never theless, 
given the programming of the Met roscope model, the zoning capacity within the City 
of Por t land acts as a sponge to soak  up any potent ial  housing demand. 

The impact  of the excessive zoning for  mul t i -family in the City of Por t land can be 
seen in the fol lowing table showing the percentage of single-family housing and mul-
t i -family housing in the Por t land region over  the last  55 years compared to the pro-

jected 20 years in the Met ro plan. H istor ical ly, the Por t land region’s housing stock 
has compr ised of about  two-third single-family homes and one-third mult i -fami ly 
housing. As land has become more expensive, mult i -fami ly housing has become more 
popular , but  we st i l l  produce about  60% single-family housing and 40% mult i -family 
housing. I n the Urban Growth Repor t , Met ro staff have become fixated on the last  
five years of bui lding permit  data, when the nat ional economy was in cr isis, home 
values deter iorated, consumers lost  confidence in homeownership, and the federal  
government  was the dominant  suppl ier  of credit , largely for  mult i -family housing. 
Using a l imited amount  of data, they have produced an unbel ievable housing pro-
duct ion forecast . 
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Tabl e 1: Si n gle fam i l y  vs. m u l t i -fam i l y  h ou si n g, t r i -cou n t y  r egi on  

 

To achieve that  level of mult i -family development  inside the urban growth 
boundary, Met ro projects that  96,911 of the 205,780 housing units produced in the 

next  20 years (47.1%) wi l l  be bui l t  at  a density level of 46 units per  acre of greater . 
37.9% of the units produced wi l l  be bui l t  at  the Pear l  Dist r ict  density level of 101 
uni ts per  acre or  higher . By compar ison, most ly single-fami ly neighborhoods in East  
Por t land were developed at  8 uni ts per  acre. I n addi t ion, a stagger ing 77% of the 
housing capacity of the region is est imated to come from redeveloped proper ty or  
neighborhood infi l l , which means that  for  most  housing projects bui l t , some exist ing 
housing or  business wi l l  need to be demolished. The City already faces considerable 
neighborhood discontent  from apar tment  const ruct ion and the loss of on-st reet  park-
ing, adding to the doubts that  this level  of density wi l l  mater ial ize. I n the Repor t , 
Met ro assumed that  60.2% of future housing unit  product ion wi l l  happen in the Ci ty 

of Por t land, 92% of which is mult i -family const ruct ion, a complete reversal  of histor -
ic t rends. However , in the Met roscope model , housing preferences play no role, only 
zoning capacity. 

Whi le the Met roscope model provides an unreal ist ic model  of exist ing housing 

capacity, i t  does provide us a measure of the costs and t radeoffs. One of the refine-
ments of the Met roscope model in recent  years recognized that  increasing housing 
density requires higher  apar tment  rents. Under  current  market  condi t ions, for  ex-
ample, development  of garden apar tments (two-story st ructures with sur face park-
ing) requi re apar tment  rents of at  least  $1.00-$1.20 per  square foot . M id-r ise apar t -

Census Year 
Single 
Family 

Multi Family 

1960 85% 15% 

1970 76% 24% 

1980 81% 19% 

1990 80% 20% 

2000 74% 26% 

2010 70% 30% 

   !
Units Built 1960-2010 

 

 
60% 40% 

Metro Plan, 2015-35 

  

 
36% 64% 

   Source: Metro staff, Metro Urban Growth Report 

!
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ment  const ruct ion (five story bui ldings wi th st ructured park ing) requi re rents in the 
$1.70-$2.10 per  square foot  range. And high-r ise construct ion (greater  than 5 stor ies, 
often requir ing steel const ruct ion and underground park ing) require rents in the 
$2.70-$2.90 per  square foot  range. As a general rule, these higher  densi ty develop-
ments tend to occur  in the cent ral  neighborhoods of the Ci ty of Por t land, where rents 
tend to be highest . 

As a result , when the Met roscope model  looks for  addi t ional housing capacity, i t  
must  hi t  considerably higher  rents in order  to fi t  the 20-years of populat ion growth 
inside the exist ing UGB. I n addit ion, Met roscope t reats single-family homes and 

apar tments as per fect  subst i tutes for  another , regardless of household preferences. 
As a result , when the model has to accommodate a new household that  would nor-
mal ly prefer  a single-fami ly home, i t  scours the region to find one. When i t  cannot , i t  
assigns that  household to a newly bui l t  mult i -family st ructure. Much of the land 
zoned for  mult i -family is cur rent ly occupied by lower  densi ty st ructures, so the mul -
t i -family development  requires some demoli t ion and addit ional housing demand, 
which then needs to accommodated by yet  more high cost  mult i -family const ruct ion. 

The amount  of the increase in pr ices requi red by Met roscope to fi t  the growth in 
populat ion inside the current  UGB is stagger ing. Table 4 from Appendix 4 of the Ur-
ban Growth Repor t  compares the inflat ion-adjusted pr ices in the basel ine year  
(2015) with those in 2035. When you compare the projected pr ices by “value class” or  
household type, and add a 2-3% factor  for  inflat ion, you find that  Met roscope is pro-
ject ing a doubl ing of apar tment  rents and home pr ices in the region.  

For  example, i f we look at  household type 5, we find the est imated monthly rent  
r ises from $570 to $774 per  month in inflat ion-adjusted terms. I f we add an inflat ion 
factor  of 2.5% per  year , the rent  level wi l l  more than doubles from $570 to $1,268. 
Averaged across the eight  household types, we find average rents r ising by 124%. 
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Table 2: H ome pr i ces an d r en t s 

 

On the homeownership side, the pr ice increase required in the Met ro Urban 
Growth Repor t  is even more dramat ic, with housing pr ices growing by a factor  of 
148% over  the 20-year  planning hor izon. The PSU Center  for  Real Estate finds the 
median house pr ice in the region at  $290,000 in the third quar ter  of 2014. An in-
crease of 148% over  20 years would mean a median house pr ice of $719,000 in 2035. 

What  would be the impact  of this level  of housing pr ice and rent  appreciat ion? To 
assess this, I ’ve created a table of median apar tment  rents by metropol i tan area for  
the largest  20 met ropol i tan areas, including a few addit ional west  coast  compet i tors. 

Household 
Group 

Apartment Rent       

  2015 
2035 

($2015) 
2035 

Real 
increase 

Nominal 
increase 

1  $341   $467   $765  37% 124% 

2  $384   $522   $855  36% 123% 

3  $449   $591   $968  32% 116% 

4  $502   $678   $1,111  35% 121% 

5  $570   $774   $1,268  36% 123% 

6  $647   $895   $1,467  38% 127% 

7  $763   $1,065   $1,745  40% 129% 

8  $1,167   $1,636   $2,681  40% 130% 

    
37% 124% 

      Household 
Group 

Single Family House Price     

 

2015 
2035 

($2015) 
2035 

Real 
increase 

Nominal 
increase 

1  $85,062   $126,987   $208,083  49% 145% 

2  $120,071   $182,219   $298,587  52% 149% 

3  $146,220   $225,363   $369,284  54% 153% 

4  $174,310   $268,789   $440,442  54% 153% 

5  $211,744   $321,264   $526,428  52% 149% 

6  $240,862   $368,411   $603,684  53% 151% 

7  $308,826   $454,937   $745,467  47% 141% 

8  $485,427   $734,872  
 

$1,204,173  51% 148% 

    
52% 148% 

Source: Metro, author’s calculations 
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Rents vary across met ropol i tan areas for  a var iety of factors, including total  popula-
t ion, employment  oppor tunit ies, land avai labi l i ty, and amenit ies within that  region.  

Tabl e 3: M ed i an  gr oss r en t  by  m et r opol i t an  ar ea 

 

I n 2009, Por t land fi t s in the middle of the pack among compet ing Western met ro 
areas l ike Denver  and Phoenix, and nat ional compet i tors l ike Dal las, Minneapol is. 
and Chicago. Fi rms consider ing relocat ion from the Bay Area or  Seat t le can suggest  
to their  employees that  they wi l l  pay lower  housing costs. To simulate the si tuat ion 
in 2035, we increase the rents in al l  met ropol i tan areas by 2.5% per  year , roughly 
equal to the rate of inflat ion in the last  two decades. I f rents were to r ise by 37% in 
inflat ion-adjusted terms, the median Por t land area rent  would r ise to $2,281, rough-
ly equal to levels in Los Angeles, San Diego, or  San Francisco, eroding an impor tant  
comparat ive advantage for  the region. Yet  nothing in Met ro’s planning effor t  ac-
counts for  the impact  of these cost  increases on the region’s economic compet i t ive-

 
2009 

 

2035 
(projected) 

San Francisco $1,303 San Francisco $2,476 

Washington $1,303 Washington $2,476 

San Diego $1,224 San Diego $2,326 

Los Angeles $1,197 Portland $2,281 

New York $1,125 Los Angeles $2,275 

Boston $1,123 New York $2,138 

Miami $1,077 Boston $2,134 

Seattle $1,015 Miami $2,047 

Sacramento $998 Seattle $1,929 

Atlanta $912 Sacramento $1,896 

Philadelphia $912 Atlanta $1,733 

Phoenix $912 Philadelphia $1,733 

Chicago $900 Phoenix $1,733 

Denver $876 Chicago $1,710 

Portland $876 Denver $1,665 

Houston $848 Houston $1,611 

Dallas $846 Dallas $1,608 

Minneapolis $840 Minneapolis $1,596 

Salt Lake City $835 Salt Lake City $1,587 

Detroit $783 Detroit $1,488 

St. Louis $732 St. Louis $1,391 

Cleveland $695 Cleveland $1,321 

   2009 American Community Survey, US Census Bureau, author’s calculations 

!
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ness. That  is, Met roscope records the pr ice levels required for  development  to match 
the density levels ant icipated in the plan, but  does not  consider  the compet i t ive im-
pl icat ions of such a pr ice shi ft . 

METRO’S URBAN GROWTH REPORT AND INCOME INEQUALITY 

Metro’s Repor t  at tempts to reconci le these cost  increases with housing choices 
and income inequal i t y. I n terms of the housing choice between single-family and 

mult i -family housing, Met ro ant icipates that  63% of the increase in housing demand 
in 2015-35 wi l l  come in the form of mult i -family housing and 37% from single fami ly 
housing. That  spl i t  is a complete reversal of the t radi t ional 40%-60% spl i t  that  the 
region has exper ienced. And to reconci le the shi ft  from single fami ly to mul t i -family 
with under lying preferences for  ownership housing, Met ro forecasts a t r ipl ing of 
condominium ownership from 3% to 9% of the housing stock. Both of these shifts in 
housing type suggest  a decl ine in average housing uni t  size since mult i -fami ly hous-
ing tends to be considerably smal ler  than single family housing, making the region’s 
housing stock less family-fr iendly. I n other  words, Met ro is forecast ing a large in-
crease in housing pr ices and an unprecedented decrease in housing unit  size and 
qual i t y. 

