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T h e  m a rk e t
Over the past eight months, even more so as the presidential election draws near, we witness an extraordinary 
daily focus by the media on the state of the national economy. Through every media outlet, on every aspect 
of the economy, whether it is the continued problems in the housing market, the ever increasing cost 
of energy, or the lack of growth in the job market, these issues cause individuals, and businesses across 
the country to think about both their current economic situations, and how they will be affected by the 
economic challenges over the coming months.

Throughout, Utah remains one of the bright economic markets within the Intermountain West, and 
the country. According to a recent report by economist Jeff Thredgold, “Utah’s economy was the single 
strongest state economy in the country in the last two years as measured by growth and employment.” 

Has Utah experienced a slowdown…absolutely. However, we continue to experience positive forward 
momentum, expanding, albeit at a reduced rate. This is evidenced as over the past several months Utah, and 
several Utah cities, have received national accolades for our business environment and our quality of life:

Forbes Small Business ranks Salt Lake City 15th in 
the nation for best places to live and launch a business.

Kiplinger ranks Provo/Orem the 10th best 
city in the country to live, work and play.

Men’s Health Magazine ranks Salt 
Lake City the fifth best place to live.

Forbes Magazine ranks two Utah cities in their 
top 25 best places for business and careers 

– Provo/Orem number 11 & Ogden number 23.

Inc Magazine ranked St. George the 
number one boom town of 2007.
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As you look through this report, please note the diversity of information and trends by real estate sector and 
by geography. It is this same type of diversity throughout Utah’s business environment that has provided 
stability for our state within the national economic climate:

•	 The Weber County industrial market remains very 
strong with vacancy below 10 percent.

•	 The historically strong investment market shows signs of flattening 
in 2008 with sales slowing to a more sustainable pace.

•	 Multi-family vacancy in Davis County is at a record low 0.76 percent.

•	 Nearly one half of the industrial activity in Salt Lake County 
in 2008 involves space larger that 100,000 square feet, reflecting 
a growth in the need for large box distribution space.

•	 Commercial development in Summit County remains strong and is 
moving into neighboring Wasatch County, evidenced by the 240,000 
square foot Valley Station shopping center in Heber City.

•	 After several exceptional years of growth, office construction in Salt Lake 
County is expected to slow during the coming year to below 800,000 square feet.

•	 Utah County vacancy rates in retail and industrial 
space remain below five percent.

•	 Washington County, after years of unprecedented expansion, 
has begun to see a marked slowing with vacancy rates increasing 
by over three percent in the office and industrial segments.

•	 Retail construction in Salt Lake County showed modest gains 
adding just over 600,000 square feet to the market.



Com m e rce  crg
Aware of this mixed level of activity by sector, we view the future of the commercial real estate market 

with measured optimism. At Commerce CRG we are committed to helping our clients make the 

best of the current economic environment, working harder than ever to help our clients meet their real 

estate objectives. While some in the industry are focused on maintaining profit levels, cutting budgets 

and staff in order to do so, we at Commerce CRG have chosen to do the exact opposite… instead we are 

increasing our financial commitment to research and marketing… increasing staff levels and training…etc. 

to best provide the optimum level of product and service to our clients. During slow economic times unique 

opportunities surface; Commerce CRG stands ready to help our clients capitalize on that opportunity. 

We hope you will take the time to read through this report, 
and utilize the information provided to help make the critical 
real estate decisions that lie ahead. 

