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The final quarter of 2015 was a strong showing for 

the Phoenix office market. Finishing the year on a high 

note, the market showed positive progress in every 

indicator, with absorption and deliveries at an all-year 

high, trampling Q4 2014 numbers at an astounding 

rate.   Total net absorption for the fourth quarter was 

over 2 million, the highest that the Phoenix office 

market has seen in over 10 years.  This is especially 

impressive considering that new deliveries of space to 

the market were almost double that of last year, and 

was the largest year of new space since 2008.  Tenant 

demand is surging thanks to a growing economy 

and population, bringing more jobs to the Valley with 

anticipation of even more growth in 2016.

Thanks to the market uptick, rental rates have continued 

to increase, although at a slow, steady pace.  The 

first quarter of 2015 started off with rates at $21.55/

SF, and ended the year at $22.46/SF.  These are the 

highest rates seen since 2009, and should continue to 

trend upward as vacancy continues to decline.  The 

Camelback Corridor submarket continued to bring in 

the highest average rental rates at $27.61/SF, while 

the Mesa Downtown and Mesa East submarkets 

garnered the lowest average rates at $14.64/SF and 

$17.98/SF respectively. Vacancy 
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Q4 Office Market Trends

Vacancy rates also continued in the right direction in 

2015.  The fourth quarter ended with an overall vacancy 

rate of 19.6%, down from 20.6% at the beginning 

of the year.  The vacancy rate for the Phoenix office 

sector hasn’t dropped below 20% since 2008 and saw 

rates close to 23% in 2011, so while still above the 

historical average, steady improvements have been 

made and will likely continue into 2016.  Overall, Class 

B space continues to have the highest vacancy rate at 

18.5%, while Class A space has continued to tighten 

dramatically in the last few years, dropping from 20% 

in 2013 to 15.3% at the end of 2015.

The largest sale transaction of the quarter was a 

collection of four buildings consisting of 966,000 SF 

of office and street-level retail space in the Camelback 

Esplanade complex which sold for $279 million, or 

about $289 per SF.  The buyer, LBA Realty, is expected 

to complete a repositioning of the property to open up 

the retail space and create outdoor common areas.  

The largest lease transaction this quarter was 206,333 

SF in Glendale to AAA Arizona at 5353 W Bell Rd. 
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Economic

Outlook

Economic Trends
Consumer 

Price Index 
Up .5% year over 

year as of 11/15

30-Year Fixed 

Mortgage
3.65% National Average, 

down from 3.5% 01/15

Phoenix Metro 

Unemployment
MSA,11/15- 5% 

down from 5.6% 11/14

Sustained job growth combined with an expanding economy has proved 2015 to be a favorable year for the commercial 

real estate market, indicating that the US Economy is gaining traction and continuing its recovery. Nationally, property 

prices are positioned to advance as inventory continues to shrink. National vacancy rates in all sectors besides multi-

family have seen a continuous decline this year. The industrial sector has led this trend with vacancy decreasing by 1.4 

percent, commercial and retail followed posting reductions of .8 and 1.3 percent respectfully, while multifamily rates 

saw an increase of 1.2 percent. Economically speaking, 2016 should be another productive year with US markets 

remaining healthy. Confidence in GDP growth is expected to hold steadfast through 2017, even with increasing capital 

market volatility extending from global economic uncertainty.  

 2015 saw an increase in the Fed’s key interest rate, signaling the end of Quantitative Easing. Low interest 

rates of the past few years have been aimed to increase the federal government’s ability to borrow money cheaply, 

enticing it from raising taxes or reducing spending to cover expenses, actions that would lead to economic contraction. 

Without these rock bottom interest rates one of the biggest uncertainties facing the US and abroad has been how the 

market will evolve without them. Luckily, according to Dr. Peter Linneman, Chief Economist of NAI Global, “there is no 

believable economic transmission mechanism from QE to economic growth”. Further he explains that “Interest rates 

must rise to market levels for the economy to boom”. 

 The Phoenix metro economy has out preformed the national average for the fourth straight year, expanding at 

a growth rate of 2.7 percent, above the national rate of 2.0 percent. This growth has translated into higher gains in 

personal income and retail sales, a trend that will continue at least through next year. Gains have not been spread out 

evenly though, Sectors in mining, manufacturing, construction and government have all seen negative job growth. But, 

these losses have been offset by the robust employment gains in the financial, healthcare and service sectors. 

 During 2015, the Phoenix industrial and office sectors- saw positive movement in net absorption, vacancy and 

rental rates. While the retail sector did not see much change in the way of absorption, it did witness much forward 

looking action in vacancy and rental rates. The most significant activity this quarter has been the upsurge of absorption, 

where the office sector posted over 2,000,000/SF in Q4, the biggest single quarter gain in more than a decade. 

Industrial also had a solid showing in the same category, coming in at over 3,000,000/SF in Q4. Further, rental rates 

have risen across the board this year, with the office sector leading the market seeing rates rise from $19.91/SF in 

Q4 2014 to $20.79/SF in Q4 2015. Retail rates have taken a nice hike as well, going from $13.88/SF to $14.34/SF. 