I n terms of income inequal i t y, the large projected increases in housing costs work 
great ly to the disadvantage of low-income households. Housing expendi tures as a 

percentage of income tend to decl ine with income. A household in the lowest  10% of 
incomes spends an average of 50% of their  income in housing, whereas a household 
in the highest  10% of income spends about  10% of their  income in housing. As a re-
sult , any pol icy that  increases housing pr ices wi l l  be regressive and exacerbate in-
come inequal i t y in the region. Whi le some local  homeowners may enjoy the increase 
in the value of thei r  proper ty, higher  income households own more proper ty and wi l l  
receive propor t ionately greater  wealth gains. Moreover , exist ing homeowners cannot  
enjoy the benefi ts of that  increase unt i l  they leave the region, and young homeown-
ers wi l l  face a high cost  for  enter ing the housing market . 

The authors of Met ro’s Urban Growth Repor t  discuss the quest ion of housing 
burdens and inequal i t y in Appendix 12. However  much of the analysis on Appendix 
12 is inconsistent  with other  par ts of the Urban Growth Repor t . Whereas in Appen-
dix 4, the table presented above clear ly shows that  inflat ion adjusted rents r ise by 
37% and home pr ices by 52%, Tables 1 and 2 of Appendix 12 suggest  that  overal l  

housing costs wi l l  fal l  from 2010 to 2035 by 8.5% ($21,200 to $19,400 per  year) and 
apar tment  rents wi l l  r ise by only 5.4% ($9,200 to $9,700 per  year).  
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I n at tempt ing to reconci le these numbers, Met ro officials point  to the unprece-
dented decl ine in pr ices fol lowing the housing bust  of 2007-2011 and they ci te, “The 
large shift  from more expensive single family housing units to cheaper  mult i -fami ly 
uni ts.” The fi r st  argument  doesn’t  make sense since housing pr ices are actual ly 
higher  today than in 2010. I n fact , the latest  numbers from the Case-Shi l ler  housing 
pr ice index show that  the Por t land single-fami ly housing market  has returned to the 
go-go days of the last  decade. We need the regional government  to add to land supply 
to meet  that  demand, rather  than come up with numbers to make us feel good about  

the escalat ing costs. On the second point , Met ro officials return to the refrain that  
ci t izens should adjust  to the r ise in pr ices by consuming smal ler , lower-qual i ty units.  
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Table 4: Por t l an d  m et r opol i t an  ar ea h om e p r i ces, 
Case-Sh i l l er  p r i ce i n dex , Au gu st  

 

I n fact , the authors of Appendix 12 appear  to dismiss the possibi l i t y that  high 
housing costs could ever  become a burden for  young homeowners. 

“Defining cost -burden for  homeowners is somewhat  more di fficul t  than rents 
since many homeowners regard their  homes as not  just  a residence but  as an in-
vestment. Homeowners often spend a substant ial  burden of their  income on thei r  
home, but  do not  necessar i ly regard these expenditures as a burden. This is par t icu-
lar ly the case for  affluent  homeowners. For  these reasons, this analysis assumes 
that  to be cost-burden, a household must  rent , not  own.” 

Unfor tunately, this analysis ignores that  not  every household star ts the 2015-35 
planning process as a homeowner . H igh housing costs force households to remain 

renters l iving in smal l  apar tments or  force them to choose smal l  condominiums ra-
ther  than the single-family homes they would prefer . 

METRO’S URBAN GROWTH REPORT AND UNFUNDED LOCAL 
GOVERNMENT MANDATES 

There are two features of Met ro’s Urban Growth Repor t  that  assume large local  
government  subsidies for  t ranspor tat ion and housing development . The t ranspor ta-
t ion subsidies appear  within Appendix 12 of the Urban Growth Repor t , which was 
ostensibly wr i t ten to show the burden of the Urban Growth Repor t  on income ine-
qual i t y. 

2001 108.8 5.4% 

2002 112.9 3.8% 

2003 121.7 7.7% 

2004 130.9 7.6% 

2005 155.0 18.5% 

2006 181.0 16.8% 

2007 186.0 2.8% 

2008 171.9 -7.6% 

2009 150.5 -12.5% 

2010 147.0 -2.3% 

2011 135.9 -7.6% 

2012 140.8 3.6% 

2013 159.1 13.0% 

2014 170.7 7.2% 

   Source: Standard and Poor's 

!
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I n this Appendix, Met ro has chosen to analyze renter  household cost  burdens 
that  combine housing and t ranspor tat ion costs as a single amount . Tradit ional ly, 
housing expendi tures above 30% of income are seen as a cost  burden. I n Met ro’s 
analysis, the combinat ion of housing and t ranspor tat ion expenditure can r ise to 45% 
of income before they become a burden. Using the above table, we find that  Met ro 
expects the average household inflat ion-adjusted t ranspor tat ion costs would fal l  by 

18.8% ($6,400 to $5,200) and the average renter  household t ranspor tat ion budget  
would fal l  by 23.4% ($4,700 to $3,600). What  accounts for  this dramat ic reduct ion in 
t ravel costs? According to the Repor t , “…Census data point  to an increase in the 
non-auto mode share, which reduces t ranspor tat ion costs, par t icular ly for  house-
holds with lower  incomes residing in apar tments. This influences the forecast .” 

The assumpt ion that  we wi l l  make large swings in t ranspor tat ion mode share 
has no basis in fact . Over  the last  two decades, the mode choice of commuters in the 
Por t land met ropol i tan area has been remarkably stable, despite significant  increas-
es in investment  in publ ic t ranspor tat ion.  Roughly 80% of Por t land met ro area 
workers commute by automobi le, most ly on their  own, but  some in carpools. Transit  
use has remained steady at  about  6% of the workforce. Whi le t ransit  use is cheaper  
than automobi le use, most  commuters prefer  automobi les over  mass t ransi t  because 
t ransit  takes longer  or  cannot  serve the journey they need to make. Whi le they 

might  save money by using t ransit , they decide to dr ive to save t ime and improve 
their  wel lbeing.  

Table 5: Tr an spor t at i on  m ode, j ou r n ey  t o w or k , Por t l an d  m et r opol i t an  ar ea 

 

 

Never theless, Met ro has stated that  t ranspor tat ion costs wi l l  fal l  by 18.8% pr i -
mar i ly due to the swi tch from automobi le use to non-auto mode shares. What are we 
to make of this assumpt ion? First , the shift  to non-auto modes wi l l  great ly increase 

commut ing t imes, which is a burden to residents. The typical  t ransit  commute in the 
Uni ted States takes 47.8 minutes whi le the typical  auto commute takes between 
23.9 and 25.2 minutes depending upon whether  the person dr ives alone or  carpools. 
Second, the shift  to non-automobi le shares wi l l  create a large burden to Tr i -Met  and 

  1990 2009 

Automobile, drive along 72.6% 71.6% 

Automobile, carpool 12.5% 9.9% 

Public transit 6.0% 6.1% 

Walk na 3.2% 

Other 8.9% 3.1% 

Work at Home na 6.1% 

   Source: US Census 
  !
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local  taxpayers. Transit  operat ions are subsidized by local taxes, and the const ruc-
t ion of new t ransit  l ines requi res substant ial  local and federal  subsidies. Met ro’s Ur -
ban Growth Repor t  doesn’t  quant i fy the degree of shi ft  from automobi le to non-auto 
share, but  i t  can be est imated using this formula: 

TAC = AC x AS + NAC x (1-AS) 

Where TAC equals Total  Average Cost , AC equals Auto Cost , AS equals Auto 
Share, and NAC equals Non-Auto Cost . As an example, we can assign zero cost  to 
the non-auto share (i .e., free t ransit ) and use the 2009 percentages of 81.5% auto 
and 18.5% non-auto, and solve for  an auto share that  reduces total  t ravel cost  by 
18.8%: 

TAC = AC x 0.815 + 0 x 0.185 

AC = TAC/0.815 = 1.227 TAC 

(0.812) TAC = 1.227 TAC x AS +0 x (1-AS) 

AS=0.662 

Hence, the level of automobi le dr iving would need to fal l  from the cur rent  level of 
81.5% to 66.2% of commuters. By compar ison, the percentage of commuters who 
dr ive in the met ropol i tan areas of Phi ladelphia (83.6%), Washington, DC (83.2%), 
Boston (82.7%), San Francisco (81.0%), and Chicago (81.6%) are much higher . Only 
the New York met ropol i tan area has a lower  rate of automobi le usage at  65.7%. Of 

course, our  region has nothing l ike the t ranspor tat ion or  land use character ist ics of 
these older  met ropol i tan areas that  suppor t  the higher  level of t ransit  use. 

To achieve even a modest  shi ft  in commut ing mode would require enormous sub-
sidies to develop the subway and bus t ransi t  l ines in those older  ci t ies. We know 

from past  exper ience that  the region has spent  over  $500 mi l l ion in local tax dol lars 
and over  $1 bi l l ion in federal  tax dol lars bui lding new mass t ransit  l ines, with very 
l i t t le impact  on mode share. And operat ing the new t ransit  l ines would require sig-
ni ficant  tax increases (or  significant  fare increases). At  present , Tr i-Met ’s t ransit  
r iders pay 25% of operat ing costs, with the payrol l  tax paying the remaining 75%. 
Therefore under  current  pol icies, doubl ing or  t r ipl ing our  t ransit  r idership would re-
quire doubl ing or  t r ipl ing the region’s payrol l  tax. 

