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Tucson Industrial, Q2 2015

Pressure Builds as Industrial 

Market Supply Continues to 

Tighten
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Figure 1: Vacancy Rate vs. Lease Rate

As we reach the halfway mark of 2015 and consider 
what’s in store for the second half, a look back at 
the previous two years tells contradicting stories. In 
2013, by the end of the second quarter the 
industrial market had recorded over 270,000 sq. !. 
of positive absorption, but slightly tapered o" in 
the second half of the year, ending with just less 
than 400,000 sq. !. of positive net absorption. 
Conversely, 2014 reported a little over 86,000 sq. !. 
of adjusted positive net absorption in the first half 
of the year, but ended the year strong to post a total 
of just over 325,000 sq. !. Fast forward to the 
present, the second quarter of 2015 reported 
58,077 sq. !. of positive net absorption, which 

brings the year-to-date total to 238,144 sq. !. This 
begs the questions of which industrial market 
activity will Tucson experience in the second half of 
the year?

If the second quarter is any indication, 
productivity, in terms of absorption, is likely to 
slow down. Much of the new leasing activity in the 
last quarter derived from users smaller than 10,000 
sq. !. The market experienced only a small handful 
of new leases greater than 10,000 sq. !. The smaller 
spaces, however, are seeing more activity now that 
the changing economic climate has become less 
volatile for users seeking to enter or reenter the 
market and/or expand operations. 
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 Submarket
Gross Rentable 

Area
Vacancy 
Rate %

Availability 
Rate %

Q2 2015 Net 
Absorption

2015 Net 
Absorption

Under 
Construction SF

Average Asking 
Lease Rate 

Monthly (NNN)*

Airport  8,193,047 18.6 21.1 (6,857) (86,401) 228,440 $0.50

East Central  1,161,300 9.7 10.0 (8,522) (18,777) 0 $0.51

North Central  1,124,817 2.9 2.9 7,550 8,517 0 $0.72

Northeast  67,200 1.8 1.8 0 0 0 $0.56

Northwest  6,724,037 6.4 9.0 (10,667) (106,325) 60,000 $0.50

Southeast  10,918,995 9.7 12.1 36,633 110,784 48,000 $0.54

Southwest  2,213,097 7.2 14.7 22,171 13,051 0 $0.51

West Central  4,886,450 6.7 9.3 17,769 317,295 0 $0.44

Totals/Averages  35,288,943 10.4 13.0 58,077 238,144 336,440 $0.51

* L e a s e  r a t e s  a r e  q u o t e d  a s  a  t r i p l e  n e t  w e i g h t e d  a v e r a g e  o f  a l l  l e a s e  t y p e s  b a s e d  o n  a s k i n g  p r i c e  p e r  s q u a r e  f o o t  p e r  y e a r

S o u r c e :  CBRE Research, Q2 2015.

Figure 2: Industrial Market Statistics

While the smaller lease transactions help keep the 
industrial market moving in the right direction, the 
need for larger users in the market cannot be 
overstated. There is still a handful of high quality, 
large industrial spaces available in the market that, 
if occupied, could immediately impact the 
landscape of the industrial market. The industrial 
market vacancy dropped to 10.4% in the second 
quarter, a mere 10 basis point drop from the 
previous quarter. The market vacancy rate won’t see 
any more significant movement as long as the 
larger vacancies remain on the market. If Tucson is 
successful in occupying these remaining existing 
availabilities, then average asking rates could 
experience another rise, as supply tightens and 
demand holds steady.

