
Challenges & Opportunities for Privately Held Business

MARKET REPORT

The pandemic has challenged business owners on a 

number of fronts, but as we head into Q2, the federal 

stimulus package/CARES Act and SBA disaster 

assistance – combined with other market factors – 

have business owners thinking beyond coronavirus 

and planning for the end of the shutdown. 

While rental growth will flatten in the coming months, 

rates will not drop drastically in the short term. It took 

roughly three years for rental rates to hit the bottom 

following the 2008/2009 recession. 

What we will see is good value in subleases flooding 

the market. With the right sublet term length, privately 

held businesses can take advantage of plug-and-play 

spaces that have build-outs in place, along with 

furniture, and data infrastructure. Flexibility and cash 

will be king. Ready-to-go spaces will allow business 

owners the opportunity to hold onto their cash. We 

Looking Ahead

According to a survey of CFOs and finance leaders by Gartner, some CFOs are planning to shift at least some 

of their onsite workforce to remote positions. The CFOs and owners we talk to disagree – citing culture and 

collaboration as key drivers to their business success, innovation and growth. 

For the suburban market, the pandemic could be a boon. Businesses may start to rethink density and higher 

costs in the city; opting for a satellite o�ce in the city, with headquarters in less populated areas. 
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also anticipate many Landlords continuing to build 

spec spaces in order to o�er tenants ready built 

spaces at flexible terms. Those will be competing 

with subleases, which in turn should provide for 

more competitive direct rent pricing. We speculate 

that well capitalized Landlords will be in a great 

position to “buy” deals for deserving businesses. The 

similarity between this event and any other 

economic event is simple – well capitalized 

Landlords and Tenants will benefit dramatically in 

the near term. 

Beware of the potential for lease restructures, 

referred to as “blend and extend” now, under the 

guise of immediate rent relief. These deals are 

typically tied to extending out your existing lease 

obligation, so when rental rates decrease, you will 

be locked into longer terms, at higher rates. 

Patience during this trying time will pay dividends. 
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Overview
Chicago Office

5.7 M 2.6 M 12.2% 2.4%
12 Mo Deliveries in SF 12 Mo Net Absorption in SF Vacancy Rate 12 Mo Rent Growth

The ongoing coronavirus pandemic has pushed many
Chicago workers out of their offices and into their homes
as the nation responds to this new significant threat.
Governor Pritzker has ordered a full shelter in place, with
all restaurants, schools, and public buildings to be
closed. Attention has largely shifted to the real-world
health and logistical issues facing Chicago area
residents. Market participants are reporting a complete
downshift in activity through all levels of the real estate
ecosystem, with leasing, sales and development activity,
as well as the ancillary services that support those
services have effectively coming to a halt. This almost
complete pullback in activity is likely to continue for the
foreseeable future, as social distancing measures and
significant uncertainty weigh on the overall economy and
by extension, commercial real estate markets.

Prior to the coronavirus pandemic, Chicago had churned
out another year of steady, albeit unspectacular,
employment growth in 2019, which translated into
consistent demand for office space. While absorption
pulled back relative to the pace seen in prior years,
strong leasing activity towards the back-half of 2019 is

expected to translate into a stronger 2020 for demand
formation, as numerous companies will occupy new
spaces within the downtown core during the year. Given
Chicago's active construction pipeline and the recent
delivery of over 5 million SF of office space, continued
strong leasing activity through 2020 is necessary to keep
the market near its current near-cycle-low vacancy of
12.2%. With nearly two-thirds of Chicago's 6.4 million
SF of under construction space currently seeking a
tenant, it is likely vacancy will rise in the near future as
leasing activity remains stunted by the coronavirus
pandemic, likely bringing an end to the trend of steady
office rent growth seen in Chicago. Office developers are
bracing for a slowdown however, with some developers
already planning for projects to come to a halt. The lack
of overall activity will likely take the wind out of office rent
growth for the foreseeable future, as few deals are
signed. On the investment side, financing has grown
more volatile due to coronavirus, while investors were
already shying away from Chicago's office market, with
total sales volume failing to $3 billion for the first time
since 2011, largely due to a significant pull back in 4 & 5
Star sales within the Central Business District.

