




continued to diminish in the 4th Quarter, decreasing from 1.33 mil-
lion s..f. at the end of 2006 to roughly 840,000 s.f. currently.
Vacancy rates in the North Financial District and South Financial 
District vacancy rates decreased from 12.8% to 10.5% and from 
9.5% to 7.5% respectively.  Seven of the ten submarkets showed a 
decline in vacancy rates for the year.  Union Square (down 5.2%), 
Jackson Square (down 3.8%) and Yerba Buena (down 2.8%) led the 
way showing significant declines.  High rents in the Financial District 
have prompted many tenants to relocate to these submarkets where 
they’re still close to the action but the rents are more affordable. 

Sublease vacancy rates for San Francisco dwindled from 1.9% at the 
start of 2007 to 1.1% at year’s end.  This figure is likely to increase 
in 2008, however, as many financial services firms are looking to cut 
overhead by reducing their number of employees in the city or relo-
cating to more affordable areas.  An example of this trend occurred 
in December when Charles Schwab announced that it would relocate 
30% of their workforce to less expensive areas of the country; re-
portedly freeing up roughly 400,000 s.f. of sublease space.

With approximately 2 million s.f. of new and rehabilitated space 
hitting the market in 2008, we expect vacancy rates to creep up 
slightly as supply of spaces may outpace our regions relatively 
strong business growth.  35% of the speculative space under con-
struction has already been pre-leased, however, it will still take time 
for the new buildings to approach a full occupancy.

MARKET DEMAND/ABSORPTION

Overall, the San Francisco office market showed 162,245 s.f. of 
net positive absorption in the 4th Quarter, well below the previous 
quarter, bringing the year end absorption total to 1,192,504 s.f..  
The submarket showing the largest quarterly absorption was the 
North Financial District at 203,570 s.f., with Stockbridge Capital 
Group occupying 44,000 s.f. at Embarcadero Center 4.  SOMA East 

also saw strong net positive absorption of 71,417 s.f., with Fox In-
teractive occupying 34,595 s.f. at 625 Second St.  The 4th Quarter 
was characterized by numerous leases concluded in the 2,000 s.f. 
to 10,000 s.f. range.  Many large leases were completed during this 
period, but the majority of their occupancies don’t occur until the 
first half of 2008.

In all, nine of the ten submarkets showed net positive absorption 
in 2007, with SOMA West (-22,180 s.f.) being the lone excep-
tion.  Outside of the Financial District, notable leaders were SOMA 
East (114,160 s.f.), Union Square (90,213 s.f.) and Jackson Square 
(83,233 s.f.).  Much of the success in these periphery markets re-
sulted from tenants who want a Downtown address but don’t want 
to pay the Financial District rents. 

For 2008, look for absorption to remain positive, however, with a 
much shallower upward trajectory.

RENT FORECAST

Nearly 18 million s.f. of property changed ownership in 2007, and 
many of these new building owners are seeking to achieve higher 
rents in order to support the record prices paid for these acquisi-
tions.  It appears that owners have been successful to date, however, 
with more space coming online and less consumer confidence in the 
economy, the rate at which those rents continue to rise will decrease.

Weighted average effective rents for all submarkets increased 
to $45.97/s.f. for transactions during the 4th Quarter, an 8.7% 
increase over the $42.29/s.f. average for the 3rd Quarter of 2007.  
The weighted average effective rents for 2007 are $42.51/s.f., a 
16.4% increase over the 2006 average of $36.51 /s.f.

Class A rents continued to rise steadily at 2% for the quarter.  Class 
B rents shot up substantially by 20%, while Class C rents decreased 
by 8.9%.  Effective rents on all Class A deals averaged $48.69/s.f. 
in the 4th Quarter, up from the $47.72/s.f. average from the 3rd 
Quarter.  Class B effective rents skyrocketed to $40.03/s.f. from 
$33.37/s.f. a quarter ago.  Class C rents decreased from $30.10/s.f. 
in the 3rd Quarter to $27.41/s.f. in the 4th Quarter.

The Class B increase can be explained by the sizeable leases signed 
at 634 Second (46,0000 s.f. at $46.50/s.f.), 625 Second (34,595 
s.f. at $48.50/s.f. ), 795 Folsom (28,000 s.f. at $44.00/s.f.) and 
139 Townsend (21,581 s.f. at $45.00/s.f.).

Overall, leasing activity in 2007 was 6.22 million s.f., down 9.3% 
from 2006. The 4th Quarter managed 1.38 million s.f. of leasing 
activity essentially matching the prior quarter.  The average deal 
size for the 4th Quarter was up to 12,679 s.f. after dipping to 
7,944 s.f. in the 3rd Quarter.  The 4th Quarter jump can be partially 
attributed to two 100,000 s.f. plus deals completed during the 
period, and fewer deals overall as compared to last quarter.