Michael M. Lawson
President and CEO

William K. Martin
Managing Partner

William D’Evelyn
Principal Broker /  
Managing Partner
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Office Ma rk et Ov erv iew | Second Quarter 20 08

Direct Office Space* Sublease office space
CBD Total SF Available SF Absorption SF Vacancy Rents** Available Vacancy
Class A 2,671,086 117,410 56,741 4.40% $26.67 26,021 0.97%
Class B 2,420,070 179,840 10,163 7.43% $19.61 5,527 0.23%
Class C 1,386,617 249,241 19,669 17.97% $15.96 31,763 2.29%
Total 6,477,773 546,491 86,573 8.44% $21.74 63,311 0.98%
Periphery
Class A 1,332,687 50,979 25,568 3.83% $22.78 0 0.00%
Class B 1,404,551 108,527 40,663 7.73% $18.54 14,685 1.05%
Class C 923,353 109,033 (46,429) 11.81% $13.79 0 0.00%
Total 3,660,591 268,539 19,802 7.34% $18.88 14,685 0.40%
Suburban
Class A 7,320,551 897,078 95,354 12.25% $22.86 125,098 1.71%
Class B 7,652,338 951,650 2,807 12.44% $19.12 71,604 0.94%
Class C 4,524,760 683,527 (56,210) 15.11% $15.15 8,141 0.18%
Total 19,497,649 2,532,255 41,951 12.99% $19.60 204,843 1.05%
Total Mkt 29,636,013 3,347,285 148,326 11.29% $19.98 282,839 0.95%
* Sublease space is not included in these figures. ** Weighted full service asking lease rates.

An anticipated upward trend in direct vacancy occurred 
during the first six months of 2008. Downturns in the 
national and state economies, less-than-projected job growth 
and high levels of new construction have converged to push 
direct market vacancy from 10.76% at year-end 2007 to a 
current 11.29%. The trend is most prevalent in the suburban 
market, where direct vacancy increased to 12.99% at mid-
year 2008.

The sublease market has continued to gain prevalence in 
2008. Following a trend that emerged during the latter 
half of 2007, the sublease market has continued to grow 
to a current 0.95% vacancy level. Factored together, direct 
market and sublease vacancy at mid-year totals 12.24%. The 
increase can be traced primarily to fallout from the downturn 
in residential housing and sub-prime lending. Mortgage 
lenders, title companies and others associated with the 
residential real estate industry have contributed to the pool 
of sublease space.

Year-to-date direct absorption is well below the historical 
average for the Salt Lake area office market. The 148,000 
square feet of direct space absorbed in 2008 points to a 
significant reduction in completed transactions. While 

several large office leases expected to close before the end of 
the year will help boost year-end absorption, the market is 
unlikely to equal or exceed the 913,000 square foot historical 
average of the past decade. 

The market continues to exhibit strong activity levels. Many 
tenants are looking for office space, however, the length of 
time it takes to complete a transaction has increased as tenants 
become more cautious about the recovering economy.

A sharp reduction in job growth has been the driving force 
in the slowdown of the office market. The more than four 
percent annual increase in jobs Utah has posted in recent 
years has skidded down to a projected 0.4% for 2008. Despite 
this slowdown, the state’s current job growth of 1.4% still 
exceeds the national average of 0.1%. Unemployment in Utah 
remains lower than the national average.

An abundance of new office product is being added to 
the market’s inventory this year. The three new buildings 
completed by mid-year brought 163,282 square feet of space 
to the market, 32% of which has been leased. An additional 
885,000 square feet in nine suburban buildings will come on 
line before the end of 2008, which is consistent with the new 
construction average of the past ten years. Given the shift 
in market conditions, office construction is expected to slow 
considerably in the coming year.

After an extended term of increases, direct weighted 
average full service rental rates have flattened this year. 
While landlords have thus far been able to hold asking rates 
in check, some leasing concessions are occurring for credit 
tenants in buildings that are below stabilized occupancy 
levels. The highest quoted direct weighted average full service 
rental rate occurred in the CBD Class A market at $26.67 
per square foot per year. By comparison, the suburban Class 
A direct weighted average full service rental rate at mid-year 
was $22.86 per square foot per year.

