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HIGHLIGHTS:
• OFFICE: Lowest vacancy rate
since 2008 as class B space posts
nearly 40% of overall absorption
• MEDICAL OFFICE: Overall
vacancy at 11.1% with more
than 905,000 sf of new projects
currently under construction
• INDUSTRIAL: More than 3 msf
of new space under construction
as vacancy rate drops to 9.5%
• LAND: Increase in speculative
purchases for industrial
development as residential
market slows
• RETAIL: Vacancy rate ticks
downward even as 1 msf of
new space is delivered
• MULTI-FAMILY: Demand remains
high as vacancy hits 2.5% with
3,500 new units delivered in
second half
• INVESTMENT AND CAPITAL
MARKETS: Investor interest
expands to broader spectrum of
properties as pricing and activity
levels remain high
• HOTELS: Record occupancy
levels driving development and
sale activity across the market

Helping You Navigate Today’s Real Estate Market

Increasing Investor Demand and Strong Industrial Market Drive Another
Year of Solid Growth in Twin Cities Commercial Real Estate Market
The Twin Cities commercial real estate market enjoyed continued success in second-half 2014. The overall vacancy rate declined to 10.9%,
and all property types experienced positive absorption. More than 1 million square feet (msf) of new construction is underway across the
market, which is a rate of development not seen since 2009.

“

APARTMENTS REPORT RECORD SALES
Multi-family is blazing new territory in pricing, sales volume
and cap rates as the market approached $1 billion in sales by
year end. This would be the highest sales volume since 2005.
New pricing records are being set, and downtown
Minneapolis continues to be a highly sought-after market as
new upscale properties are delivered. Class A properties are
trading at 4.5-5.0% cap rates, and even class B suburban product
has surpassed prior peak price levels. Portfolio sales also
dominated activity as several local, long-term owners
decided the timing was right to sell. Fundamentals remain strong
with record-low vacancy rates, increasing rents and virtually no
concessions despite all of the new construction. Approximately
5,000 new units were delivered by year-end 2014.

5,000 NEW APARTMENT UNITS WERE
DELIVERED TO THE MARKET IN 2014
(3,500 IN THE SECOND HALF OF THE YEAR)

”

MEDICAL OFFICE EXPANDING QUICKLY

HISTORICAL CONSTRUCTION

The Twin Cities multi-tenant medical office market continued
to strengthen and expand in second-half 2014 as many new
projects completed construction and opened in both oncampus and off-campus properties. While 2014 construction
numbers were impressive, there is a larger inventory underway in 2015. Approximately 905,000 sf of space is currently
underway and set to be complete by the end of next year.
One notable trend in the medical office market’s activity is a
fundamental shift in the type of product being built. The multitenant medical office buildings common in the 1990s are not
what is being built today. New development is dominated by
projects sponsored by healthcare systems or anchored by large
practice groups. This is reflected in the numerous single-tenant,
off-campus projects. Healthcare providers continue to strive
to be more efficient and more responsive, and this is having a
significant effect on their real estate strategies.

Twin Cities Medical Market – 2nd Half of 2014
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RECORD NEW CONSTRUCTION IN INDUSTRIAL MARKET
Buoyed by an improving economy, the Twin Cities industrial market absorption totaled
1.26 msf in the second half, which was double first-half absorption. All product types—bulk/
warehouse, office/warehouse and office/showroom—reported positive absorption. Fueled by a
9.5% vacancy rate,developers are bullish and broke ground on 3.48 msf of speculative and build-to-suit
developments—the most new construction since the late 1990s. The lack of large, high-clear,
efficient, modern blocks of space is prompting demand. Most development is occurring in the
Northwest submarket. All this new construction is expected to put some upward pressure on
existing rates.

Submarket reports available at www.northmarqcompass.com
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RETAIL VACANCY INCHING DOWNWARD
The vacancy rate in Twin Cities retail centers declined to 7.1% at year end, approaching
the pre-recession levels of 2007. More than 1.1 msf of new space was delivered to the
market in 2014. This included numerous mixed-use projects, the Twin Cities Premium
Outlets and many small multi-tenant and freestanding buildings that redeveloped prime
corners.The grocery category has remained active despite Roundy’s exit from the market
in 2014. Many new and local players are stepping forward to take that lost market share,
including Lunds/Byerly’s, Cub Foods, Hy-Vee, Jerry’s Foods, Fresh Thyme Farmers Market,
Whole Foods, Trader Joe’s and Kowalski’s.

STRENGTH IN HOTEL AND AUTOMOTIVE
Minnesota’s hotel industry is strong. Occupancies are at a record high, and rates are
trending up, creating great value for hotel owners. Private investors and groups are
actively buying, selling and/or developing properties throughout the metropolitan area
and outstate, which made for a very productive 2014. The average daily rate (ADR) yearto-date for Twin Cities hotels rose, and revenue per available room (RevPAR) increased to
$74.71 overall year to date, which is now comparable to the national average of $75.66.
With car sales at record high, auto dealerships are looking for more space to sell and
paying a premium for the “A” areas in the Twin Cities market. Some of these areas include
Robert Street in West St. Paul, along I-394 in Minnetonka and St. Louis Park, and along
I-494 in Bloomington. If dealerships are not pursuing new sites, they are expanding on
their existing sites.

