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Landlords Begin to Flex Muscles
Momentum in the office market remained positive during the fourth quarter. The pace of new construction continued to be steady.

Most new projects experienced strong absorption of at least 50 percent occupancy upon completion. Lease up times for new projects

has continued to meet expectations for most developers. Throughout 2006, many tenants were willing to pay higher rents for new

buildings with higher quality finishes and build-outs. Existing buildings, on the other hand, were finally able to increase rates given

a healthy, stable vacancy rate.

Tenant improvement allowances provided by landlords will be key to making deals. Rising construction costs have caused landlords

to provide minimal improvement allowances. The typical allowance is for basic paint and carpet, beyond which tenants must cover

the expenses. This trend is a major reason new

construction projects are doing well. Developers

of new projects are generally providing more

attractive build out amounts compared to

existing office buildings.

Even though vacancy increased 80 basis

points, the rise was not a sign of a weakening

market. This increase was the result of two

factors.  The first was the shuttering of America

Online’s 65,000 square foot call center office in

the North I-25 submarket. This closing was part

of AOL’s planned company wide downsizing.

The space is not expected to remain vacant for long.  It offers inventory that is tough to find – large contiguous floor plates in a

desirable, centralized location. The second factor increasing vacancy was 83,000 square feet of new space completed. These five

new buildings still had 40,000 square feet of vacant space at the end of the quarter.

15.1 13.4 13.2 13.2 12.5 12.8 12.7 12.6 13.4 

4Q/04 1Q/05 2Q/05 3Q/05 4Q/05 1Q/06 2Q/06 3Q/06 4Q/06 

16%

14%

12%

10%

(1) Inventory includes multi-tenant and single-tenant buildings with at least 10,000 sq. ft.
(2) Vacant space includes both vacant direct and vacant sublease space.
(3) Space under construction includes speculative and build-to-suit for lease projects.
(4) Asking rates are per square foot per year, full service. Rates for each building are weighted by the size of the building.
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(1) Inventory includes multi-tenant and single-tenant buildings with at least 10,000 sq. ft.
(2) Vacant space includes vacant sublease space.
(3) Space under construction includes speculative and build-to-suit for lease projects and owner built projects.
(4) Asking rates are per square foot per year, NNN. Rates for each building are weighted by the amount of available space within the building.
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Industrial Market Trends
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Vigorous Leasing, Construction Activity in 2006
The year ended with a bang as the industrial market posted its lowest vacancy in at least six years. The new rate, 6.5 percent, is

sharply down from 7.1 percent in the third quarter.  The significant drop is due in no small part to the December occupancy of the

long awaited 870,000 square foot Tempur-Pedic mattress factory in the West Mesa.  Although the factory will not be fully operational

until January 2007, Tempur-Pedic is preparing the facility to begin manufacturing.

But fourth quarter positive absorption would

have occurred even without the addition of

Tempur-Pedic as 195,000 square feet of

additional new construction was completed in

other submarkets, including the 87,596 square

foot Advent Solar building in Mesa del Sol and

the Emcore photovoltaic expansion of 20,000

square feet in the Southeast Heights. Of

overall new industrial product delivered, owner-

users occupied 977,000 square feet of space,

while the remainder comprised speculative

projects.  Of these projects, roughly 80 percent

is already occupied. 

Even with new construction left out of the equation, the fourth quarter still saw positive absorption within existing inventory.  The

West Mesa experienced the most activity with Prime Therapeutics moving into a 71,150 square foot flex building recently

vacated by a GE call center. Another big move was ARVADA Hardwood Floor Company who occupied 75,900 square feet of

warehouse space.  Well over 2,000,000 square feet was absorbed in 2006 and ample construction projects in the pipeline indicate

that the vacancy rate should tighten further in 2007.  

10.7 10.6 11.0 11.2 10.5 8.8 7.9 7.1 6.5

4Q/04 1Q/05 2Q/05 3Q/05 4Q/05 1Q/06 2Q/06 3Q/06 4Q/06 

12%

18%

14%

10%



(1) Inventory includes multi-tenant, single-tenant and owner-occupied buildings with at least 10,000 sq. ft.
(2) Vacant space includes both vacant direct and vacant sublease space.
(3) Space under construction includes speculative and build-to-suit for lease projects and owner-built projects.
(4) Asking rates are per square foot per year, triple net. Rates for each building are weighted by the amount of available space within the building.
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Retail Market Trends
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Vacancy Inches Lower
Throughout 2006, vacancy hovered in the 8 percent range, consistently lower than in recent years. The fourth quarter posted the lowest

vacancy yet, at 8.4 percent. Over a million square feet was absorbed during the year, more than twice that of 2004. Most of the new

demand in the fourth quarter was due to tenants with pre-leased space taking occupancy of new construction completions.

The opening of two Kohl’s stores in Cottonwood

and the Far Northeast Heights drove free-standing

activity and accounted for almost 190,000 square

feet of new construction and an equal amount of

absorption. The second greatest activity was

seen in a product type new to Albuquerque, the

“specialty-theme” center.  Often described as a

“lifestyle center,” this product type is characterized

by restaurant, fashion and entertainment-oriented

tenants.  The opening of Phase I of ABQ Uptown

brings 171,000 square feet of specialty-theme

product online, as well as a host of prestigious

national tenants that are new to New Mexico.

Because it’s the first of its kind in this area, ABQ

Uptown is also expected to bring consumers

from all over the state and give a boost to the

retail shopping profile of Albuquerque. The remaining 121,000 square feet of new construction was distributed about evenly among

community, neighborhood and strip centers.

The Albuquerque Metro area retail sector is strong, going into 2007.  According to the UNM Bureau of Business and Economic Research,

personal income growth increased to 8.0 percent in the second quarter of 2006 while the economy added 25,167 (net) new jobs from the

third quarter of 2005 to the third quarter of 2006. These factors, combined with decreasing fuel costs, contribute to consumer confidence,

which in turn, bodes well for both landlords and tenants.
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