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Construction Increases
Despite Stalled Absorption 

Overview

The Metro Atlanta office market exhibited reduced leasing activity during the

first quarter of 2008 - not an unexpected result of economic forces impacting

space requirements for tenants in the marketplace. The lingering drought,

stagnating housing market, tightening lending standards and increasing cost

of energy has placed downward pressure on many sectors of the economy.

However, Metro Atlanta’s fundamentals remain strong and have counter-

acted some of the negative effects of an economy in flux with continued

increases in employment, personal income growth and strong consumer

spending. Additionally, Metro Atlanta ranked 2nd in the nation in population

growth over the last year and added approximately 55,000 new jobs during

the same period. The positive job growth is particularly important as it is

directly correlated to office space demand and may also stem potential

negative absorption. 
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Market Activity

Despite some significant new deals executed, overall net absorption fell

during the first quarter with approximately 280,000 square feet worth of net

occupancy losses. The majority of the loss was experienced in the Central

Perimeter and Midtown submarkets and to a lesser degree in Buckhead.

Homebanc Mortgage filed bankruptcy in August of 2007 and recently vacated

its 160,000 square foot space at 2002 Perimeter Summit. Additionally, Central

Perimeter took a direct blow when AT&T Wireless announced it would move

out of its 300,000 square foot space at Glenridge Highlands Two and relocate

to Lenox Park in Buckhead. 

The majority of the recently emptied space has yet to be backfilled, but there

is light at the end of the tunnel in the form of prospects rumored to be in the

hunt for new space. Among them are software giant Oracle Corporation,

which is said to be looking for approximately 100,000 square feet of space,

and BCD Travel, which may move quickly to find upwards of 90,000 square

feet. Additionally, the Reznick Group recently helped reduce vacancy at 2002

Perimeter Summit by expanding into an additional 25,000 square feet. 

The FIRE rich Midtown and Downtown office environments essentially

canceled out each other’s quarterly absorption with Midtown losing 200,000

square feet and Downtown absorbing 191,000 square feet. Cousins’ 191

Peachtree Tower continued its successful run signing Deloitte to a 260,000

square foot renewal and expansion deal and bringing the tower to 87 percent

leased. Newmark Southern Region recently announced it will occupy 21,000

square feet in the 201 17th Street building at Atlantic Station in Midtown.

A bit further north, IT Services Firm Wipro Technologies signed a 30,000

square foot lease at Piedmont Center 14. There are a good number of tenants

seeking space in Buckhead and more favorable rates may appear as an

abundance of new space delivers to the market over the next two years. The

North Fulton office submarket market posted negative net absorption activity

in the first quarter with occupancy losses totaling 45,000 square feet. Despite

the overall negative activity, the Class A sector of the market posted positive

absorption of 132,000 square feet - a vast improvement over the fourth

quarter. Asking rental rates for Class A space in North Fulton are averaging

$20.67 per square foot, which is roughly $1.50 per square foot less than the

Metro Atlanta average, making this submarket attractive to companies

seeking a suburban office environment. Recent activity in North Fulton
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includes International Environmental Management Inc. inking a 19,000

square foot deal at the Northwinds V building and Gresham Smith and

Partners renewing for 10,000 square feet at Georgia 400 Center II.

Construction Update

Buckhead is “bucking” the trend of reduced development activity in the face

of slow growth with nearly two million square feet under construction.

Projects such as Tishman Speyer’s Two Alliance Center and the office

component of Regent Partners 3344 Peachtree are competing for tenancy,

to the likely detriment of older Class A and upper B properties which

inevitably lose their luster once new product delivers. Additionally, Crescent

Resources is adding to the building boom and recently broke ground on

Phipps Tower, a 475,000-square-foot project located on the Buckhead Loop.

The redevelopment of Buckhead Village will add another 300,000 square

feet into the mix with the Buckhead Esplanade building complemented by

high-end retail and residential properties. 

Further south, the12th & Midtown building will add 725,000 square feet to

the office inventory and will include a 400 room hotel and 60,000 square feet

of retail space. Atlantic Station is also active this quarter with continued

construction of 271 17th street, which is slated to deliver nearly 300,000

square feet. Approximately half of the building is already committed. In North

Fulton, Jones Lang LaSalle has two projects under construction totaling

360,000 square feet, and there are several smaller Class B projects under

development or slated to begin construction in the coming weeks.  

Outlook 

Leasing activity has leveled off, but it could be worse. The widespread

southeastern drought is beginning to soften, and the housing market, while

experiencing some contraction, has fared better in the South than in other

areas of the nation. Developers in the Buckhead and Midtown submarkets

continue to build and may face challenges in the coming months securing

tenancy amidst a glut of new space. Decision makers appear to be in a “wait

and see” mode. How and when this cycle breaks remains to be seen.

Atlanta’s continued positive job growth paired with a bit more time for

recovery in the lending and financial markets will ultimately lead to future

demand for space.
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2007 Class A Net Absorption by Submarket
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Nationwide coverage delivered through the Grubb & Ellis system.

Construction Watch

First Quarter 2008

New Speculative Development New Build-to-Suit Development New Owner Occupied Development

Under Preleased Completed Completed Under Completed Completed Under Completed Completed

Construction % This Qtr YTD Construction This Qtr YTD Construction This Qtr. YTD

CBD - - 10,923 10,923 - - - - - -

Suburban 4,091,215 29.5% 400,160 400,160 354,953 - - 171,251 10,000 10,000

Total 4,091,215 29.5% 411,083 411,083 354,953 - - 171,251 10,000 10,000
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Some of the data in this report has been gathered from third party sources and has not been independently verified by Grubb & Ellis. 
Grubb & Ellis makes no warranties or representations as to the completeness or accuracy thereof. 

Office Market Snapshot Atlanta First Quarter 2008

(1) Inventory includes multi-tenant and single tenant buildings with at least 20,000 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.

* Grubb & Ellis statistics are audited annually and may result in revisions to previously reported quarterly and final year-end figures.

Inventory: Office inventory includes all multi-tenant and single tenant buildings at least 20,000 square feet. Owner-occupied, government and medical buildings are 
not included.

Construction Type: Speculative ("spec") construction is designed to attract tenants likely to be in the market when the project is leasing. Build-to-suit construction is designed
for a specific tenant.

Office Building Classifications: Grubb & Ellis adheres to the BOMA guidelines. Class A properties are the most prestigious buildings competing for premier office users with
rents above average for the area. Class B properties compete for a wide range of users with rents in the average range for the area. Class C buildings compete for tenants
requiring functional space at rents below the area average.

Vacancy and Availability: The vacancy rate is the amount of physically vacant space divided by the inventory. The availability rate is the amount of space available for lease
divided by the inventory.

Net Absorption: The net change in physically occupied space over a period of time.

Asking Rent: The dollar amount asked by landlords for available space expressed in dollars per square foot per year in most parts of the country and dollars per square
foot per month in areas of California and select  ed other markets. Office rents are reported as full service where all costs of operation are paid by the landlord up to a base
year or expense stop.

Average Weighted Asking Rent: An average market rent where the asking rent for each building in the market is weighted by the building size.

Office Market Terms and Definitions


