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Market Drivers

EMPLOYMENT TREND. San Francisco continues to benefit from the technology 

sector which hired and expanded at a rapid pace throughout 2012. Although the 

professional sector has still not bounced back from the Great Recession, the 

unemployment rate continues to tick downward. San Francisco’s unemployment 

rate is currently 6.9%, down from 7.4% last quarter. California and the United 

States unemployment figures are down to 9.8% and 7.8% in the fourth quarter. 

TENANT DEMAND. The office market is remaining strong, with tenant demand 

leading to many proposed construction projects and the rehabilitation of “dead” 

office space buildings. Healthy demand directly relates to continued upward 

trends in rents, building sale prices, and potential speculation by investors.

INCREASE IN CAPITAL GAINS. Investment volume in the fourth quarter was 

substantial and partly driven by many groups who wanted to unload investments 

before the increase in the capital gains tax went into effect at the beginning 

of January 2013. While the 5% bump in the capital gains tax for the highest 

earners caused some investors to move, we do not expect it to create an 

investment slowdown in San Francisco.
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Notable Lease Transactions

1455 Market Street 
Square, Inc. | 250,000 SF 

1155 Market Street 
City/County of San Francisco | 110,717 SF 

500 Terry Francois Boulevard 
Meraki, Inc. | 109,508 SF 

250 Brannan Street 
Splunk | 95,000 SF (expansion/renewal)

1001 Front Street 
Young & Rubicam | 53,000 SF

100 Pine Street 
Simpson Gumpertz & Heger | 23,147 SF

Notable Sales Transactions

333 Market Street | $395.3M ($603/SF)

100 Montgomery Street | $165M ($388/SF)

475 Sansome Street | $162.7M ($461/SF)

153 Townsend Street | $93.75M ($558/SF)

799 Market Street | $93.5M ($654/SF)

350 Mission Street | $52M ($674/SF)
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NORTHERN CALIFORNIA | San Francisco County

The San Francisco office market has retained its 
spot as the hottest office market in the country 
for the third straight quarter. The continuing 
trend of high rent growth, investment activity 
volume, and geographical desirability means 
San Francisco will remain among the top office 
markets for the foreseeable future. Growth in 
the housing and rental markets has helped fuel 
the continuing migration of companies and their 
employees to the city.
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This information supplied herein is from sources we deem reliable. It is provided without any representation, warranty or guarantee, expressed or implied as to its accuracy. Prospective Buyer or Tenant should conduct an 
independent investigation and verification of all matters deemed to be material, including, but not limited to, statements of income and expenses. CONSULT YOUR ATTORNEY, ACCOUNTANT, OR OTHER PROFESSIONAL ADVISOR.

San Francisco
415.229.8888

Peninsula
650.769.3600

Silicon Valley
408.970.9400

Seattle
206.296.9600

Bellevue
425.454.7040

South Seattle
206.248.7300

Tacoma
253.722.1400

Portland
503.221.9900

Contact

Reed Payne
Executive Vice President, Brokerage
Northern California
415.229.8888 | rpayne@kiddermathews.com

Offices

Designated Broker:  Reed Payne | LIC #00818935

Office Leasing

Asking rental rates for Class A, B, and C buildings average 
$44.14, $35.15 and $30.28 per square foot, respectively. 
In the past year asking rental rates for Class A, B, and C 
buildings went up $7.00, $4.68, and $5.46 per square foot, 
respectively. Year-on-year rental rates for Class A buildings 
are up 18.8%, Class B buildings are up 15.4%, and Class 
C buildings are up 22%. Although these asking rental rates 
can give a general idea of where the market is headed, most 
rates in all building classes will close at much higher rents. 
Many landlords have kept asking rates hidden from the public 
because they feel that they can get higher offers due to the 
bullishness of the market.

Net absorption (the change in occupied space) for the City of 
San Francisco was positive 112,789 square feet in the fourth 
quarter. This increase in absorption is another indicator of the 
strength of the economy and office market in San Francisco. 

The most expensive rent this quarter was signed by 
EisnerAmper at The Landmark, 1 Market, on the 6th floor for 
$74/square foot start; the most expensive deal of 2012 was 
signed by Bocage Capital at 101 California on the 42nd floor, 
at an effective rate of $82.00/square foot. We also anticipate 
one or two deals closing shortly at over $90.00/square foot.

Investment

San Francisco’s leasing market isn’t the only outlier from 
a national standpoint. The office investment market is 
just as hot in the city, partly because leasing volume is 
driving investment activity. Buyers and sellers are taking 
advantage of high leasing absorption throughout 2012 and 
the dramatic reduction in the direct vacancy rate. The office 
market however is priced for perfection, meaning there 
is a very small margin of error for potential buyers. Many 
sellers are looking to offload risk and let buyers execute the 
improvement and lease-up strategy themselves. The initial 
yield on some market value-add deals is now in the 3-5% 
cap rate range, looking for returns with a 6% upside once 
stabilized. Core properties are priced very aggressively, with 
institutional investors constituting the majority of buyers who 
are looking for investment returns that cannot be currently 
obtained in other less risky, low interest-bearing investments.

Overall the San Francisco cycle seems to be in the middle 
innings of the game. Financial, insurance, and real estate 
tenants have not seen the growth and expansion coming 
out of the economic downturn that technology tenants 
continue to experience. This could be looked at as an upside 
for buyers that are expecting these professional sectors to 
improve over the long term, further driving up demand.

As the San Francisco office market continues to be red hot, a boom of 
another type is currently underway. Developers are constructing new 
residential units at incredible speed, and construction cranes can be 
seen all over downtown. There are approximately 3,500 new units under 
construction in Mid-Market, Mission Bay, Upper Market, SOMA, and 
Civic Center. 

The reason for this high amount of housing construction is due to 
the continued desire for companies to be located in San Francisco. 
Companies want to be where the engineers, designers, and majority 
of the labor pool want to live. This desirability of being located in San 
Francisco has dramatically increased demand and rental prices for 
apartments. This, in turn, has encouraged developers to meet the high 
demand at a rapid pace. 

Notable residential developments under construction include 754 units 
at 1401 Market Street by Crescent Heights, 329 units at 435 China 
Basin Street by Bosa Development, and The Emerald Fund’s 333 
Harrison Street project for 326 units. 

Although there are thousands of residential units currently under 
construction, many of them have already sold, prompting developers to 
rush to bring proposed projects quickly to the market. The influx of new 
residents into the city is further enticing companies to move to not only 
where the talent is, but where other companies want to be, contributing 
to a collaborative and highly specialized workforce that is using its own 
momentum to spur further growth and innovation.

SPOTLIGHT: Housing and Office Market Interdependence

*Figures and information for this report were obtained using 12/15/2012 as the cutoff date for the 4th Quarter. Source: CoStar Data