The second major  unfunded mandate in Met ro’s Urban Growth Repor t  comes 
from assumed subsidies to develop high-density housing projects. I n Appendix 11 of 
the Urban Growth Repor t , Met ro measures the level of subsidies needed to create 
housing projects in var ious urban renewal areas and neighborhoods in Multnomah 
County, Clackamas County, and Washington County. The developer  incent ives vary 
from $10,000 per  unit  to $50,000 per  uni t , depending upon the locat ion. I n par t  they 

recognize some of the cost  bar r iers to high-density development  out l ined ear l ier  in 
this ar t icle. 
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The amount  of housing subsidy expected as par t  of Met ro’s program is stagger-
ing, almost  $3 bi l l ion of developer  incent ives. Whi le the Repor t  says that  these sub-
sidies are, “based upon exist ing programs”, none of these programs are cur rent ly 
producing housing on this scale. Moreover , nothing in the Urban Growth Repor t  
suggests where these subsidy dol lars wi l l  come from. 92.4% of the subsidy dol lars 
are ident i fied within urban renewal areas wi thin the City of Por t land. I n theory, ur -

ban renewal dol lars are generated by taxes on increases in assessed value within 
urban renewal  areas that  publ ic improvements have incent ivized. I n pract ice, most  
proper ty within the Por t land met ropol i tan area is assessed at  substant ial ly below i ts 
real market  value. Because proper t ies are assessed below market  pr ices, assessed 
values wi l l  increase by 3% per  year  (the maximum al lowed by state statute) regard-
less of any urban renewal investment . And since those increases would l ikely occur  
independent ly of investments in urban renewal spending, a large fract ion of those 
subsidy dol lars wi l l  come at  the expense of other  county and ci ty government  func-
t ions.  
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Tabl e 6: Su bsi d i zed  h ou si n g cost s by  d i st r i ct  

 

METRO’S URBAN GROWTH REPORT AND THE IMPACT ON THE 
ENVIRONMENT 

Oregon’s system of land use planning and i ts urban growth boundar ies were es-

tabl ished on a model of environmental  protect ion. Resource lands for  agr icul ture and 
forest ry were seen as vulnerable to urban development . Every urbanized area within 
the state was required to establ ish an urban growth boundary, and proper ty subdi-
vision and housing product ion in rural  areas was great ly const rained. As the urban 
economy within the state has expanded, the system of UGBs has created substant ial  
di fferent ials in land pr ices inside the UGB and outside the UGB, perhaps on a factor  
of 10. I n more recent  years, the just i ficat ion for  the land use planning system has 
morphed to include the idea of reduced publ ic infrast ructure costs, the value of open 
space, and the benefi ts to global warming from more compact  development . 

 

 Subsidy 
per unit  Units  Total Subsidy  

Central Eastside  $50,000  1,196  $59,800,000  

Downtown Waterfront  $50,000  3,376  $168,800,000  

North Macadam  $50,000  10,574  $528,700,000  

Oregon Convention Center  $50,000  7,105  $355,250,000  

River District  $50,000  5,336  $266,800,000  

South Park Blocks  $50,000  787  $39,350,000  

Gateway Regional Center  $25,000  4,233  $105,825,000  

Lents Town Center  $10,000  17,891  $178,910,000  

Education URA  $10,000  831  $8,310,000  

Interstate Corridor   $50,000  19,230  $961,500,000  

Neighborhood Prosperity 
Initiative  $10,000  6,676  $66,760,000  

Transit-Oriented Development  $10,000  4,418  $44,180,000  

Clackamas  $25,000  248  $6,200,000  

Gresham  $25,000  379  $9,475,000  

Hillsboro  $25,000  646  $16,150,000  

Oregon City  $25,000  886  $22,150,000  

Tanasbourne/Amber Glen  $25,000  1,561  $39,025,000  

Gladstone  $10,000  10  $100,000  

Lake Oswego  $10,000  36  $360,000  

Rockwood  $10,000  1,135  $11,350,000  

Tigard  $10,000  404  $4,040,000  

   
 $2,893,035,000  

!
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I n 2009, the state legislature commissioned Met ro to conduct  a “Cl imate Smar t  
Communit ies Scenar io Project ” to explore ways to reduce carbon emissions in the re-
gion.  Unfor tunately, rather  than taking a direct  approach to the problem of carbon 
emission, such as a carbon tax, Met ro has proposed indirect  approach, which coin-
cides with many of the pol icy assumpt ions in the 2014 Draft  Urban Growth Repor t , 
including encouraging higher  densi ty compact  development , promot ing mass t ransit , 

and encouraging mixed-use development . A Met ro Counci l  decision on the Cl imate 
Smar t  Communi t ies Scenar io Project  wi l l  occur  two weeks after  the Met ro Counci l  
decision on the Urban Growth Repor t , so that  impact  of the Urban Growth Repor t  on 
cl imate change should be assessed careful ly. 

What  should be clear  from the above discussion about  the changes in t ranspor ta-
t ion behavior  and mode share in the Urban Growth Repor t  is that  Met ro’s state-
ments about  outcomes in 2035 are largely aspi rat ional, rather  than a forecast  or  a 
financial  plan. The Cl imate Smar t  Communi t ies Scenar io Project  discusses in more 
detai l  some plans to achieve the t ranspor tat ion behavior  changes, but  most  of the 
tools discussed are largely more intensive versions of exist ing pol icy: increasing 
funding of mass t ransit , suppor t  for  more dense urban development , bet ter  bike 
paths and sidewalks, development  of safer  st reets and highways, etc. Nothing in this 
plan or  in Met ro’s Urban Growth Repor t  point  to the Por t land region at taining the 

non-automobi le commut ing share of the New York met ropol i tan region. This sug-
gests that  there is no just i ficat ion for  the t ranspor tat ion cost  benefi ts promised in 
the Draft  Urban Growth Repor t . 

What  is cer tain about  Met ro’s Urban Growth Repor t  is that  real estate develop-

ment  wi l l  become more di fficul t  and housing costs in the region wi l l  r ise. And we can 
be cer tain that  this wi l l  lead economic growth to move outside the region.  

I n a recent  study of carbon emissions across US met ropol i tan areas, Harvard 

economist  Edward Glaeser  and UCLA economist  Mat thew Kahn found that  carbon 
emissions tend to be lower  in ci t ies rather  than suburbs, lower  in new houses com-
pared to older  homes, and in lower  western states such as Cal i fornia and Oregon, 
compared to Southern states such as Texas and Georgia (where cool ing costs are 
high) or  Nor thern states such as I l l inois or  Pennsylvania (where heat ing costs are 
high). After  factor ing in the source of fuel  in each region and an est imated $43 of 
damage for  each ton carbon emit ted, they came up wi th the fol lowing est imate of the 
carbon emission cost  per  household. The table has been edi ted to emphasize larger  
met ro areas and Western met ro areas. 
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Table 7: Ann u al  car bon  em i ssi on s cost , per  h ou seh ol d, 
by  m et r opol i t an  ar ea 

 

As the table shows, households in Por t land emit  relat ively l i t t le carbon compared 
to most  met ropol i tan areas, largely due to our  relat ively mi ld cl imate and the high 
percentage of hydropower  used to generate elect r ici ty. Cit ies in Cal i fornia and the 
western United States also tend to have milder  cl imates and use more hydro and 
less coal than other  states. Cit ies in the South and the M idwest  tend to have much 
higher  carbon emissions. Also, new homes tend to have fewer  emissions, as they 
tend to be more energy efficient , offset t ing the addit ional  dr iving typical ly associated 
l iving in a new home, which is shown in column 3. Glaeser  and Kahn have also es-
t imated the di fferences in carbon emission between a typical  household in the cen-
t ral  ci ty vs. i t s suburb for  most  of the met ro areas. As a general pat tern, ci ty resi -

Metropolitan area 
Average 

New 
House 

Average 
House 

Average/ 
New 

Difference 

City/ 
Suburban 
Difference 

Los Angeles $840 $1,188 $348 -$45 

San Diego $844 $1,148 $304 na 

San Francisco $858 $1,152 $294 $173 

Sacramento $913 $1,237 $324 $85 

Phoenix $983 $1,307 $324 $84 

Denver $1,037 $1,336 $299 na 

Portland $1,044 $1,347 $303 $128 

New York $1,062 $1,379 $317 $289 

Salt Lake City $1,100 $1,406 $306 na 

Boston $1,123 $1,253 $130 $256 

Seattle $1,177 $1,477 $300 $105 

Miami $1,203 $1,768 $565 na 

Chicago $1,243 $1,781 $538 na 

Minneapolis $1,264 $1,866 $602 $171 

St. Louis $1,282 $1,737 $455 $92 

Cleveland $1,309 $1,633 $324 $111 

Detroit $1,313 $1,862 $549 -$77 

Washington $1,319 $1,832 $513 $195 

Atlanta $1,338 $1,866 $528 $258 

Philadelphia $1,357 $1,698 $341 $222 

Dallas $1,375 $1,926 $551 $133 

Houston $1,394 $1,932 $538 $164 

     Source: Glaeser and Kahn (2008) 

!
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dents emit  less carbon due to their  smal ler  houses and greater  use of mass t ransit . 
However , that  di fferent ial  is general ly smal ler  than the di fference between new and 
exist ing homes and between homes in di fferent  regions. 

Given these pat terns, we ought  be encouraging new housing development , par-
t icular ly in Por t land and other  ci t ies in the western United States as par t  of a st rat -
egy to reduce carbon emissions. Unfor tunately, our  pol icies against  new develop-
ment  are raising housing pr ices and steer ing populat ion growth in the Southeastern 
and Southwestern Uni ted States, where carbon emissions are much higher .  

METRO’S URBAN GROWTH REPORT AND ECONOMIC 
DEVELOPMENT 

This review has focused on the impact  of Met ro’s pol icies on housing costs. We 
have found that  the Urban Growth Repor t  favors higher  density housing develop-
ment  that  can only be suppor ted by significant ly higher  rents and housing pr ices. 
Whi le local residents wi l l  suffer  those burdens in the shor t  run, long run impacts of 
housing appreciat ion not  war ranted by amenity increases wi l l  result  in less invest -
ment  and employment  in the region. I n an amenity-r ich region, fi rms may reduce 
wages knowing that  prospect ive employees wi l l  receive a “second paycheck” in the 
form of mi lder  cl imate, bet ter  schools, and greater  enter tainment  opt ions. The idea 
of an amenity advantage has been a big dr iver  in the economic development  of the 
Sunbelt  states, as employers are able to exper ience a lower  labor  cost  st ructure. 

Unfor tunately, the housing appreciat ion ant icipated in the Urban Growth Repor t  
exceeds any range of possible increase in amenit ies, causing potent ial  employees to 
seek wage premiums to move to such a locat ion. This pat tern of bar r iers to develop-

ment  in high ameni ty areas has steered development  to regions in the count ry more 
amenable to development . As Edward Glaeser  wr i tes regarding growth cont rols in 
Cal i fornia: 

Whi le l imits on Cal i fornia’s growth may make that  state seem green-
er , they’re making the count ry as a whole browner  and increasing car-
bon emissions wor ldwide. Houston’s developers should thank Cal i for -
nia’s ant i-growth movement . I f they hadn’t  stopped bui lding in 
Coastal  Cal i fornia, where incomes are high and the cl imate is subl ime, 
then there wouldn’t  have been near ly as much demand for  l iving in 
the less pleasant  par ts of the Sunbel t . 

Thus, the chal lenge of global warming is to remember  that  ci t izens have choices. 
I f we make paradise unaffordable, people wi l l  l i ve elsewhere. 