The average triple net asking rate for industrial 
product held its position at $0.51 per sq. !. per 
month in Q2 2015. However, experts expect that 

mark to “rise with the tide” if the market 
experiences a more significant decrease in 
vacancies. In the event of a significant change in 
the vacancy rate, the asking rate will eventually 
climb to a level that is conducive to speculative 
development. Currently, all construction activity is 
concentrated on build-to-suit activity, with several 
projects slated to add finishing touches before 
being occupied by their respective users in the next 
month. The build-to-suit trend will continue in the 
near future with Home Goods, Inc. recently 
announcing a roughly 800,000 sq. !. build-to-suit 
regional distribution center to be constructed in 
the Airport submarket. If the agglomeration theory 
is to hold any weight, this submarket could see 
more projects for build-to-suits or, perhaps some 
speculative development due to the presence of 
this major corporate tenant. 
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ECONOMY & UNEMPLOYMENT RATE

Arizona’s economy has continued on its slow 
growth path, posting a modest 1.9% growth in 
employment for 2014, which was just below the 
2.0% benchmark set by the Arizona Department of 
Administration and U.S. Bureau of Labor Statistics. 
While job gains have been on the rise, greater 
progress has been impeded by the modest housing 
recovery and federal fiscal drag. Last year’s job 
gains picked up steam in the second half of 2014 
and have carried momentum over to 2015 as 
unemployment rates for Arizona and Tucson have 
fallen to 6.0% and 5.1%, respectively. While 
Arizona continues to recover jobs lost during the 
Great Recession, there is still much work to be 
done before Arizona and Tucson reach pre-
recession levels. Arizona has recovered 78.1% of 
the jobs lost during the downturn and Tucson has 
recovered 52.1%, while the United States has not 
only replaced the jobs lost, but has also now added 
an additional 32.3% jobs since the peak before the 
Great Recession. 

One of the factors that have hindered Arizona’s 
employment growth this past year was federal 
fiscal drag, much of which stems from the federal 
sequester on government activity which began in 
2013 and is still in motion. These cuts have not 
only impacted growth in federal employment, but 
also in the private sector through reduced federal 
procurement and consumption of goods and 

services. Arizona federal government employment 
fell by 1.6% in 2013 and 1.8% in 2014, with Phoenix 
and Tucson both losing federal government jobs 
during this span. The decline has likely had a 
bigger e"ect on Tucson than Phoenix or the state, 
as we have a larger presence of federal government 
activity, both civilian and military. Tucson’s federal 
activity accounted for 7.7% of the economy’s GDP 
in 2012, compared to 1.9% for Phoenix, 3.9% for 
Arizona, and 3.8% for the U.S. 

Arizona’s economic outlook forecasts more slow 
growth as the end of the Great Recession continues 
in 2015, with job, population and income gains 
reporting below average growth when compared to 
the 30 years prior to the downturn. However, 
expected job gains in the state are forecasted to 
outpace the national average going forward. 
During the next three years Arizona is expected to 
add nearly 200,000 net new jobs, most of which will 
be in the service-providing sectors. Construction 
employment is forecast to pick up steam as the 
housing market begins a serious path to recovery, 
while manufacturing and government employment 
is expected to remain steady at the current rate. 
Over the next three years as employment rates drop 
and labor markets tighten, the local economy will 
experience a steady incline in wages per worker, 
which in turn will contribute to higher net 
migration and overall population gains.
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Figure 3: Unemployment Rate
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VACANCY RATE

The Tucson industrial market closed Q2 2015 with 
a slight decrease in vacancy to 10.4%, down from 
last quarter’s 10.5%. Year-over-year vacancy has 
now dropped 100 basis points.

The submarkets that recorded the highest vacancy 
rates of Q2 2015 were as follows: the Airport, 
reporting 18.6%, flat from last quarter; the 
Southeast at 9.7% vacancy, down 40 basis points 
from last quarter; East Central, recording a vacancy 
rate of 9.7%, up 70 basis points; and the Southeast 
with 9.7% vacancy, down 40 basis points from last 
quarter. Submarkets that recorded the lowest 
vacancy rates were as follows: the Northeast with 
1.8%, unchanged from last quarter; North Central 
at 2.9%, down 70 basis points from last quarter; the 
Northwest at 6.4 %, a slight uptick from last 
quarter’s 6.3% vacancy rate; West Central with 
6.7%, a decrease of 30 basis points; and the 
Southwest with a significant drop to 7.2%, down 
100 basis points from last quarter.