Salt Lake County
OFFICE   M A RKET    Ov erv i e w

Market Indicators Change since:

Current Q4 2007 Q2 2007

Office Vacancy 11.29% ã ã

Average Market Lease Rate $19.98 ã ã

Completed Construction 163,282 SF ä ä

Arrows are indicators, arrows do not represent a positive or 
negative value.
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The Salt Lake area industrial market remains healthy and 
vibrant. Total market vacancy ticked down to 5.62% over 
the past six months in response to continued strong demand. 
While activity levels have declined in buildings 5,000 to 
50,000 square feet in size, due primarily to the diminished 
supply of available space, lease activity in large facilities was 
almost double that reported at this time last year.

Industrial lease rates have continued in an upward trend.  
The rent increases that typified the market in 2007 have 
continued to climb this year. Low vacancy rates and elevated 
costs associated with land, construction and entitlements are 
driving rents to new highs. The upward pressure on rents will 
persist through the remainder of 2008.

Sales prices for industrial properties have risen dramatically 
in the past six months. The inventory of buildings available 
for purchase is very thin and  demand far exceeds supply in 
all size categories. The undersupply helped push prices up by 
an average of 28% during the first half of 2008. 

Industr i al Ma rk et Ov erv iew | Second Quarter 20 08

Building Size 
(Square Feet)

New
Construction Rents* Vacancy Lease

Activity
Sales

Activity
Total 

Activity
Total Market

Square Footage

0-5,000 0 $0.52 0.18% 187,993 12,413 200,406 4,654,988
5,001-20,000 113,028 $0.47 1.02% 434,422 124,025 558,447 22,201,292
20,001-50,000 192,980 $0.46 1.17% 400,181 169,828 570,009 25,406,288
50,001-100,000 221,058 $0.36 1.43% 355,340 170,722 526,062 18,471,798
100,001+ 1,360,910 $0.35 1.81% 1,148,769 0 1,148,769 38,174,312
Total 1,887,976 $0.41 5.62% 2,526,705 476,988 3,003,693 108,908,678
*Rents are actual, triple-net (NNN), per square foot, per month and include tenant build-out.

The capital markets are in a state of flux. The availability and 
cost of financing is having a significant effect on the market. 
Sales prices are being limited and lease rates increased due to 
higher financing costs.

Nearly half of industrial market activity in 2008 has occurred 
in buildings larger than 100,000 square feet in size. The 
sharp increase in activity levels in the large size increments 
is reflective of a growing demand for large-scale distribution 
facilities. Cosmetics distributor Sephora leased 311,904 SF 
and online retailer Overstock.com leased 686,865 SF, have 
led the pack in terms of large lease transactions this year.

Speculative developers are concentrating their efforts on 
big box projects. The lofty price tags associated with land 
and new construction have inhibited development of smaller 
industrial buildings. Industrial construction during the first 
half of the year has been concentrated in large facilities and 
projects undertaken by owner/users whose needs have not 
been accommodated in the marketplace.

The Salt Lake area industrial market is benefiting from 
changes in national distribution patterns. Ongoing 
increases in the price of fuel are forcing many companies to 
retool distribution channels in an effort to improve efficiency 
and contain costs. Utah’s centralized geographic position in 
the western states, which provides rapid, easy access to the 
West Coast and large cities such as Denver and Phoenix, has 
made the state increasingly attractive to manufacturers and 
distributors.

Salt Lake County
INDU   S TRI   A L M A RKET    Ov erv i e w

Market Indicators Change since:

Current Q4 2007 Q2 2007

Industrial Vacancy 5.62% ä ã

Overall Lease Rates $0.41 ã ã

Completed Construction 1,887,976 ä ã

Arrows are indicators, arrows do not represent a positive or 
negative value.
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Salt Lake County
R e ta i l M A RKET    Ov erv i e w

New construction continues to taper off.  Retail construction 
in 2008 showed modest gains over the historical low of the 
second half of last year, adding just over 600,000 square feet 
to the market’s inventory. This reduction followed record 
levels of new construction posted in 2006 and the first half 
of 2007.  While retailers and developers are concerned about 
the weakening economy, this pull-back is more reflective 
of natural development cycles than anything else.   We 
expect to see continued contraction of retail construction 
the remainder of the year, from the combination of a cyclical 
slowing and, perhaps more importantly, overall concerns 
about the future.