The bias in Met ro’s Urban Growth Repor t  also extends to commercial  and indus-
t r ial  development , which has not  been a focus of this review. For  example, in the 
acreage assigned for  indust r ial  development , Met ro has included acres of land that  
have been assessed as brownfields, substant ial  acreage on West  Hayden I sland, and 
several  golf courses near  the Por t land Airpor t . I n each of these cases, there is a low 
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chance of development  happening in the next  20 years. No funding mechanism for  
widespread remediat ion of brownfields exists that  suppor ts this assumpt ion. Or  put  
di fferent ly, brownfields wi l l  only redevelop when proper ty demand is very high to 
suppor t  that  development . On West  Hayden I sland, the City of Por t land’s Planning 
and Sustainabi l i t y Commission adopted an annexat ion plan that  required extension 
mit igat ion costs on development , leading the Por t  of Por t land to abandon plans to 

develop that  si te. And no one ant icipates member -owned gol f courses being conver t -
ed into indust r ial  uses. The compensat ion cost  to the membership would exhaust  the 
value of any potent ial  demand by indust r ial  users. Never theless, the assumpt ion 
that  these lands are avai lable for  indust r ial  use was kept  in the Urban Growth Re-
por t , largely to prevent  a need to expand the urban growth boundary. 

RETHINKING LAND USE PLANNING POLITICS 

This review has quest ioned many of the assumpt ions behind Met ro’s Urban 
Growth Repor t  and suggests that  i t  wi l l  harm the economic vi tal i t y of the region and 
fur ther  skew economic benefi ts from low-income households to high-income house-
holds. Met ro has developed a plan that  increases housing costs, increases commute 

t imes, and reduces employment  oppor tunit ies. The Urban Growth Repor t  isn’t  in-
ternal ly consistent , and i ts pol icy effect  wi l l  prevent  land from being ut i l ized for  vi tal  
human needs. 

What  is the al ternat ive? How should we plan for  future growth in the region? 
Those are broad quest ions, but  here are some ideas. 

One possibi l i t y is that  Met roscope needs to become an even more sophist icated 
regional planning model, so that  changes in housing pr ices affect  economic invest -

ment , employment , and populat ion growth. Such a model ing effor t  would require a 
lot  of t ime and investment , but  i t  would recognize that  we l ive in a region where ur -
ban planning can have significant  feedback impacts on local economic act ivi ty. That  
might  raise an issue of whether  we want  our  region to grow or  whether  we want  our  
chi ldren to move elsewhere, but  at  least  the debate would be clear . 

A second opt ion might  be to raise the impor tance of housing costs and human 
habitat  to the level being placed by farmland preservat ion and a t ight  urban growth 
boundary in our  regional decision-making. The current  formulat ion has a basel ine 
assumpt ion of a fixed urban growth boundary. The Urban Growth Repor t  tests 
whether  future populat ion growth can fi t  into that  boundary, even with highly unre-
al ist ic housing cost  impacts. An al ternat ive might  be to accept  a cer tain level of 
housing pr ice appreciat ion, perhaps a 5% growth after  inflat ion over  20 years, and 
then find a combinat ion of higher  density development  and urban growth boundary 

expansion that  fi t s into that  housing cost  assumpt ion. Current ly, we pay only l ip 
service to housing affordabi l i t y. 

Third, we might  increase the pr ior i t y placed to local  housing pr ices and land 
pr ices, which act  as a signal  to where people want  to l ive. Land pr ices on the west -

ern and southern edge of the met ro area tend to be much higher  inside the urban 
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growth boundary than outside. That  di fferent ial  represents an increase in welfare 
that  would come from expanding the boundary in those locat ions. As we expand on 
the west  side, we could target  expansions to avoid par t icular ly high valued forests 
and farmland, such as the winer ies of Yamhil l  County. Unfor tunately, the current  
system focuses expansion on places on the east  side of the region, which is the least  
at t ract ive to housing consumers. I n fact , much of the land in the Damascus area 

could be taken out  of the UGB and replaced by land elsewhere at  enormous benefi t  
to the publ ic. Using pr ices as a guide, UGB expansions could be determined in a de-
cent ral ized way by under lying consumer choice, rather  than in a regional planning 
model or  by log-rol l ing pol i t ics. 

Final ly, our  planning system needs to address the problems of road const ruct ion 
and infrast ructure development  ser iously, rather  than assume a wholesale shift  to 
non-automobi le commut ing. Whi le visi tors marvel at  the l ight  rai l  const ruct ion in 
our  region, that  exper iment  has fai led to change the percentage of t ransit  commut-
ers and our  highways are as congested as ever . We obviously need smarter  highways 
to smooth out  demand between rush hour  and off-peak dr iving and give more incen-
t ives to choose al ternat ives. Tools l ike congest ion pr icing can be used to select ively 
add capaci ty, as our  leaders were prepared to do wi th the Columbia River  Crossing, 
and create incent ives for  al ternat ive modes. And we wi l l  benefi t  from a new genera-

t ion of cleaner  cars, so that  the impact  of accommodat ing the publ ic’s preference for  
dr iving themselves doesn’t  have to come at  a cost  to air  qual i t y. However , we 
shouldn’t  base our  land use planning decisions on commut ing assumpt ions that  
won’t  happen. 

The Met ro Counci l  may adopt  the draft  Urban Growth Repor t  in December , de-
spite the cr i t icisms presented here. However , i t ’s also possible that  the state legisla-
ture, less beholden to the special  interests at  Met ro headquar ters, wi l l  repeat  the 
grand bargain of last  March and per form another  end-run around the Met ro deci-
sion-making process. I t ’s impor tant  for  legislators in other  par ts of the state to rec-
ognize that  economic development  is not  a zero-sum game. Economic growth in Por t -
land br ings t rade and investment  across the ent ire state and region, represented by 
suppl iers of bui lding mater ials, Wil lamet te Val ley farms, Oregon coast  fisher ies, or  
tour ist  dest inat ions in the Cascades or  Eastern Oregon. Whether  Oregon can escape 
the Cal i fornia disease of ant i-growth pol icies should be of concern to everyone. !  
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THE STATE OF THE ECONOMY 

CARLY HARRI SON 

Por t land State Universit y 

The economy cont inues to grow at  a steady rate, with sl ight  increases in global and 
nat ional GDP, a lower  nat ional unemployment  rate, and modest  inflat ion.  

I n the thi rd quar ter , the United States output  grew at  a seasonal ly adjusted 
annual ized growth rate of 3.5 percent , unemployment  dropped to 5.9 percent , a 
record low since 2008, job growth was higher  in September  than the previous 12 

month average, and the stock market  had overal l  st rong growth. And last ly, the 
Federal Reserve ended i ts latest  round of quant i tat ive easing in October , in l ine with 
expectat ions. 

 

THE WORLD ECONOMY 

The global recovery cont inues, but  remains weak. The I nternat ional  Monetary 
Fund’s October  out look repor ts that  wor ld growth is expected to be lower  than 
previously ant icipated, wi th a downward revision to 3.3 percent  for  2014, and 3.8 
percent  for  2015.  

Moving from the past  to the future, the task of the global recovery is to balance 
deal ing wi th the legacies of the financial  cr isis, such as unemployment  and debt , 
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while focusing on potent ial  growth. As Table 1 shows, advanced economies are 
showing reasonable growth, led by growth in the United States, but  dragged by 
relat ively low growth in Japan and the Euro Area. Many consider  the US economy to 
be in the most  balanced growth posit ion relat ive to the rest  of the wor ld. Emerging 
market  economies are showing increased geopol i t ical  r isks, lowered potent ial  
growth, and a r isk of deflat ion in economies where demand weakens fur ther . 

With the increased r isks in both advanced economies and emerging markets, the 
IMF states that  raising actual and potent ial  growth must  remain a pr ior i t y. I n 
advanced economies, this wi l l  requi re cont inued suppor t  from monetary pol icy and 

fiscal  adjustment , such as publ ic infrast ructure investment , whi le emerging 
economies, macroeconomic pol icies are need to suppor t  general growth. 

 

Tabl e 1: Select ed  Advan ced Econ omi es: Real  GDP, Con sum er  Pr i ces, 
Cu r r en t  Accou n t  Balance, an d Un em ploym en t  (An n u al  per cen t  ch an ge 
u n l ess n ot ed  ot h er w i se) 

 

Source: World Economic Outlook, October 2014 
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THE UNITED STATES ECONOMY 

With a fi r st  quar ter  of negat ive GDP growth, and a second quar ter  of posit ive 4.6 
percent  growth, the third quar ter  shows the US economy is cont inuing to grow. The 
Uni ted States Bureau of Economic Analysis repor ts an est imated 3.5 percent  
annual ized increase in real GDP (Figure 1). Among other  things, this increase 
reflects posit ive cont r ibut ions from personal consumpt ion expenditures, expor ts, 

government  spending, and nonresident ial  fixed investment . The decelerat ion from 
the second to third quar ter  reflects a downturn in the above cont r ibut ions, 
somewhat  countered by a downturn in impor ts and increase in federal  spending.  

Unemployment  cont inues to decrease, moving from 6.6 percent  at  the beginning 
of 2014, to 5.9 percent  in September . This is the fi r st  t ime the unemployment  rate 
has dipped below 6.0 percent  since July 2008. September  job growth has surpassed 
the average of the 12 pr ior  months, showing total  nonfarm employment  rose by 
248,000, compared to 213,000. Simi lar ly to June’s job growth, September ’s growth 
occur red most ly in professional and business services, retai l  t rade, and heal th care. 

 

F i gu r e 1: Gr oss Dom est i c Pr odu ct , Un i t ed  St at es, An n ual i zed  Per cen t  
Ch an ge, 2007–2015 

 

Source: Bureau of Economic Analysis and Wall Street Journal Economic Forecasting Survey 
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While the unemployment  rate has cont inued to drop nat ional ly (Er r or ! Refer en ce 
sou r ce n ot  fou n d .), there st i l l  remains some uncer tainty regarding the val idi ty of 
this number , especial ly since labor  force par t icipat ion has cont inued to decreased ( 

 

F i gu r e 3). I n the Wall  St reet  Journal, Wil l iam Galston reminds that  the 
unemployment  rate would be near ly twice as high i f 2007 par t icipat ion rates were in 
place today. 

I n addit ion to cont inued high underemployment , earnings growth has also been 
weak. Between 1981 and 2014, according to the Bureau of Labor  Stat ist ics, wages 
rose at  a rate of 0.3 percent  a year  (cor rected for  inflat ion). Factor ing in benefi ts, 
such as health care, that  have r isen at  a faster  rate than wages, this br ings the 
effect ive compensat ion growth to 0.6 percent  a year .  

