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Dallas-Fort Worth Metro Area

Stemmons Freeway Submarket a Unicorn
Amid Broader Office Sector Disruption

Diamond in the rough emerges. Masked by the overall office
sector interruption, one submarket in Dallas-Fort Worth has
quietly had an impressive showing. The Stemmons Freeway
corridor, spanning Interstate 35 northwest of the Dallas core, has
excelled. Vacancy here plummeted 510 basis points over the past
12 months ended in June. No other submarket recorded a vacancy
decline greater than 150 basis points during that span. Stemmons
Freeway benefits from its proximity to UT Southwestern Medical
Center, which generates space demand from healthcare firms.
Net absorption of more than 830,000 square feet over the past
year helped boost the local average asking rent by 9.6 percent
during that frame. Only four other submarkets had rent hikes of
at least 3 percent and none of those exceeded 5 percent.

Largest submarkets the most hindered. The Dallas CBD, Las
Colinas and Far North Dallas submarkets, which contain nearly
40 percent of Metroplex supply, each had year-over-year vacancy
rises of at least 400 basis points. In Far North Dallas, the increase
was largely due to supply, with local inventory growing 2.3 per-
cent over the past year ended in June. The Dallas CBD and Las
Colinas had expansions of 0.5 percent or less, though, indicating
headwinds in these areas stem from sluggish demand. Plans to
recall workers to offices and expand in denser corridors like these
should materialize in the coming quarters, however. This will
help demand realign as moderate construction in these submar-
kets buffers vacancy from rising too extensively.
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130,500
JOBS

will be created

EMPLOYMENT:

The Metroplex has added more than
91,000 jobs through August, putting a
full recovery of the 121,600 roles lost
in 2020 within sight. Employment is
expected to rise by 3.5 percent in 2021
including a 4.2 percent surge in tradi-

tional office-using roles.
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5,600,000
SQ. FT.

will be completed

CONSTRUCTION:

Annual delivery volume will exceed 5
million square feet for the sixth time
in the last seven years, with the 2021
addition growing market inventory
by 1.6 percent. The elevated pace of
arrivals could pose some headwinds

for the near-term recovery.
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90
BASIS POINT

increase in vacancy

VACANCY:

Net absorption will return to a positive
level as demand strengthens, a major
improvement from the negative 8.1
million square feet recorded in 2020.
Nonetheless, deliveries outpace
demand and keep vacancy moving

upward, reaching 22.2 percent in 2021.
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1.1%
INCREASE

in asking rent

RENT:

1t will be difficult to replicate the

2.0 percent year-over-year rent
growth registered in 2020 as higher
vacancy leads some operators to use
concessions amid competition for
tenants. Still, the average asking rent

will climb to $21.80 per square foot.
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VACANCY
280 basis point increase in vacancy Y-O-Y

Rent Trends

» The disruption was extensive, with both the Class A and B/C segments

mm Average Rent —— Y-O-Y Percent Change
R 4% noting annual vacancy jumps of at least 250 basis points. Overall, the
5 - vacancy rate in Dallas-Fort Worth climbed to 21.9 percent in June.
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= 18 0% * Quarterly elevations in five of the last six periods spanning back to the
beginning of 2019 brought the average asking rent to $21.65 per square
foot in June 2021. The rate is up 2.4 percent over the past 18 months.
Sales Trends —  Las Colinas posted the steepest rent decline among submarkets. Here,
w Average Price —— Average Cap Rate the asking rate fell 2.0 percent annually to $20.90 per square foot.
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s $210 7% g fell 30 percent in Greater Dallas and less than 5 percent in Greater Fort
£ z Worth. Despite the declines in both of these markets, the overall Dal-
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e Submarkets that recorded notable upticks in office asset trading include
* Forecast ** Through 2Q

Sources: CoStar Group, Inc.; Real Capital Analytics the Mid-Cities, Southwest Dallas and North Fort Worth. The Mid-Cit-
ies capture a larger share of Class A/B trades, while lower-tier offices in
the latter two submarkets attract private investors from Texas as well as

IPA Office out-of-state, creating some bidding competition.
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Tel: (415) 963-3000 | apontius@ipausa.com the past four quarters relative to the previous year, but they remain an

e Slightly fewer medical office assets traded in Dallas-Fort Worth over

appealing property type in the fast-growing Metroplex. Medical offices

For information on national office trends, contact: trade with an average sale price of roughly $260 per square foot with

John Chan, . .

n fuhang ) ) ) cap rates in the low-5 percent to mid-8 percent range. Buyers have
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The information contained in this report was obtained from sources deemed to be reliable. Every effort was made to obtain accurate and complete information; however, no representation, warranty or guarantee,
express or implied, may be made as to the accuracy or reliability of the information contained herein. Note: Metro-level employment growth is calculated based on the last month of the quarter/year. Sales data
includes transactions sold for $1 million or greater unless otherwise noted. This is not intended to be a forecast of future events and this is not a guaranty regarding a future event. This is not intended to provide specific
investment advice and should not be considered as investment advice. Sources: IPA Research Services; Bureau of Labor Statistics; CoStar Group, Inc.; Real Capital Analytics
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