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Office leasing gains ground

Low rents and landlord concessions boost net absorption
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Sacramento’s hard-hit office market rebounded from three consecutive quarters of declining or flat leasing, with companies taking at least 84,000 square feet during the past three months, according to just-released reports.

The market’s resiliency during an economic downturn, job losses and few blockbuster deals could be a result of discounts offered by landlords enticing users to expand — or just stay.

John Frisch, managing partner of Cornish & Carey Commercial’s Sacramento office, said the news is welcome considering that the previous quarter was one of the worst on record, with tenants overall vacating about 247,000 square feet.

“With the state of California as active as it is, I would’ve been surprised if we didn’t have positive numbers,” he said, referring to the state’s need for space. Cornish & Carey represents the state in leasing transactions.

The company tracks 64 million square feet in buildings of 5,000 square feet or larger, and records those transactions when tenants move in. It reported the region’s vacancy rate at 17.24 percent and an average monthly lease rate of about $1.85 per square foot for all locations and office types during the second quarter.

CB Richard Ellis tracks 50 million square feet in buildings of 10,000 square feet or more. The company reported 113,000 square feet of net absorption, representing a 0.2 percent increase in the amount of leased space, a modest gain compared with earlier losses. The company records deals when leases are signed. It reported vacancy at 15.25 percent for the second quarter in the region.

“Anything that’s positive right now is good,” said Chris Strain, executive director of the Sacramento office of Cushman & Wakefield.

“What has happened is that the market has finally responded to cheap rents, some in the form of free concessions, such as tenant improvements and free rent.”

He said the deals weren’t happening because business is booming but because it makes economic sense to take more space.

Strain said a lot of the deals being inked are short-term, reflecting uncertainty about the market.

“People don’t know where the market is going,” he said. “They don’t know how low rates are going to go.”

Those shorter deals usually mean smaller commissions for brokers.

The largest lease during the quarter came from the state, which signed a deal last month to consolidate the headquarters of the California Highway Patrol into 285,000 square feet at Continental Plaza, a complex of buildings in the north Richards Boulevard area that was formerly known as Continental Cannery. The Department of Corrections also completed a move into about 118,000 square feet on Goethe Road. Other deals during the quarter were for spaces of 40,000 square feet or less, and five out of the top 10 deals in the market were renewals of existing leases.

A breakdown of office leasing by submarket found that vacancy rates are generally higher farther from the core of Sacramento, notably in south Placer County, Elk Grove and El Dorado Hills.

Dan Chamberlain, senior vice president and office specialist with Grubb & Ellis in Sacramento, said high gas prices might be a factor in companies expanding closer to downtown, if not in downtown itself.

“People are looking to be closer to the central part of the city,” he said. “That’s something we’re reviewing right now.”

Downtown fared the best of all submarkets, with 260,000 square feet of net absorption, according to Cornish & Carey.

“In the downtown market we’ve not seen much development in decades,” Chamberlain said. “So, the new construction is a welcome sight.”

El Dorado Hills had a strong leasing quarter with 80,000 square feet of absorption. But much of that — about 55,000 square feet — was due to a single user, Red Hawk Casino, which is leasing space in three buildings, Frisch said.

Despite the positive numbers overall, most submarkets lost tenants or broke even.

Still, Frisch is optimistic about the second-quarter upturn, calling it “the pony in the manure,” referring to one of President Reagan’s favorite stories.
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