
Real Estate Market Review

Seattle Office
The third quarter will be noted as one of the busiest in 
history in terms of office investment sales.  Downtown 
Seattle alone saw six major sales in July and August: 1918 
Eighth; 818 Stewart; 505 1st/83 King; Westlake Center; 
Seattle Tower; and 1st & Stewart. The sales prices per 
square foot and capitalization rates were back to the 
levels at the peak of the market in late 2007.  It is noted 
that these sales were negotiated prior to the political 
gamesmanship during the third quarter, which had a 
chilling effect on the global economy.  This in turn has 
now affected the real estate markets, although there are 
many who regard commercial real estate as a relatively 
safe investment.  Near term, it is expected that demand 
will continue for blue chip properties in Seattle and other 
coastal core markets, and that heated competition for 
Class “A” product will keep capitalization rates low.

King, Snohomish, and Pierce Counties

Market Forecast

Construction 532,386 sf

Vacancy 12.01%

Rental Rate Varies* 

Absorption 665,950 sf

Current / Projection
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There was moderate leasing activity in the third quarter, with regional net absorption 

just under 670,000 s.f.  A significant part of that was the second portion of Amazon.

com’s three-part lease commencing in the 1918 Eighth Avenue Tower.  This is 

a good example of the continuing stratification of the market where companies 

like Google, Microsoft and Amazon.com are expanding rapidly, while most of the 

traditional office users, including law firms, financial institutions and insurance 

companies, are more likely to downsize as their leases expire.  The uncertain 

direction of the economy is expected to cause tenants to carefully consider their 

space needs and will keep leasing activity limited for much of the market.  Amazon 

continues to amaze with its appetite for space.  It is rumored they are close to 

signing a lease for the remainder of West 8th.  In addition, they are reported to be in 

preliminary discussions with developers for another 500,000 s.f.  Outside of these 

major exceptions, the questionable direction of the economy continues to cause 

tenants to carefully consider their space needs and will likely extend the slow leasing 

activity for much of the market.
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Continued, page 4

* by submarket

Market Highlights

The regional vacancy rate moved down 35 
basis points and is expected to decrease 
again in the next quarter.  The third quarter 
regional absorption was 665,950 s.f. for a 
year-to-date total of 2,333,314 s.f., already 
15% ahead of 2010.

Job growth has been focused on a few 
companies, such as Microsoft, Amazon.
com, Google and Boeing, with most other 
office-oriented employment flat.

Barring a deep double-dip, rental rates 
have bottomed out across the region, with 
some firming in a few specific class/location 
combinations.

Institutional investment interest remains 
strong, but it was shaken during the 
quarter by the economy and the effects of 
some tightened lending.  Seattle remains 
at or near the top of most institutional 
investors’ lists.  n
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Area Review
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Seattle CBD/Surrounding Area

The vacancy rate fell by 40 basis points to 12.86% this quarter, 
most of which was commencement of deals written earlier in 
the year.  Several more of these will commence in the coming 
quarter, further dropping the vacancy rate.  The biggest new 
deal signed was Getty Images in 605 Union Station, highlighting 
continuing appeal of the Pioneer Square neighborhood of the 
CBD to new economy businesses.  At the opposite end of the 
market, Google is expanding into the space vacated by Getty 
in the Waterside and Park View buildings on the north shore of 
Lake Union.  Encouraging activity was also seen in the CBD 
core, led by three leases in 901 5th Avenue for a total of 57,244 
s.f.  The activity is reflected in the availability rate, which fell to 
15.5% from 16% last quarter.  Net absorption in the quarter was 
468,043 s.f.  Looking forward, the Seattle CBD vacancy rate is 
expected to see additional reductions next quarter.

The average asking rental rate in the Seattle market is 
$27.50/s.f./year, full service, nearly the same as last quarter.  The 
limited supply of Class “A” space in the preferred sectors of the 
Seattle CBD has already firmed up rental rates slightly.  For the 
other categories and areas of the market, there is no near-term 
expectation of significant rent increases.

East King County

Leasing was slow in the Eastside market over the past quarter, 
illustrated by a minor uptick in the vacancy rate to 10.71% from 
10.44% last quarter.  The availability rate increased to 13.9% 
from 13.5% as give-backs continue across the market.  The 
Bellevue CBD also saw vacancy increase; 13.6% from 13% last 
quarter.  Both of these numbers should improve next quarter as 
last quarter’s lease to Expedia in Skyline Tower commences, and 
especially if the rumors that they are looking at an additional 1-2 
floors come true.  There are reports of several significant tenants 
touring the market including Google, who is scouting for more 
space, and HTC.  Asking rental rates in the Eastside market are 
unchanged for the quarter although the bid-ask margin appears 
to be narrowing slightly.  Overall, vacancy is expected to begin to 
slowly decline over the coming quarters as the software and tech 
businesses continue to be active in this market.
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South King County

The South King County market saw the biggest change in vacancy 
for the region as the Boeing lease for 92,600 s.f. in the Triton 
Towers just off I-405 commenced.  Vacancy fell to 12.54% from 
14.02% and the availability rate declined from 16.8% to 15.5%.  
Another factor for the change is the continuing purchase of 
vacant buildings by owner-users at highly discounted prices.  Net 
absorption in the quarter was 121,490 s.f., nearly equaling the total 
for 2010.  Rental rates in this market are generally unchanged over 
the past year.  Currently, the average asking rent is $20.12/s.f./year, 
full service, over 25% lower than the other King County markets.