Retail Ma rk et Ov erv iew | Second Quarter 20 08

Sector Rents Absorption* Total SF
with malls

Vacant SF
with malls

Total SF
w/o malls

Vacant SF
w/o malls

Vacancy
with malls

Northeast $20.44 (77,968) 4,756,158 292,123 4,518,067 196,809 6.14%
Central East $20.93 69,865 6,022,315 392,335 4,917,165 372,921 6.51%
Southeast $19.77 (87,032) 9,408,976 887,278 8,140,290 863,778 9.43%
Northwest $14.99 45,703 845,093 38,912 845,093 38,912 4.60%
Central West $21.61 82,133 6,886,415 518,511 6,286,618 457,211 7.53%
Southwest $23.87 321,312 8,533,336 724,150 8,533,336 724,150 8.49%
Total by Sector $21.18 354,013 36,452,293 2,853,309 33,240,569 2,653,781 7.83%
Type
Regional Mall - (8,877) 3,211,724 199,528 - - 6.21%
Regional Center $30.31 209,546 6,647,772 477,122 6,647,772 477,122 7.18%
Community Center $19.97 96,932 14,286,943 1,064,950 14,286,943 1,064,950 7.45%
Neighborhood Center $16.59 (39,937) 7,873,300 521,595 7,873,300 521,595 6.62%
Anchorless Center $18.56 96,349 4,432,554 590,114 4,432,554 590,114 13.31%
Total by Type $21.18 354,013 36,452,293 2,853,309 33,240,569 2,653,781 7.83%
*Absorption includes regional malls. Refers only to shopping center or multi-tenant developments over 10,000 SF.

new construction: January - Ju ne 20 08

By Sector By Type
Northeast 38,368 Regional Center 210,100
Central East 0 Community Center 204,000
Southeast 0 Neighborhood Center 0
Northwest 22,800 Anchorless Center 213,146
Central West 84,410 Total SF 627,246
Southwest 481,668
Total SF 627,246

Leasing activity by national retailers has slowed 
significantly. Compared to the blistering pace of expansion 
over the last few years, national retailers have adopted a 
much more conservative and cautious approach in 2008.  
High energy and food prices, along with an overall unease 
about the economy, have whittled away discretionary income 
and negatively impacted consumer confidence.  As a result, 
retailers are exercising extreme caution in expansion efforts, 
with many postponing or cancelling previously announced 
plans.  The first signs of contraction of the existing market 
emerged during the first half of this year, with some 
retailers downsizing and/or closing underperforming 
stores. Retailers such as Comp USA, Hollywood Video, 
Blockbuster Video and Linens ‘N Things have shuttered 
Utah locations this year.

The deceleration in retail activity has led to a reduction in 
rental rates. Lease rates have begun to show a softening this 
year, following a prolonged period of consistent increases. 
Rents will likely continue to trend downward throughout 
this  year, as landlords are forced to become more aggressive 
to fill vacant spaces in a timid environment.

New development has become more challenging.  Continued 
escalation in building costs, a significant credit crunch 
and expected interest rate hikes to stave off inflation have 
created obstacles for developers.  Combine these factors with 
stable or declining lease rates, and the challenge is greatly 
enhanced.  Those with well located existing product may 
find themselves in the best strategic market position over the 
foreseeable future.

Market Indicators Change since:

Current Q4 2007 Q2 2007

Rents $21.18 ä ã

Absorption (SF) 354,013 ä ä

With Malls

Total SF 36,452,293 ã ã

Vacant SF 2,853,309 ã ã

Without Malls

Total SF 33,240,569 ã ã

Vacant SF 2,653,781 ã ã

Arrows are indicators, arrows do not represent a positive or 
negative value.




