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FEARS OVER WIDESPREAD FALLOUT IN COMMERCIAL REAL ESTATE 
FROM FALLING OIL PRICES PROVE LARGELY UNREALIZED  

IN PITTSBURGH 
 

New CBRE report finds long-term outlook remains positive  
for Pittsburgh’s office and industrial markets  

 

Pittsburgh, September 22, 2015 – After a year of sliding and volatile oil prices, the 
commercial real estate fallout in Pittsburgh is mixed across submarkets and by property 
type, but fears about widespread adverse impacts have not been realized, according to a 
new report from CBRE Group, Inc.  
 
Pittsburgh has become a regional hub for oil and gas companies involved in the 
Marcellus and Utica shale plays. As oil and gas companies have entered the market, so 
have ancillary and support companies such as law, finance, engineering and 
environmental firms. The shale gas industry has grown into a significant contributor to 
regional economic output, including job creation. 
 
Most of the shale-related energy production in the region is centered on the production of 
natural gas—specifically highly profitable wet gas, which contains valuable natural gas 
liquids (NGLs) such as ethane, methane, propane and butane. The region offers a cost 
advantage; with 45 percent of the U.S. population within a 500-mile radius, production 
and transportation costs are lower than those at shale plays in areas that are less 
populous. Oil prices affect commercial real estate fundamentals in Pittsburgh less than in 
other energy markets because of the region’s concentration in natural gas production. 
Natural gas prices are down slightly from a year ago, but over the past six months they 
have stabilized. 
 
Much of the area’s energy-related commercial real estate activity is clustered in the I-70 
and I-79 corridor between the Marcellus and Utica shale formations. While the energy 
industry has brought new tenants to the office market, the industrial sector has been the 
predominant benefactor of the shale renaissance, with oil and gas tenants having been a 
major leasing driver over the past seven years. 
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“The decline in oil prices has prompted energy companies to reevaluate growth plans, 
with a focus on cutting back expenses. Many smaller, privately held firms are seeing their 
major accounts request pricing cuts of up to 15 percent. This downward pricing pressure 
will cause expansion to pause and may accelerate strategic M&A activity, said R.T. 
Walker, Vice President, Energy Facilities Group, CBRE. “Industrial vacancy rates within 
the Marcellus and Utica shale plays are at historic lows, and anticipated mergers should 
free up some inventory in the second half of 2015. The long-term outlook remains positive 
for Pittsburgh’s office and industrial markets.” 
 
OFFICE 
Demand for office space from energy companies has been concentrated in the 
Southpointe submarket, Pittsburgh’s energy headquarters hub. While the energy 
industry’s leasing activity has been strong, it ranks behind finance, healthcare, legal and 
professional services. Oil and gas companies have not yet announced plans to downsize, 
but expansion plans are on hold. 
 
Net absorption has trended downward since 2013 but remains positive—at more than 
150,000 sq. ft. for the first half of 2015. Total sublease space is up 8.7 percent from a 
year ago but represents only 0.6 percent of market inventory. Occupancy is steady—
ranging between 89.1 percent and 90.1 percent over the past five years. Energy-related 
sublease space accounts for 26.2 percent of the total space on the market. Average 
asking lease rates increased 8.2 percent year-over- year in Southpointe, compared to 4.2 
percent market wide. About 1.8 million sq. ft. is underway, representing 2.7 percent of 
existing inventory, and no construction projects have been halted due to the downturn in 
oil prices. 
 
INDUSTRIAL 
The industrial sector has recorded strong demand from oil and gas tenants over the past 
five years, with energy ranking behind only manufacturing for leasing activity. Sustained 
low fuel prices may weaken demand for industrial product, although the market has not 
softened yet. In fact, the Q2 2015 overall vacancy rate of 6.8 percent represented a 10-
bps decline from a year earlier. Developers have been cautious during this building cycle, 
with only 1.1 million sq. ft. of new supply underway to relieve market pressure and 
increase tenants’ leasing options. 
 
RETAIL 
CBRE expects modest fundamental strengthening related to increased consumer 
discretionary income and spending. 
 
MULTIFAMILY 
In response to increased demand for apartments—which prompted a low 2.7 percent 
vacancy rate in 2012—more than 2,700 units were delivered between 2012 and 2014. 
Overall vacancy has increased since then but remains healthy. Lease rates have also 
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increased, although appreciation is expected to slow from 2014’s 5.7 percent to 2.4 
percent in 2015, according to CBRE Econometric Advisors. 
 
HOTEL 
The hotel sector responded to increased demand with new hotel rooms in recent years.  
With supply growth outpacing demand growth, occupancy will decline from 2014’s 67.9 
percent to 66.6 percent in 2015, according to CBRE Econometric Advisors. 
 
 
CAPITAL MARKETS 
Most notably among all the U.S. energy markets, sales transaction activity in the 
Pittsburgh CBD has stalled since Q3 2014; as such, urban and suburban cap rates have 
trended up during the first half of 2015. For the suburbs, the trailing 12-month sales 
volume hit a high for the current cycle in Q2 2015—$235 million, a figure not seen since 
Q3 2006. Reported yields for 2015 have been lower than 2014 rates, with price per sq. ft. 
having stabilized over the past few quarters. 
 
Energy 2015: What low oil prices mean for commercial real estate in North America can 
be accessed here.  
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