F i gu r e 2: Un em ploymen t  Rat e, Or egon  an d  Un i t ed  St at es, 2007-2015 

Source: Bureau of Labor Statistics 

 

F i gu r e 3: L abor  For ce Par t i ci pat i on  Rat e, Un i t ed  St at es 
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Source: Bureau of Labor Statistics 

 

I nflat ion cont inues to be posit ive, hover ing around 1.4 percent , according to the 
U.S. Depar tment  of Commerce and the seasonal ly adjusted Personal Consumpt ion 
Expenditure index. This is below the Federal  Reserve’s 2 percent  target , and many 
fear  that  i t  may be fal l ing again, causing some to wor ry about  deflat ion. Some of the 
concern comes from the l imi ted tools by the Federal Reserve to counter  deflat ion, 
since interest  rates are already as low as they can be. I n the face of inflat ion, 
t ightened pol icy is a relat ively simple response, but  deflat ion can also be a chal lenge, 
especial ly since the Federal  Reserve’s Quant i tat ive Easing has been discont inued. 

 

F i gu r e 4: St an dar d &  Poor ’s 500 I n dex , 2007–2014 

 

Source: S&P Dow Jones Indices, McGraw Hill Financial 
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The U.S Stock Market  cont inued to grow after  the second quar ter  (Figure 4), 

unt i l  descending in October  due to a sharp decl ine in oi l  pr ices and deter iorat ion in 

European economic growth. According to the Wall  St reet  Journal, this decl ine has 

begun to l i ft , and thi rd-quar ter  earnings are showing sol id growth.  

As was expected, on October  29, the Federal Reserve announced the end of i t s 

quant i tat ive easing program. I t  wi l l  not  be ending the pol icy for  good, however . 

Whi le there are mixed opinions of i ts mer i t , and some uncer tain long-term effects on 

financial  markets and the economy, at  this point  i t  wi l l  remain a tool for  worst -case 

scenar ios, once other  tools are exhausted. As indicated in Figure 5 and Figure 6, the 

spread between 10 Year  U.S. Treasur ies and 30-Year  Mor tgages remains around 1.6 

percent . 

F i gu r e 5: 10 Year  U .S. Tr easu r i es vs. Con ven t i on al  30-Year  M or t gages,  
2007–2014 

 

Source: Federal Reserve Bank 

 

F i gu r e 6: Spr ead  Bet w een  10 Year  U.S. Tr easu r i es an d  Conven t i on al  30-
Year  M or t gages, 2007–2014 

 

Source: Federal Reserve Bank 
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OREGON AND THE PORTLAND AREA 

The state of Oregon has cont inued to show improvement  and even accelerat ion in 
i t s economic and labor  market  recover ies, according to the Oregon Office of Economic 
Analysis. Over  the past  year  and a half, job growth has accelerated to between 2.5 
percent  and 3.0 percent . Relat ive to the peak, the sectors that  have shown the most  
percentage growth are food processing, educat ion, and heal th, and in the last  year , 

are mining and logging, professional and business services, and leisure and 
hospital i t y (Figure 7). I n terms of absolute numbers however , the st rongest  growth 
has come from professional and business services, t rade, t ranspor t  and ut i l i t ies, and 
educat ional  and health services, fol lowed closely by government .  

F i gu r e 7: Sept em ber  Or egon  J ob Gr ow t h , Pr i or  Year  Com par i son , Non far m  
Payr ol l  Em pl oym en t , Season al l y  Ad j u st ed  (1,000’s) 

 

Source: Oregon Employment Department 

Another  good sign is that  in the past  nine months, the labor  force has increased 
by more than 15,000 workers, which does have an upward pressure on the state’s 
unemployment  rate, which rests at  7.1 percent . This is sl ight  increase from a 2014 
average to-date of 6.9 percent . However , the OEA repor ts that  a major i ty of Oregon’s 
unemployed are new ent rants or  job leavers, as opposed to those who have lost  their  
jobs, a fi r st  since 2007. 

I n compar ing the di fferent  geographic economies in Oregon, the two regional 
economies that  have ful ly regained their  recessionary job losses are the Columbia 
Gorge and the Por t land met ropol i tan area. Job growth has returned to ful l  force in 
Bend, Eugene and Salem, which had been previously lagging. However , outside the 
state’s met ro areas, job growth is slower , with jobs being added at  a 1.0 percent  rate. 
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As of August , the Por t land-Vancouver-H i l lsboro MSA showed 12-month job 
growth of 2.7 percent , compared to a nat ional growth rate of 1.9 percent . The sectors 
with the highest  growth rate (Figure 8) in the last  year  are Professional Services 
(+15,500), Leisure and Hospital i t y (+6,000), and Const ruct ion (+2,900). I n terms of 
absolute growth, Manufactur ing (+3,600) and Government  (+3,200) have also added 
many jobs in the last  12 months.  

 

F i gu r e 8:  Por t l an d-Van cou ver -H i l l sbor o M SA, Non far m  Payr ol l  
Emp l oym en t  Gr ow t h  i n  L ast  Year , Not  Season al l y  Ad ju st ed  
(100’s) 

 

Source: Oregon Employment Department 

 

Por t land’s unemployment  rate at  6.2 percent  (Figure 9) has r isen sl ight ly in the 

last  few months, and is cur rent ly above the nat ional rate. However , when compar ing 
Por t land’s un(der)employed with those in other  ci t ies, the demographics might  be 
vast ly di fferent . According to a recent  New York Times ar t icle, “Por t land has more 
highly educated people than i t  knows what  to do with,” creat ing a “buyer ’s market  
for  labor .” Unl ike many ci t ies who st ruggle to at t ract  and retain young col lege-
educated people, Por t land State Universi ty professors say that  Por t land at t racts 
them at  the second-highest  rate in the nat ion.  
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F i gu r e 9:  Un empl oym en t  Rat e, Or egon  an d  Por t l and  M et r opol i t an  Ar ea 
vs. Un i t ed  St at es 

 

Source: Bureau of Labor Statistics and Oregon Employment Department 

While this is great  for  Por t land, this discrepancy between talent  supply and 
demand hints to a potent ial ly deeper  problem. Across the Uni ted States, job 
oppor tunit ies cont inue to increase for  high-ski l l  technical workers, leaving mid-ski l l  

workers displaced and having to compete wi th lower-ski l l  workers, fur ther  “opening 
up a great  divide between a ski l led and weal thy few and the rest  of society,” in the 
words of The Economist ’s economics correspondent  Ryan Avent . With Por t land’s 
large stock of overeducated and underemployed talent , we could also run the r isk of 
such a divide, i f there is not  evidence that  i t  already has.  

I n looking to the future, the big quest ion is whether  the Por t land immigrants 
wi l l  stay. The economic oppor tunit ies are l imited. Aaron Renn, an urban affai rs 
analyst  for  Urbanophi le blog, ci tes the personal income per  capita in Por t land grew 
by only 31 percent  between 2000 and 2012, slower  than 42 other  ci t ies. So with 
forced underemployment  and “semiret i rement ” as the New York Times cal ls i t , 
economic forces could eventual ly force them out , especial ly i f cost  of l iving cont inues 
to increase. 

 

CONCLUSION 

Overal l , the nat ional and local economy is maintaining a steady rate of growth, 
though there are some r isks on the hor izon. The out look cal ls for  cont inued increase 
in GDP, a relat ively constant  unemployment  rate and labor  force par t icipat ion rate, 
and interest  rates remain low. Looking to future, the economy is expected to 

cont inue to grow, but  at  somewhat  slower  rates than the economy has exper ienced in 
the past . !  
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The Oregon/SW Washington markets cont inue to show st rength across the board.  
The median house pr ice cont inues to r ise and the third quar ter  was on par  with any 
quar ter  since the great  recession.   

Lurk ing on the hor izon, however , is a significant  amount  of potent ial  REO and 
dist ressed proper t ies.  When the Oregon state legislature made i t  more di fficul t  for  
lenders to foreclose much of our  dist ressed inventory came back off the market .  Now 

i t ’s back.  I n the third quar ter  of 2014 dist ressed and bank owned proper t ies ac-
counted for  8.8 percent  of the 13,763 sales in areas covered by RMLS.  I n the second 
quar ter  of 2014 dist ressed and bank owned proper t ies accounted for  10.8 percent  of 
the $12,797 sales.  That  is a pret ty significant  drop and shows the st rength of our  
markets.  I t  does appear  that  t rend won’t  last , however .  L ist ings of dist ressed and 
bank owned real estate grew as a percentage of total  l ist ings from the second to 
third quar ters.  I n the second quar ter  there were 22,345 new l ist ings in areas cov-
ered by the RMLS.  Dist ressed and REO proper t ies accounted for  6.8 percent  of 
those l ist ings. Compare that  to the thi rd quar ters 7.1 percent  of 19,399 l ist ings.  The 
actual number  of REO and dist ressed l ist ings dropped but  not  near ly as rapidly as 
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the non-dist ressed proper t ies.  New data released by RealtyTrac suggests that  we 
may see the t rend cont inue.  Oregon was one of 22 states where foreclosure auct ions 
spiked in the third quar ter . I t s 85 percent  jump, along with Nor th Carol ina's 85 per -
cent , topped the l ist  of those states. Others included New Jersey, Oklahoma and 
New York.  The di fference between 2009 and 2014 wi l l  be that  investors are si t t ing 
and wait ing to pounce on the potent ial  deals.  Whi le the number  of REO and dis-

t ressed proper t ies on the market  wi l l  increase i ts possible they wi l l  be picked up so 
fast  i t  wi l l  barely show up in median house pr ice data.  The next  6 to 12 months 
could prove to be the buying oppor tunity investors have been looking for  to jump 
back in.      

BUILDING PERMITS 

Single family bui lding permi ts were down 18 percent  from the second quar ter  
and 29 percent  from the third quar ter  of 2013.  Eugene also decl ined from 360 per -
mits in the third quar ter  of 2013 to 178 in the third quar ter  of 2014. That ’s a 
51 percent  drop from 2013 and a 36 percent  drop from the second quar ter  of 2014.  
Both Bend and Medford stayed steady wi th the second quar ter  whi le dropping sig-

ni ficant ly from the third quar ter  of 2013.  The state as a whole dropped 2469 units 
compared to the third quar ter  2013 to 3781 units in the third quar ter  of 2014, a 
40 percent  drop.  We’l l  be looking to the second quar ter  of 2015 to determine i f the 
drop is a t rend or  just  an anomaly. 
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PORTLAND 

The Por t land market  was up again in the third quar ter .  Exist ing home t ransac-
t ions were up 400 units over  the second quar ter  and posted the best  quar ter  since 
the second quar ter  of 2013.  The median sales pr ice increased $6,000 to $290,000 
from second to third quar ters and sel lers are obtaining 99 percent  of the l isted pr ice.  
Whi le market ing t ime has decreased to 43 days, inventory was up sl ight ly to a 3.1 
months’ supply 

New const ruct ion remained relat ively flat  in the third quar ter  at  603 t ransac-
t ions and a median pr ice of $359,000.   
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VANCOUVER/CLARK COUNTY 

Vancouver  showed cont inued improvement  in the thi rd quar ter  with the number  
of t ransact ions r ising by 98 units and the median pr ice r ising from $218,000 in the 
second quar ter  to $226,000 in the thi rd.  Average market ing t ime dropped 2 days to 
56 days. 