While showing improvement in every other indicator 

mentioned, the industrial sector showed the least 

amount of change in rates, seeing numbers go from 

$6.19/SF to $6.52/SF. If all factors remain steady, and 

the market maintains pace, 2016 should be another 

strong year for the Phoenix commercial market. 
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The Office Market is a compilation that includes Class A, Class B, and Class C buildings with at least 10,000 SF of space. Medical office buildings are included. Some information contained herein 

has been obtained from third party sources deemed reliable but has not been independently verified by NAI Horizon. NAI Horizon makes no warranties or representations as to the completeness 

or accuracy thereof. NAI Horizon makes no guarantee about projections, opinions, assumptions or estimates. Occasionally corrected or updated information becomes available for both current 

and historical data thereby invalidating specific comparison to previously issued reports.
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Type Total RBA
Direct 

Vacant SF
Sublet 

Vacant SF
Total 

Vacant SF

Direct 
Vacant 

%

Sublet 
Vacant 

%

Total 
Vacant %

Total Net 
Absorption

RBA 
Delivered

 RBA 
Under 
Const. 

Average 
Rental Rate 

(FS)
44th Street Corridor

Airport Area

Arrowhead

Camelback Corridor

Central Scottsdale

Chandler

Glendale

Loop 303/Surprise

Mesa Downtown

Mesa East

Deer Valley/Airport

Downtown

Gateway Airport/Loop 202

Midtown
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West I-10

Piestewa Peak Corridor

Pinal County

Scottsdale Airpark

Scottsdale South

South Tempe / Ahwatukee

Southwest Phoenix

Superstition Corridor

Tempe

Paradise Valley

N Phoenix/Cave Creek

Midtown/Central Phoenix

N Scottsdale / Carefree

North I-17

Northwest Phoenix

Type Total RBA
Direct 

Vacant SF
Sublet 

Vacant SF
Total 

Vacant SF

Direct 
Vacant 

%

Sublet 
Vacant 

%

Total 
Vacant %

Total Net 
Absorption

RBA 
Delivered

 RBA Under 
Const. 

Average 
Rental Rate 

(FS)

Q4 2015
Phoenix  
Submarkets
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Class A
A classification used to describe buildings that generally qualify 
as extremely desirable, investment-grade properties and 
command the highest rents or sale prices compared to other 
buildings in the same market. 

Class B 
A classification used to describe buildings that generally qualify 
as a more speculative investment, and as such, command 

lower rents or sale prices compared to Class A properties. 

Class C
A classification used to describe buildings that generally qualify 
as no-frills, older buildings that offer basic space and command 
lower rents or sale prices compared to other buildings in the 
same market.

Deliveries
Buildings that complete construction during a specified 
period of time. In order for space to be considered delivered, 
a certificate of occupancy must have been issued for the 
property.

Full Service Gross (FSG) Rental Rate
Rental rates that include all operating expenses such as utilities, 
electricity, janitorial services, taxes and insurance.

Leasing Activity
The volume of square footage that is committed to and signed 
under a lease obligation for a specific building or market in a 
given period of time. It includes direct leases, subleases and 
renewals of existing leases. It also includes any pre-leasing 
activity in planned, under construction, or under renovation 
buildings.

Net Absorption
The net change in occupied space over a given period of time. 
Unless otherwise noted, Net Absorption includes direct and 
sublease space.

Rentable Building Area (RBA)
The total square footage of a building that can be occupied 
by, or assigned to a tenant for the purpose of determining a 
tenant’s rental obligation. Generally RBA includes a percentage 
of common areas including all hallways, main lobbies, 
bathrooms, and telephone closets.

Submarkets
Specific geographic boundaries that serve to delineate a core 
group of buildings that are competitive with each other and 
constitute a generally accepted primary competitive set, or peer 
group. Submarkets are building type specific (office, industrial, 
retail, etc.), with distinct boundaries dependent on different 
factors relevant to each building type.

Under Construction
The status of a building that is in the process of being 
developed, assembled, built or constructed. A building 
is considered to be under construction after it has begun 

construction and until it receives a certificate of occupancy.

Vacancy Rate
A measurement expressed as a percentage of the total amount 
of physically vacant space divided by the total amount of 
existing inventory space. Under construction space generally is 

not included in vacancy calculations.

Vacant Space
Space that is not currently occupied by a tenant, regardless of 
any lease obligation that may be on the space. Vacant space 
could be space that is either available or not available.

Methodology | Definitions | Submarket Map

1.   44th St Corridor 

2.   Airport Area

3.   Arrowhead

4.   Camelback Corridor

5.   Central Scottsdale 

6.   Chandler

7.   Deer Valley/Airport

8.   Downtown

9.   Gateway Airport/Loop 202

10. Glendale

11. Loop 303/Surprise

12. Mesa Downtown

13. Mesa East

14. Midtown

15. Midtown/Central Phoenix

16. N Phoenix/Cave Creek

17. N Scottsdale/Carefree

18. North I-17

19. Northwest Phoenix

20. Paradise Valley

21. Piestewa Peak Corridor

22. Pinal County

23. Scottsdale Airpark

24. Scottsdale South

25. South Tempe

26. Southwest Phoenix

27. Superstition Corridor

28. Tempe

29. West I-10

PHOENIX OFFICE SUBMARKETS
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NAI Horizon knows commercial real estate.  With over 25 years in the Valley, NAI Horizon’s extensive market insight 

allows us to match client needs with the right solutions. NAI Global member firms span the U.S. and 54 other 

countries, with more than 375 offices and more than 6,700 local market experts on the ground.  Supported by the 

central resources of the NAI Global organization, member firms deliver market-leading services locally, and combine 

their in-market strengths to form a powerful bond of insights and execution for clients with multi-market challenges.

www.naihorizon.com

We are here.

Phoenix
@naihorizon

naihorizonblog.com

facebook.com/NAIHorizon

Nathan Pancrazi
Office Specialist

nathan.pancrazi@naihorizon.com

Andrew Veatch
Office Specialist

andrew.veatch@naihorizon.com
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