INVESTORS EXPAND INTEREST IN OFFICE
PROPERTIES WHILE TENANTS FLOCK TO
RENOVATED CLASS B SPACE
More than $1.26 billion in office property sales closed in the
Twin Cities in 2014, and investor demand has expanded beyond
value-add investments to include more stabilized assets, both
CBD and suburban. Vacancy has decreased to 2008 levels,
despite the trend among companies to reduce their overall footprints by 10-25%. Notably, class B properties secured nearly 40%
of market’s overall absorption for the year. Looking ahead, quality
buildings will likely continue to press rates, and landlords should
have more pricing power, especially on renewals and expansions.

OUTLOOK
In the first half of 2015, more than 1 msf of positive absorption is projected across all
property types and nearly all submarkets as activity in the multi-tenant market continues to
improve. Strong fundamentals in the overall market have made the Twin Cities an attractive
market for commercial real estate investors, and interest will likely remain high even as
the type of properties under consideration expands. Construction activity is anticipated
to remain robust with projects already in the pipeline for Industrial, Retail, Medical Office,
Multi-Family, Hotels, and Office. Construction costs are expected to continue rising as the
market for both materials and labor tightens, which could begin to push rates in some areas.

MORE ONLINE
More information by submarket
and/or product type, including:
• Vacancy, absorption and rental rates
• Transaction and investment sale activity
• Projections for the next 6-12 months

Submarket reports available at www.northmarqcompass.com
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ABOUT CUSHMAN &
WAKEFIELD | NORTHMARQ
Cushman & Wakefield | NorthMarq
manages more than 42 million
sq. ft. of retail, industrial and
office assets, completes more
than $1 billion in transactions
annually and employs more than
450 professionals. Through
its partnership with Cushman
& Wakefield, the company
provides innovative solutions to
its occupier and investor clients
within the Minneapolis/St. Paul
region and around the world,
offering Transaction Services,
Capital Markets Services,
Occupier and Investor Services
and Real Estate Advisory.

Market Quick Facts
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LOCATION

UNEMPLOYMENT RATE
(AS OF
NOV.form
2014) the core of a metropolitan region
The “Twin Cities” of Minneapolis and St.
Paul
encompassing 6,046 square miles and consisting of 13 counties: Anoka, Carver, Dakota,
Hennepin, Ramsey, Scott, Washington, Isanti, Chisago, Sherburne and Wright in Minnesota, as
well as Pierce and St. Croix counties in Wisconsin.

3% most innovative
5.5%state
Bloomberg rated Minnesota as the 10th
in 2013, and Forbes magazine identified the Minneapolis-St.
Paul metro area as one of its “Best
Places for Business
and
TWIN CITIES
NATIONAL
Careers” in the U.S., ranking it 23rd
among
the
nation’s
largest
Source: Minnesota Department of
Employment and Economic Development
metros. (Forbes, 2013).
(MN DEED)

UNEMPLOYMENT RATE
(AS OF NOV. 2014)

3%

HOUSING PRICES
The Twin Cities median single-family home price (as of
fourth-quarter 2014) is $179,000, compared with $170,000 in
fourth-quarter 2013. (Source: Minnesota Association of Realtors)

5.5%

TWIN CITIES

NATIONAL

Source: Minnesota Department of
Employment and Economic Development
(MN DEED)

TWIN CITIES EMPLOYMENT BREAKDOWN
TOTAL NONFARM EMPLOYMENT
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Source: Bureau of Labor Statistics
(not seasonally adjusted)

9%

BUSINESS STRENGTHS

Leisure and
Hospitality

and
15% Professional
Business Service

17% andeducated
Health
Major business strengths in the Twin Cities include a highly
workforce, excellent
Source: Bureau of Labor Statistics
seasonallymetro
adjusted)
transportation services, a diverse economic base and available capital.(notThe
area is
home to 19 Fortune 500 companies representing a broad spectrum of industries. The
Minneapolis-St. Paul area’s employment base does not rely on any single industry, which
allows it to weather recessions and economic downturns in specific industries.
Education

Minnesota was rated the
sixth top state for business
by CNBC’s “Top State for
Business” in 2014. This rank
was based on the cost
of doing business, workforce, transportation and
infrastructure, education,
access to capital and quality
of life.

TWIN CITIES LABOR FORCE,
EMPLOYMENT & UNEMPLOYMENT
EMPLOYMENT
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1

PERCENT

The Compass report includes information for
multi-tenant office, industrial and retail projects
greater than 20,000 sq. ft. and multi-family for-rent
properties. Not included are owner-occupied,
government or single-tenant buildings. Not all
information and insights we’ve collected can be
published in any given volume.

13%

MILLIONS

ABOUT THIS REPORT: The Compass report was
created by Cushman & Wakefield | NorthMarq
experts using Twin Cities commercial property data
from the first six months of 2014. The data used
for this report has been obtained from sources
which we deem reliable. While every effort has
been made to report accurate data, Cushman &
Wakefield | NorthMarq cannot guarantee the
accuracy of this market report. Furthermore, we
cannot assume responsibility for any omission of
data which may occur. It is our intent to provide
the best possible information regarding the office,
industrial, land, retail, multi-family and investment
markets while leaving the reader the responsibility
of further verification before using this report for
business and/or financial decisions.
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