 

Clark County excluding Vancouver  showed bet ter  st rength overal l  than Vancou-
ver  alone with the number  r ising 10 percent  over  the second quar ter  to 761 and the 
median pr ice 7 percent  to $274,000.  Average market ing t ime dropped form 83 days 
in the second quar ter  to 68 days in the third.  That  is a 28 percent  drop in market ing 
t ime from the fi rst  quar ter ’s average of 94 days. 
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CENTRAL OREGON 

With the except ion of the fi r st  quar ter  of 2014 Bend has had steady sales for  the 
last  6 quar ters.  There were 668 t ransact ion under  1 acre in the third quar ter  of 
2014.  This is up from 624 in the second quar ter .  The median sales pr ice held steady 
at  $289,100. 

Redmond cont inued on last  quar ter ’s st rong growth and posted 253 t ransact ions 
under  1 acre and the median pr ice rose to $197,000.  This is a 20 percent  increase in 
t ransact ions over  the thi rd quar ter  of 2013 and a 10 percent  increase in median 
pr ice over  the same per iod last  year .  I t  appears that  the growth of Bend is spi l l ing 
over  to Redmond as i t  has done in previous cycles. 
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WILLAMETTE VALLEY 

Polk County was the only area within the Wi l lamet te val ley to show a decrease 
in median pr ice.  The decrease was marginal however  as was the growth in the areas 
when compared to the second quar ter  of 2014.  Most  of the Wil lamet te val ley was 
flat  relat ive to the third quar ter  of 2013.  Mar ion County was the except ion with an 
increase of 18 percent  in median pr ice from $170,000 in the third quar ter  of 2013 to 
just  under  $200,000 at  $199,900 in the third quar ter  of 2014. 
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SALEM 

Salem posted the most t ransact ions in the third quar ter  since the third quar ter  

of 2006 with 600 t ransact ions closed.  The median pr ice now stands at  $186,500 and 
average market ing t ime is 100 days. 
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EUGENE/SPRINGFIELD 

The median sales pr ice in the Eugene/Spr ingfield market  dipped sl ight ly to 
$217,000 on 739 sales dur ing the third quar ter .  This market  cont inues to show im-
provement  but  at  a slower  pace than other  markets around the state.   
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SOUTHERN OREGON 

As of August  of 2014 Josephine County had a median sales pr ice of $173,450.  
This was a 4.2 percent  increase over  the median of $166,500 in August  of 2013.  The 
average number  of days on the market  increased from 64 to 67 days 

Over  the same per iod, Jackson County’s median sales pr ice was $219,900.  That  
is an increase of 11.9 percent  over  August  2014’s median pr ice of $198,450.  Average 
days on the market  increased 4 days to 47. ■ 
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As I  read through the numerous ar t icles and data about  the apar tment  market  
across the nat ion and especial ly Por t land I  began to see correlat ions to the Tech 

bubble of the late 90’s.  There are obvious di fference, however .  We are creat ing and 
bui lding things of real value whereas the tech bubble was fi l led wi th wor thless 
star tups and speculators t r ying to cash in on the insat iable demand of investors. The 
tech bubble was spurred on by inexper ienced ent repreneurs creat ing companies and 
what  was thought  to be new paradigms.   M icro apar tments and the relent less pur-
suit  of sustainabi l i t y regardless of cost  or  return both in monetary and environmen-
tal  measures are di fferent .  Many would argue they are a response to proven long 
term demand.  
 

Rents cont inue to r ise as more and more people flock to the Por t land area.  I  
grew up here in the Por t land area and remember  a t ime when we did not  welcome 

“outsiders” to our  ci ty or  state.  Despite our  urban growth boundary and our  ant i-
growth phi losophies we grew and we cont inue to grow. There is rarely a top 10 l ist  
that  Por t land is not  a par t .  Time and at t i tudes have changed and we now welcome 
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growth but  now that  we want  i t  can we maintain i t .  Can we bui ld and grow in a way 
that  is economical ly, as wel l  as social ly and sustainably viable?  
 

On the lending front  i t  is now easier  to qual i fy and buy a 5 unit  proper ty than to 
buy a 1-4 unit  proper ty.  Many of the new rules in single family lending have created 
such barr iers to ent ry that  the average investor  can more easi ly qual i fy for  a 5 unit  

apar tment  than a rate and term refinance of their  pr imary residence.  I n an area 
where a smal l  apar tment  bui lding wi l l  sel l  for  $80,000 a door  a 4 unit  proper ty is go-
ing for  $125,000 a door .   
 

Unemployment  rates are posit ively correlated wi th vacancies as shown in the 
char t  below. Por t land current ly has an unemployment  rate of 5.7%; this is now be-
low the nat ional average of 5.9%.  I n addit ion, job growth in the Por t land Met ro area 
si ts at  1.59%.  The U.S. as a whole cont inues to lag at  1.18%. 

F i gu r e 1: Un em ploymen t  an d  M u l t i fam i l y  Vacancy , Por t l an d  M et r opol i t an  
Ar ea 
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Overal l  vacancies rose sl ight ly in the third quar ter  to 3.66% from 3.45% in the 

second quar ter .  Downtown and NW Por t land have the highest  vacancies at  5.2% 
and 6.5%.  Lake Oswego and Gresham have to lowest  vacancies at  1.6% and 1.9% re-
spect ively.  1 bed/1 bath units have the lowest  vacancy by unit  t ype at  1.55%.  Whi le 
2 bed/1 bath units have the highest  vacancy rate at  4.13%. 
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F i gu r e 2: Vacan cy  Rat es by  Su bmar k et  Fal l  2014Por t l an d  M et r opol i t an  Ar -
ea 

 Source: MMHA 

 

 

 

 

 

As expected downtown and NW Por t land cont inue to garner  the most  dol lars 
per  square ft  at  $1.97 and $1.83 respect ively.  Outside the inner  areas of Por t land 
West  L inn and Lake Oswego del iver  the highest  rents per  square ft  at  $1.25.  
Gresham and Vancouver  are at  the bot tom of spect rum ranging between $.94 and 
$.97 per  square ft . 
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Fi gu r e 3: Ren t  / SF by  Su bm ar k et  Spr i n g 2014 Por t l an d  M et r opol i t an  Ar ea 
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Transact ions cont inue to be st rong and are dominated by the large inst i tu-
t ional players who now find Por t land a wor thwhi le endeavor  to invest  thei r  cl ients’ 
money.  Por t land’s growth in both populat ion and jobs along with the presence of 
significant  For tune 500 companies such as Nike and Intel  are al l  cont r ibutors to the 

interest .  The main cont r ibutor , however , is the lack of oppor tunity and higher  com-
pet i t ion in the other  west  coast  met ropol i tan areas.  Por t land is smal ler  than i ts 
neighbors but  provides fundamentals and a west  coast  locat ion that  are current ly 
hard to pass up. 

YTD 2014 Major Sale Transactions

Building City Price Units Price/Unit

Asa Flats and Lofts Portland 105,500,000$         231 456,710$        

Reflections at Summer CreekBeaverton 53,000,000$           351 150,997$        

Monteray Springs Happy Valley 51,250,000$           390 131,410$        

Seneca Village Hillsboro 51,000,000$           264 193,182$        

Westview Heights Portland 44,800,000$           198 226,263$        

Kempton Downs Apartments Gresham 27,000,000$           278 97,122$          

The Addy NW Portland 26,650,000$           105 253,810$        

Lewis Ridge Vancouver 15,790,000$           112 140,982$         

Source:  MMHA Fal l 2014 Apar tment  Repor t  
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Sales volume is being dr iven by inst i tut ional buyers.  The number  of t ransac-
t ions is up over  last  year  and i f i t  remains on i ts cur rent  pace wi l l  hi t  248. The vol-
ume tel ls the real story.  At  the current  pace volume wi l l  end the year  up 243% whi le 
the number  of t ransact ions wi l l  r ise just  71%.  

F i gu r e 4: M u l t i fam i l y  Tr an sact i on s an d Sales Volu m e, 
Por t l an d  M et r opol i t an  Ar ea, Th r ou gh  Sept ember  2014 (an n u al i zed) 

Metro&Area&Multifamily&Transactions&�&Sales&Volume
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Source: Costar  

Washington County and Por t land cont inue to bui ld al though at  a slower  pace than 
in the second quar ter .  Por t land is on pace to issue 3733 mult i fami ly bui lding per-
mits in 2014 and Washington County is on pace for  1942 in 2014.  That  would be an 
increase over  2013 of 25% and 26% respect ively.  Multnomah County (excluding 
Por t land) and Clackamas County cont inue to lag wel l  behind. 
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F i gu r e 5: M u l t i fam i l y  Bu i l d i n g Per m i t s I ssu ed , M ar ch  2014 

Number  of permits through September  2014 is annual ized 
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awarded the Center  for  Real Estate Fel lowship. Any er rors or  omissions are the author ’s 
responsibi l i t y. Any opinions are those of the author  solely and do not  represent  the opinions 
of any other  person or  ent i t y.. 
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Col l iers I nternat ional repor ts that  tech fi rms are cont inuing to be a major  dr iving 
force in Por t land’s office market . According to the Por t land Business Journal, tech 
companies are locat ing in spaces in and around downtown. As more fi rms compete 
for  space, rents should cont inue to r ise as choices become l imited. I f supply is unable 
to keep up with demand, potent ial  tenants may find i t  increasingly di fficul t  to ful fi l l  
space requirements which should bode wel l  for  owners. With decreasing vacancy and 

few projects cur rent ly under  const ruct ion, large blocks of space wi l l  cont inue to be 
di fficul t  to find. 