2

4Q 05 1Q 06 2Q 06 3Q 06 4Q 06 1Q 07
$20

$35

$30

$25

$40

$45

$50

All Classes Class A Class BLEGEND

2Q 07 3Q 07 4Q 07

AVg. EFFECTIVE WEIGHTED RENTS BY BUILDING CLASS



Class A leasing activity was 996,645 s.f. in the 4th Quarter, ac-
counting for 72% of the total leasing activity, as compared to 63% 
in the 3rd Quarter.  The considerable increase indicates that the 
rising rental rates have not significantly altered tenant demand for 
high quality space.

Expect 2008 to be more tenant-friendly than 2007, as new and 
rehabilitated projects come to the market and provide tenants with 
more alternatives.

financial district highlights

The North and South Financial Districts combined for 121,703 

s.f. of absorption in the 4th Quarter, a 14.8% decrease from the 

previous quarter.  The NFD / SFD 9.2% vacancy rate reflects a 
slight decline from the 3rd Quarter, and 11.4% below a year ago.
Rental rates on 4th Quarter Class A NFD / SFD leases averaged 
$50.36/s.f. up 0.7% from the 3rd Quarter.  Eight marquee deals 
surpassed an effective rate of $60/s.f. with three surpassing 
$70/s.f. 

INVESTMENT ACTIVITY

Investment activity in San Francisco commercial real estate slowed 
in the 4th Quarter, with eight buildings totaling a little under $500 
million changing hands.  This brings the year end total to $8.9 bil-
lion of acquisitions, a $3.5 billion increase from 2006.  
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N. Financial 
District 127 26,080,801 2,321,158 421,333 2,742,491 8.9% 1.6% 10.5% 203,570 541,505

S. Financial 
District 96 20,720,670 1,374,005 188,526 1,562,531 6.6% 0.9% 7.5% -81,867 212,241

Total 
Financial 
District

223 46,801,471 3,695,163 609,859 4,305,022 7.9% 1.3% 9.2% 121,703 753,746

Mission Bay 3 1,009,558 13,318 1,368 14,686 1.3% 0.1% 1.5% -10,281 9,472

SOMA West 27 3,415,096 771,751 87,389 859,140 22.6% 2.6% 25.2% -60,144 -22,180

SOMA East 51 4,284,703 484,317 69,949 554,266 11.3% 1.6% 12.9% 71,417 144,160

Yerba Buena 31 4,250,243 310,445 13,040 323,485 7.3% 0.3% 7.6% 37,494 86,430

Total 
South of 
Market

112 12,959,600 1,579,831 171,746 1,751,577 12.2% 1.3% 13.5% 38,486 187,882

Civic Center 
& Mid- 
Market

61 5,574,626 442,516 27,859 470,375 7.9% 0.5% 8.4% 2,382 45,186

Union 
Square 64 3,266,808 293,799 3,857 297,656 9.0% 0.1% 9.1% -25,306 90,213

North 
Waterfront 42 2,513,457 209,401 21,413 230,814 8.3% 0.9% 9.2% 20,798 65,499

Jackson 
Square 64 2,025,698 144,573 5,105 149,678 7.1% 0.3% 7.4% 4,182 83,223

Total 
Downtown 
Market

566 73,141,660 6,365,283 839,839 7,205,122 8.7% 1.1% 9.9% 162,245 1,225,749

Building Class
No. of 

Buildings
Total 

Inventory
Direct 

Vacancy
Sublease 
Vacancy

Total 
Vacancy

Direct 
Vacancy 

Rate

Sublease 
Vacancy 

Rate
Vacancy 

Rate
Q4  

Absorption
YTD 

Absorption

Class A 145 42,796,269 3,625,881 497,620 4,095,501 8.4% 1.2% 9.6% 47,515 656,070

Class B 232 22,994,963 2,250,754 333,063 2,583,817 9.8% 1.4% 11.2% 63,395 268,230

Class C 189 7,350,428 516,648 9,156 525,804 7.0% 0.1% 7.2% 51,355 301,449

Class A & B 377 65,791,232 5,848,635 830,683 6,679,318 8.9% 1.3% 10.2% 110,910 924,300

Total 
Downtown 566 73,141,660 6,365, 839,839 7,205,122 8.7% 1.1% 9.9% 162,245 1,225,749

MARKET SUMMARY fourth QUARTER 2007