Pierce County

Pierce County saw the vacancy rate continue to inch downward 
to 12.12% from 12.2% over the past quarter, even though the 
net absorption was slightly negative (-7,807 s.f.).  The availability 
rate fell slightly to 14.1% from 14.2% last quarter.  The market 
is populated by smaller businesses who continue to be wary of 
any moves in this economy.  Overall demand is expected to be 
modest with the vacancy rate slowly improving over the next few 
quarters.  Rental rates will lag the vacancy recovery slightly.

Northend

The biggest news in the Northend market was Google taking a 
58,000 s.f. building in Schnitzer’s Northcreek Technology Campus 
in Bothell.  The space comes on top of that company’s recent 
full build-out of their Kirkland space, and the expansion in Lake 
Union mentioned earlier.  The lease accounted for almost all of the 
gross absorption in the quarter with a net of only 28,104 s.f.  This 
was enough to drop the vacancy rate slightly to 11.32%.  Looking 
forward, that trend may be reversing as the availability rate 
increased sharply from 13.6% to 14% during the quarter.  Rental 
rates fell slightly to an average asking rent of $21.88/s.f./year, full 
service.  Considering the increased availability rate and limited 
demand, it is expected that the vacancy rate will increase over the 
coming quarter, although the Bothell portion of this market should 
outperform the parts further north.
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Offices

Seattle
206.296.9600

Bellevue
425.454.7040

South Seattle
206.248.7300

Tacoma
253.722.1400

Olympia
360.705.2800 

Portland
503.221.9900

San Francisco
415.229.8888

Redwood Shores
650.769.3600

Silicon Valley
408.970.9400

The information in this  
report was composed by the 
Kidder Mathews Valuation 
Advisory Group.

Richard Briscoe, MAI

Valuation Advisory Group

206.296.9600

rbriscoe@kiddermathews.com

Contact
Jeffrey S. Lyon, CCIM, SIOR
Chairman and CEO
206.296.9600
jlyon@kiddermathews.com

Vacant Space/Vacancy Rate

Net absorption in the region during the third 
quarter of 2011 was 665,950 s.f., part of a 
total of 2,333,314 s.f. so far in 2011.  The 
vacancy rate continued moving downward to 
12.01% from 12.36% last quarter.  The region’s 
availability rate fell to 14.82% from 14.98%.  The 
smaller decrease is a result of the Amazon.com 
space that was not available last quarter but had 
not yet commenced.  It is expected that there 
will be another decrease in the vacancy rate 
next quarter, mainly due to the commencement 
of leases that have already been written.

New Construction Activity

The total amount of space under construction in 
the region is down to 532,386 s.f., all of that in 
the Seattle market.  It is comprised of only two 
buildings: the fifth phase of the Amazon.com 
campus; and Home Plate North, a 141,200 s.f. 
speculative building in the SoDo neighborhood 
of South Seattle.  Rental rates are still far from 
levels that would justify new construction costs, 
but that will necessarily change in some cases 
as tenants requiring 100,000+ s.f. space in 
favored submarkets will be forced to negotiate 
build-to-suit deals.

Rent Forecast

Rental rates continue to bump along the bottom 
of the cycle.  Rates were flat in all submarkets 
over the past quarter.  Based on the relative 
supply and demand, rent for Class “A” space in 
the Seattle and Bellevue CBD markets should be 
the first to see some improvement.  There has 
already been some firming of rates in the South 

Lake Union neighborhood, as Amazon.com has 
effectively stabilized that submarket.  Class “B” 
and “C” rental rates will be slower to recover, as 
the vacancy remains higher and job growth in 
the companies populating that space is still flat.

Investment Market

The third quarter saw 25 office transactions for a 
total of $854.3 million s.f. for the quarter.  The pair 
of Schnitzer West buildings accounted for over half 
of this total, with Westlake Center and 501 1st/83 
King another 30%.  This highlights the weighting 
of market demand on the narrow category at 
the top of the market.  The capitalization rates 
for these four properties ranged from 4.79% to 
5.65%, reflecting this class of buyer’s cost of 
funds and the low rates available for alternative 
investments.  Seattle is regarded as one of the 
top five investment markets for office space, and 
it is expected that once the market gains a better 
understanding of the direction of the economy, 
sales activity will recover.

Outside of the Class “A” category, there are a 
few deals in play, including the 312,000 s.f. 1800 
9th Avenue Building (with Regence, the owner-
user, leasing back a portion of the building).  In 
the resurgent Bothell market, Schnitzer has two 
buildings on the market; one is reportedly under 
contract.  Overall, however, the past quarter has 
seen some tightening of lending practices and a 
little more caution, but there remain large sums 
of institutional money looking at the top markets 
like Seattle.

kiddermathews.com

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.

Sales Comparables

Building Address City Sale Price SF Price PSF Cap Rate

First & Stewart 101 Stewart Street Seattle $30,290,770  90,700 $333.97 6.41%

818 Stewart 818 Stewart Street Seattle $129,500,000  232,145 $557.84 5.65%

1918 Eighth 1918 8th Street Seattle $350,108,054  668,324 $523.86 4.79%

Westlake Center 1601 5th Avenue Seattle $121,000,000  355,100 $340.75 5.22%

Eastpointe Corporate Ctr 22833 SE Black Nugget Road Issaquah $32,000,000  156,393 $204.61 N/A

Seattle Tower 1218 3rd Avenue Seattle $30,450,000  169,883 $179.24 N/A