The Por t land Business Journal  repor ted recent ly that  Por t land has jumped to 
the number  eight  spot  of technology hubs in the count ry. Referencing a recent  repor t  

from Jones Lang LaSal le, the Por t land Business Journal states that  the ci ty has 
moved up from number  16 last  year . This is due in par t , according to the Journal, to 
Por t land’s “market  dynamism” which is a mixture of high tech cluster ing, a mixture 
of ameni t ies, walkabi l i t y and vibrancy.  
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VACANCY 

Kidder Mathews reports an average vacancy rate for the office market of 8.6 percent at the 
end of the third quarter for the metro area. This is down from 8.9 percent last quarter and 9.5 
percent in the third quarter in 2013. Jones Lang LaSalle is reports a total average vacancy of 10.0 
percent. Marcus Millichap is reporting an average vacancy rate of 10.8 percent for the metro 
region. Norris and Stevens is reporting an average vacancy rate of 8.5 percent for the third quarter 

down from 8.8 percent  in the previous quar ter . CoStar  is repor t ing an average 
vacancy rate of 8.5 percent  at  the end of the thi rd quar ter  down from 8.8 percent  at  
the end of the second quar ter  of 2014.  

 

CoStar  is repor ts a 10.2 percent  average vacancy rate for  Class A which has 
basical ly remained unchanged since the beginning of the year . Marcus Mi l l ichap has 
Class A average vacancy at  12.1 percent  with Class B/C averaging 10.2 percent . 
Nor r is Stevens has Class A at  10.2 percent , Class B at  8.5percent  and Class at  C 
6.7percent  for  the third quar ter . 

 

Nor r is Beggs and Simpson repor ts an average vacancy rate of 10.5 percent  at  the 
end of the second quar ter  for  the Cent ral  City. Norr is Beggs and Simpson repor ts a 
suburban market  average vacancy rate of 14.03 percent . According to Nor r is Beggs 
and Simpson, the lowest  vacancy rates for  the suburban market  were Central  
Beaver ton at  8.76 percent , South Water front  at  9.45 percent  and the Sunset  
Cor r idor  at  10.78 percent . Jones Lang LaSal le repor ts a total  vacancy for  the CBD of 
7.7 percent  down from 8.4 percent  last  quar ter  and 8.7 percent  in the third quar ter  

of 2013. Vancouver ’s office market  came in at  11.41 percent  according to Nor r is 
Beggs and Simpson. 

 



OFFICE MARKET ANALYSIS  HARRISON 61 

Fi gu r e 1: Por t l an d  Of f i ce M ar k et  Vacan cy  Rat e, 2007–2014 

 

Source: Kidder Mathews 

RENTAL RATES 

CoStar  is repor t ing an average office rental  rate of $20.66 per  square foot  which 
is a sl ight  increase from the previous quar ter  of $20. 55 per  square foot . K idder  
Mathews repor ts average asking rental  rate (FSG) of $20.48 per  square foot , up from 
at  $20.27 last  quar ter  and $19.66 a year  ago. Jones Lang LaSal le is repor t ing an 
average rate of $29.47 per  square foot .  

 

K idder  Mathews repor ted average rates wi thin the CBD are $24.34 per  square 
foot . Close in East  side rental  rates were averaging $20.29 dur ing the third quar ter . 
The I -5 Cor r idor  averaged $22.40 per  square foot . According to CoStar  the average 
rental  rate at  the end of the second quar ter  for  the CBD was $24.53 per  square foot  
with suburban markets repor t ing in at  $19.35 per  square foot . 

 
Class A office quoted rates according to CoStar  averaged $24.89 per  square foot  

for  the third quar ter  of this year , up sl ight ly from last  quar ter  at  $24.85 per  square 
foot . Class B came in at  $19.36 per  square foot  for  the quar ter  up from $19.16 per  
square foot  in the previous quar ter . Class C improved sl ight ly from $16.14 in the 

second quar ter  to $16.49 at  the end of the third quar ter  as repor ted by CoStar . 



OFFICE MARKET ANALYSIS  HARRISON 62 

F i gur e 2: Por t l an d  Of f i ce M ar k et  Aver age Ask i n g Ren t s, 2007–2014 

 

Source: Kidder Mathews 
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Fi gu r e 3:Of f i ce M ar k et  Aver age Ask i n g Ren t s i n  Por t l an d  Ar ea 
Su bm ar k et s, 2007–2014 

 

Source: CoStar 

ABSORPTION AND LEASING 

Kidder  Mathews repor ts net  posi t ive absorpt ion of 154,715 square feet  dur ing 
the thi rd quar ter  down from 187,810 square feet  last  quar ter . This is a significant  
improvement  from the third quar ter  of 2013 where the market  exper ienced negat ive 
absorpt ion of 109,335 square feet . According to Col l iers I nternat ional, net  absorpt ion 
was posit ive 100,609 square feet  overal l  for  the Por t land office market  down from 

315,595 in the second quar ter  and 262,487 in the fi rst  quar ter  of this year .  
 

According to CoStar  the Class A Por t land office market  recorded a net  posit ive 
absorpt ion of 1,954 square feet  at  the end of the third quar ter  as opposed to the 
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second quar ter  where there was posit ive absorpt ion of 14,520 square feet  and 
negat ive 68,289 square feet  in the fi rst  quar ter .  

The Class B market  exper ienced 102,266 square feet  of posit ive absorpt ion 
dur ing the thi rd quar ter  compared to posit ive 292,273 square feet  at  the end of the 
second quar ter  of 2014. Absorpt ion was posit ive dur ing the fi r st  quar ter  as wel l  with 
265,163 square feet  of absorpt ion according to CoStar . 

The Class C office market  exper ienced a modest  28,040 square feet  of posit ive 
absorpt ion dur ing the thi rd quar ter  compared to 85,723 of negat ive absorpt ion at  the 
end of the second quar ter  and posit ive absorpt ion of 59,988 square feet  in the fi rst  
quar ter  according to CoStar .  

 

F i gu r e 4: Por t l an d  Of f i ce M ar k et  Net  Absor p t i on , Squ ar e Feet , 2007–2014 

 

Source: Kidder Mathews-Values were adjusted to represent most recent report data 
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Table 1: Not able L ease Tr an sact i on s 

Tenant Address Market Size 
Columbia Sportswear Cornell Oaks Corp Center Sunset/HBO 48,885 
Hanna Anderson Jantzen Park CBD 47,640 
ASML US Inc Two Tech Center Lloyd District 48,893 
State of Oregon Valley Plaza Center Sunset/HBO 43,519 
Umpqua 72nd Corp Center  Tigard 24,000 
Kaiser Permanente Montgomery Park NW Close In 24,000 
    
    
    
Source: Colliers International    

 

 

 

Table 2: Not abl e Sal es T r an sact i on s 

Tenant City Price 
American Bank Building Portland $45,100,000 
PeaceHealth Building Vancouver $25,700,000 
Executive Bldg Portland $21,100,000 
Cornell West Beaverton $18,224,000 
1320 SW Broadway St Portland $14,150,000 
14th Overton Bldgs Portland $14,100,000 
Main Place Bldg Vancouver $12,150,000 
   
Source: Colliers International   

 

  



OFFICE MARKET ANALYSIS  HARRISON 66 

Fi gu r e 5: Por t l an d  Of f i ce M ar k et  Del i ver i es, Ren t able Bu i l d i n g Ar ea, 
Squ ar e Feet , 2007–2014 

 

Source: Kidder Mathews 

 

DELIVERIES AND CONSTRUCTION  

Nor r is Stevens repor ts no new bui ldings were completed by the end of the third 
quar ter  compared to six bui ldings at  the end of the second quar ter . There were 
438,935 square feet  of office space under  const ruct ion at  the end of the third quar ter  
according to Nor r is and Stevens up from 258,290 last  quar ter . According to K idder  
Mathews there were no complet ions dur ing the third quar ter  and that  there are 
438,935 square feet  cur rent ly under  const ruct ion. Marcus &  Mil l ichap repor ts that  
81,000 square feet  of office space has been brought  to market  so far  in 2014. 

 
Jones Lang LaSal le repor ts that  much of the const ruct ion that  is tak ing place in 

the office market  is clustered in the Cent ral  City. Bui ldings are being renovated into 
"funct ional , unique spaces" and according to JLL , many of these projects are a mix of 
office, retai l  and mult i family. !  
 



!  A . Syn k ai  H ar r i son  is a Master  of Real Estate Development  candidate and has been 
awarded the Center  for  Real Estate Fel lowship. Any er rors or  omissions are the author ’s 
responsibi l i t y. Any opinions are those of the author  solely and do not  represent  the opinions 
of any other  person or  ent i t y. 
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According to Real  Estate I nvestor  Magazine many retai lers are beginning to offer  
same day del ivery for  their  products. As more retai lers move to offer  these types of 
services, the need for  dist r ibut ion centers and warehouses close to shoppers wi l l  
grow. According Col l iers I nternat ional, “Por t land has become an at t ract ive 
intermodal hub in the growth of e-commerce dist r ibut ion centers want ing to be 
closer  to a growing populat ion base”.  

VACANCY 

Costar  repor ts an 5.6 percent  average overal l  vacancy rate for  Por t land’s 
indust r ial  market . This is down from the past  three quar ters where the rate has 
remained at  6.0 percent . Capacity Commercial  Group is repor t ing a 5.8 percent  
average vacancy rate in Por t land’s indust r ial  market , down from 5.9 percent  in the 
second quar ter  and compared to 6.4percent  in the third quar ter  of 2013. Dur ing the 
fi rst  quar ter  of this year  the indust r ial  market  exper ience a 5.7 percent  average 
vacancy rate according to Capacity Commercial  Group. CBRE repor ts 5.6 percent  
average vacancy rate at  the end of the thi rd quar ter  down from 6 percent  at  the end 

of the second quar ter  of 2014.  
 
Nor r is Beggs and Simpson is repor t ing 7.52 percent  total  indust r ial  vacancy for  

the met ro area. K idder  Mathews is repor ts an average vacancy rate of 5.2 percent  
down from 5.75 percent  in the last  quar ter  and 6.2 percent  in the third quar ter  of 
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2013.  According to K idder  Mathews, vacancy in the indust r ial  sector  has been 
t rending downward since a peak of 8.7 percent  in the second quar ter  of 2010. 

 
Flex space exper ienced an of 11.9 percent  vacancy rate according to CoStar  

compared to 11.5 percent  at  the end of the second quar ter  of this year . The fi rst  
quar ter  of 2014 came in at  10.9 percent  and the four th quar ter  of 2013 at  11.0 

percent  vacancy rate according to CoStar . Norr is Beggs and Simpson repor ts 11.3 
percent  overal l  total  vacancy at  the end of the third quar ter  2014 for  the flex market . 

For  warehouse projects, CoStar  repor ts a 4.9 percent  average vacancy rate at  the 

end of the third quar ter  compared to 5.4 percent  for  the second quar ter  2014 and 
5.5 percent  at  the end of the fi r st  quar ter  2014. At  the end of the third quar ter  of 
2013, CoStar  repor ted an average vacancy rate of 6 percent  for  the warehouse 
market .  