ASKING RENTAL RATE

Industrial average triple net asking rates held 
steady at $0.51 per sq. !. per month. Considering 
the averages rates held at $0.47 per sq. !. per 
month for several years before rising to the current 
rate, holding this higher rate quarter-over-quarter 
is another step in the right direction.

Evaluating by product type, warehouse/distribution 
and R&D/flex spaces both reported increases in 
average asking triple net rates with warehouse/
distribution experiencing a slight tick up to $0.45 
per sq. !. per month from $0.44 last quarter, while 
R&D/flex dropped a penny to $0.71 per sq. !. per 
month. Manufacturing space experienced another 
drop of $0.02 per sq. !. per month drop from last 
quarter to $0.37 per sq. !. per month.

The lone submarket to experience a positive 
change in average asking rates was East Central, 
with a $0.04 increase to $0.51 per sq. !. per month. 
The following submarkets held their average 
asking rental rates from last quarter: the Airport at 
$0.50 per sq. !. per month; Northeast at $0.56 per 
sq. !. per month; the Northwest at $0.50 per sq. !. 

Figure 4: Vacancy Rate

Figure 5: Asking Rental Rate

S o u r c e :  CBRE Research, Q2 2015.
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The vacancy rates for warehouse/distribution and 
R&D/flex properties decreased over Q2 2015. 
Warehouse/distribution decreased to 11.8% from 
12.0%, while R&D/flex product experienced a drop 
in vacancy to 8.6% from 8.9%. The manufacturing 
product activity was very flat, recording zero 
percent change in vacancy over the second quarter.

per month and the Southwest at $0.51 per sq. !. 
per month. 

The following submarkets reported a decrease in 
average asking rates in Q2 2015: North Central 
dropped $0.04 to $0.72 per sq. !. per month, the 
Southeast decreased one penny to $0.54 per sq. !. 
per month, and West Central decreased $0.04 to 
$0.44 per sq. !. per month.
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NET ABSORPTION RATE

The Tucson industrial market recorded yet another 
quarter of positive net absorption with 58,077 sq. 
!. Compared to the first half of last year the 
industrial market is far ahead of the pace. With 
238,144 sq. !. of total positive net absorption for 
2015, the market is outpacing last year’s first half 
by 151,682 sq. !. 

The submarkets that reported positive net 
absorption were North Central with 7,550 sq. !., 
the Southeast with 36,633 sq. !., the Southwest 
with 22,171 sq. !., and West Central with 17,769 sq. 
!. The Northeast submarket recorded a flat 0 sq. !. 
of net absorption in Q1 2015. 

The remaining submarkets recorded negative net 
absorption: the Airport with negative 6,857 sq. !., 
East Central with negative 8,522 sq. !., and the 
Northwest with negative 10,667 sq. !.

Figure 6: Net Absorption Rate

S o u r c e :  CBRE Research, Q2 2015.
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Figure 7: Key Transactions

* Re n e w a l
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Size Sq. Ft. (±) Tenant Address

162,478 Highland Valley Partners* 6874 S. Palo Verde Rd. Tucson, AZ

36,237 &HQWHUÀHOG�%DVHEDOO�	�6RIWEDOO�$FDGHP\ 5120 S. Julian Dr. Tucson, AZ

28,971 GW Plastics 2700 E. Executive Dr. Tucson, AZ

16,400 0DVWHN�,QQHUVWHS 3280 E Hemisphere Loop

14,335 Walden Finance LLC 1780 E. Benson Hwy. Tucson, AZ
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Disclaimer: Information contained herein, including projections, has been obtained from sources believed to be reliable. While we do not doubt its accuracy, we have not 
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