KEY INDICATORS

Market RentVacancy RateRBACurrent Quarter Availability Rate Net Absorption
SF Deliveries SF Under

Construction

$37.7914.9%220,654,2234 & 5 Star 19.7% (132,762) 0 5,757,945

$23.9011.0%200,718,3133 Star 13.8% 26,569 3,936 526,511

$18.677.6%76,011,2911 & 2 Star 10.2% (75,521) 0 77,840

$29.3512.2%497,383,827Market 15.9% (181,714) 3,936 6,362,296

Forecast
Average

Historical
Average12 MonthAnnual Trends Peak When Trough When

12.7%12.2%0.4%Vacancy Change (YOY) 15.2% 2010 Q1 7.3% 1999 Q2

1,751,3902,357,1912.6 MNet Absorption SF 10,528,991 1998 Q1 (9,438,021) 2009 Q3

3,582,6644,388,6065.7 MDeliveries SF 11,567,415 2001 Q3 529,786 2011 Q3

0.7%2.2%2.4%Rent Growth 8.9% 1998 Q3 -5.9% 2009 Q4

N/A$4.1B$2.6 BSales Volume $9.6B 2007 Q3 $640.8M 2010 Q1
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Leasing
Chicago Office

The Chicago office market was set for a banner 2020, as
strong leasing activity in the second-half of 2019 and the
delivery of multiple new projects were expected to
translate into a strong year for absorption. Unfortunately,
the coronavirus pandemic and resulting social distancing
protocols are significant headwinds to demand formation,
with job growth coming to a halt and companies pulling
back from all new leasing activity. Should the economy
continue its downshift through the summer, the
combination of less demand coupled with the delivery of
multiple speculative projects should push vacancy off
current near-cycle lows. While fundamentals are
expected to soften in the near-term, vacancy should
remain below 13% for the duration of 2020, which would
mark the seventh year in a row that vacancy has held
below this level. Office net absorption totaled just over 2
million SF in Chicago in 2019, driven by a nearly 3-
million-SF increase in demand for 4 & 5 Star space. On
the other end of the spectrum, demand for space in
properties rated 3 Star or below fell by slightly more than
1 million SF. Tenants seeking out higher-quality 4 & 5
Star space have been a consistent theme in Chicago
over the past decade, with this trend accelerating over
the past few years. As a result, nearly 95% of the 10
million SF of office space absorbed in Chicago during the
past five years has been driven by the 4 & 5 Star
segment. This strong demand helped keep vacancy near

its cycle-low despite a recent uptick in new deliveries.
New demand formation has been driven by a mix of both
local expansions, such as United Continental's expansion
into 816,000 SF at Willis Tower, as well as non-
Chicago-based companies expanding their operations
here, such as Uber's decision to lease 463,000 SF of
space at the Old Post Office for its Uber Freight
business. A vacant shell for over 20 years, the 2.5-
million-SF Old Post Office was converted into Class A
office space by New York-based 601W Companies and
began welcoming tenants late in 2019. The hulking
structure, which straddles I-290 and serves as a
Gateway to the Loop from Chicago's western suburbs,
drove a significant amount of leasing activity in 2019,
with Walgreens, PepsiCo, Cisco Sytems, the CBOE
Group, and the Federal Home Loan Bank of Chicago
among companies that have signed for space in the
building. Looking forward, the coronavirus pandemic is
expected to weigh on leasing activity at least through
20Q3, as businesses approach the current situation with
caution and deal with the demand shock that will result
from required social distancing protocols. CoStar is
closely monitoring activity throughout the real estate
ecosystem and will continue to provide real-time
updates on Chicago-area leasing activity throughout
these uncertain times.

NET ABSORPTION, NET DELIVERIES & VACANCY
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Leasing
Chicago Office

VACANCY RATE

AVAILABILITY RATE
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For any business owner that is being sold on rent relief or abatement from a broker, tread very carefully. 

Now is not the time for a broker to directly insert themselves into your relationship with your landlord. 

We paid our April rent and will pay again in May. We’d love to explain why.

Rent
Chicago Office

Office rents grew at their slowest pace in over five years
in Chicago in 2019. While the slowdown was been most
pronounced in the 1 & 2 Star segment, even the 4 & 5
Star segment saw weaker growth during the year.
Market-wide rental growth over the past five years has
largely been driven by the 4 & 5 Star segment, which
had seen annual rental growth of nearly 4.5% over that
time. However, as more higher-quality space hit the
market in 2019, rental growth slowed.

The West Loop has seen the highest rent growth of any
submarket over the past year, as tenants continue to be
willing to pay an increasing premium to be in Chicago's
top office submarket. Other downtown submarkets rank
among the leaders in rent growth. The only suburban

submarket in the top performers is the O'Hare
submarket, which continues to be one of the few bright
spots in an otherwise stagnant suburban market.

The Chicago area's weakest performers are largely
comprised of suburban submarkets concentrated in the
northern portion of the MSA that have been hit hardest
by corporate relocations downtown. These include
submarkets such as Schaumburg, North DuPage County
and Central Northwest, each of which are reporting
current vacancies north of 20%. Our forecast calls for
rent growth to slow as vacancies rise and older assets
come under more pressure from new supply. In total,
rents are projected to rise just 5.5% from now through
2024.

MARKET RENT GROWTH (YOY)
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