F i gu r e 1: Por t l an d  I n du st r i al  M ar k et  Vacan cy  Rat e, 2007–2014 

 

Source: Kidder Mathews 
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RENTAL RATES 

At  the end of the third quar ter  of this year , CBRE repor ts average asking rental  
rate of $.37 per  square foot  for  the overal l  indust r ial  market . Pr ices for  
dist r ibut ion/warehouse space ranged from $.38 to $.45 t r iple net . Some older  spaces, 
according to CBRE, are leasing at  rates averaging between $.34 and $.36 per  square 
foot  with new faci l i t ies leasing closer  to $.40 per  square foot . For  flex space, CBRE 
repor ts asking rates ranging from $.75 to $.85 per  square foot , t r iple net .    

Capacity Commercial  Group is repor t ing an average lease rate for  the overal l  
warehouse market  ranging from $.35 to $.37 per  square foot .  

 

F i gu r e 2: Por t l an d  I n du st r i al  M ar k et  Aver age Qu ot ed Rat es, 2007–2014 

 

Source: Kidder Mathews 

ABSORPTION AND LEASING 

Overal l  net  absorpt ion was posit ive 805,585 square feet  at  the end of the third 
quar ter  according to CoStar . This is an improvement  over  the second quar ter  of 2014 
which ended with 509,697 square feet  of posit ive absorpt ion. The fi r st  quar ter  of this 
year  ended wi th 29,368 square feet  of negat ive absorpt ion according to CoStar . 
Capacity Commercial  Group repor ts 194,397 square feet  of posi t ive net  absorpt ion 
compared to 553,395 at  the end of the third quar ter  of last  year . At  the end of the 
third quar ter , Nor r is, Beggs and Simpson repor ts 927,428 square feet  of posit ive 
absorpt ion for  the overal l  indust r ial  market .   
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The flex market  repor ts a negat ive net  absorpt ion of 65,568 square feet  at  the 
end of the third quar ter  according to CoStar . This was up from negat ive 82,372 
square feet  at  the end of the second quar ter . The fi rst  quar ter  of 2014 and four th 
quar ter  of 2013 showed much bet ter  results with posit ive absorpt ion of 18,542 
square feet  and 379,489 square feet  of respect ively. Norr is Beggs and Simpson 
repor ts 44,439 square feet  of negat ive absorpt ion for  the flex market  dur ing the 
third quar ter  of 2014.  

 

F i gu r e 3: Por t l an d  I n du st r i al  M ar k et  Net  Absor p t i on , Squ ar e Feet ,  

2007–2014 

 

Source: Kidder Mathews 
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Fi gu r e 4: Por t l an d  I n du st r i al  M ar k et  Del i ver i es, Ren t abl e Bu i ld i n g Ar ea, 
Squ ar e Feet , 2007–2014 

 

Source: Kidder Mathews 

 

Tabl e 1: Not able I n du st r i al  L ease Tr an sact i on s 

Tenant Address Market Size 
American Tire Bldg A-Marine Drive Dist.Ctr III Rivergate 110,000 
Lam Research Corp 20551 SW Wildrose Pl Sherwood 100,400 
Wymore Transfer Co Bldg IV Columbia Comm. Cir Airport  Way 73,928 
Kinco International Bldg D Southshore Comm. Cir East Col Corr 68,019 
Boydstun Equip. Co 8811 SE Herbert Ct Clack/Mil 52,750 
Benson Industries 5530-5602 NE Skyport Way Airport Way 45,388 
Prestige Moving and Storage Stafford Corporate Center Wilsonville 43,004 
    
Source: Colliers International    

Table 2: Not able I n du st r i al  Sal es Tr an sact i on s 

Building City Price Type 
Sunset Corridor Ind Hillsboro $22,254,371 Owner/User 
Pinnacle Exhibits Facility Hillsboro $6,750,000 Investment 
1333 NW 12th Ave  Portland $6,740,000  
Rock Creek Industrial Park Hillsboro $6,540,000 Investment 
    
Source: Colliers International    
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DELIVERIES AND CONSTRUCTION  

According to CBRE, there is at  least  one speculat ive project  under  const ruct ion 
in almost  every submarket  in the Por t land met ro area. Capacity Commercial  Group 
repor ts that  there is over  3.3 mi l l ion square feet  of indust r ial  space cur rent ly under  
const ruct ion. According to CoStar  no new bui ldings were del ivered in the past  
quar ter . Six bui ldings total ing 505,601 were del ivered in the second quar ter  of 2014 

and improvement  over  no bui ldings being del ivered in the fi r st  quar ter  of this 

year . !  

 



 
 

!  A . Syn k ai  H ar r i son  is a Master  of Real Estate Development  candidate and has been 
awarded the Center  for  Real Estate Fel lowship. Any er rors or  omissions are the author ’s 
responsibi l i t y. Any opinions are those of the author  solely and do not  represent  the opinions 
of any other  person or  ent i t y. 
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Unemployment  moved up sl ight ly in July and August  to 6.3 percent  and 6.6 percent  
respect ively but  prel iminary repor ts from the Bureau of Labor  Stat ist ics are 
showing a drop to 5.7 percent  in September . According to For tune Magazine, the US 
economy exper ienced a 3.5 percent  jump in growth of real  domest ic product  dur ing 
the thi rd quar ter . This increase in growth was pr imar i ly due to increases in expor ts, 

government  spending and consumer spending.  

The Nat ional Retai l  Federat ion is predict ing a 4.1 percent  growth in sales this 
hol iday season, according to Forbes Magazine. Total  nat ional retai l  spending could 
reach $616.9 bi l l ion by the end of the year . For tune Magazine repor ts that  consumer  
confidence is at  i t s highest  level in seven years. Fal l ing gas pr ices, an improving 
labor  market  and higher  consumer spending could al l  bode wel l  for  the future of 
Por t land's retai l  market .   

VACANCY 

Port land’s vacancy rate remained vi r tual ly unchanged dur ing the third quar ter  
from previous quar ters, coming in at  5.0 percent  according to CoStar . The second 

quar ter  ended at  5.0 percent  and the fi r st  ended at  5.2 percent . Col l iers repor ts 
percentages with a 5.2 percent  vacancy rate dur ing the fi rst  quar ter  of this year  and 
5.0 percent  in the second. K idder  Mathews is repor t ing a 5.0 percent  and a 5.2 
percent  total  vacancy rate for  the third and second quar ters of 2014. Nor r is Beggs 
and Simpson is repor t ing a sl ight ly higher  rate of 6.36 percent . 
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F i gu r e 1: Por t l an d  Ret ai l  M ar k et  Vacan cy  Rat e, 2007–2014 

 

Source: Kidder Mathews 

 

RENTAL RATES 

Col l iers is repor t ing an average rental  rate of $16.67 per  square foot  for  al l  
proper ty types which is a sl ight  improvement  over  last  quar ter  which ended at  
$16.46 per  square foot . The average quoted asking rental  retai l  at  the end of the 
third quar ter  according to CoStar  was $16.62 per  square foot  compared to $16.45 per  
square foot  end of the second quar ter  of 2014.  K idder  Mathews is repor t ing an 
average asking rate of $16.58 t r iple net , up from $16.42 per  square foot  in the 
previous quar ter  and $16.03 per  square foot  a year  ago.  

I n the shopping center  market , CoStar  repor ts an average rental  rate of $16.89 
per  square foot  for  the third quar ter  of 2014 decl ining sl ight ly from $16.91 per  
square foot  for  the second quar ter . The average rental  rate for  the power  centers 
market  was $19.56 per  square foot  at  the end of the third quar ter  and $19.47 at  the 

closing of the second quar ter . This is compared to $19.88 per  square foot  at  the end 
of the third quar ter  of 2013, al l  according to CoStar . 
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Fi gu r e 2: Por t l an d  Ret ai l  M ar k et  Aver age Qu ot ed  Rat es, 2007–2014 

 

Source: Kidder Mathews 

 

ABSORPTION AND LEASING 

Net  absorpt ion appears to have been reasonably st rong dur ing the third quar ter  
2014. K idder  Mathews is repor t ing 602,690 square feet  net  posi t ive absorpt ion for  
the overal l  retai l  market . This was a signi ficant  improvement  over  the two previous 
quar ters with only 138,588 square feet  of posit ive absorpt ion at  the end of the second 
quar ter  and negat ive 218,546 at  the end of the fi r st  quar ter  of this year .  CoStar  is 
repor t ing that  dur ing the third quar ter  of this year , the market  exper ienced 561,712 
posit ive absorpt ion compared to 185,375 in the second quar ter  of 2014.  
 



 
 

RETAIL MARKET ANALYSIS  HARRISON 76 
 

 

 

Fi gu r e 3: Por t l an d  Ret ai l  M ar k et  Net  Absor pt i on , Squ ar e Feet ,  
2007–2014 

 

Source: Kidder Mathews 

 

F i gu r e 4: Por t l an d  Ret ai l  M ar k et  Del i ver i es, Ren t able Bu i l d i n g Ar ea, 

Squ ar e Feet , 2007–2014 

 

Source: Kidder Mathews 
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Table 1: Not abl e Ret ai l  L ease T r an sact i on s 

Tenant Address Market Size 
The Salvation Army Evergreen Plaza Orchards 20,000 
Fat Head’s Brewery 131 NW 3th Ave CBD 11,300 
 13898 NE28th St Orchards 10,000 
Storeables Cedar Hills Crossing Sunset Corr 9,270 
Wunderland Gresham Square Gresham 7,122 
Sola Salon Cascade Market Place Cascade Park 6,630 
    
    
Source: Colliers International    

 

Table 2: Not abl e Ret ai l  Sales T r an sact i on s 

Building City Price Type 
Meier & Frank Bld, Nines Hotel Portland $127,000,000 Owner/User 
The Mall 205 &Plaza 205 Portland $76,500,000 Investment 
Hazel Dell Square Vancouver $27,650,000  
Burlington Coat Factory Portland $13,180,000 Investment 
150 SW Montgomery St Portland $10,000,000 Investment 
    
Source: Colliers International    

 

DELIVERIES AND CONSTRUCTION  

Eleven bui ldings were completed dur ing the third quar ter  according to CoStar  
for  a total  of 622,864 square feet  of space. Seven bui ldings total ing 24,119 square 
feet  were completed dur ing the second quar ter  and 13 bui ldings were completed for  
a total  of 207,665 square feet  dur ing the fi r st  quar ter  of this year . K idder  Mathews 
repor ted 16 bui ldings del ivered at  the end of the third quar ter  for  a total  651,862 
square feet  whereas only 21,119 square feet  was brought  to market  and the end of 
the second quar ter  of this year . !  
 


