
Real Estate Market Review

Seattle Office
The office market during the first half of 2012 was active 
on several fronts.  Leasing was strong in both Seattle 
and Bellevue CBDs, rental rates showed some modest 
gains in the core markets, and the dollar amount of this 
year’s sales activity skyrocketed.  New leasing activity 
was led by ecommerce companies and was focused 
on newer buildings in specific neighborhoods.  It was 
in those neighborhoods that vacancy fell enough to tilt 
the market in the landlord’s favor and led to a firming 
of rental rates in Class A space at the north end of the 
Seattle CBD and across downtown Bellevue.  Led by 
the $480 million price for Russell Investment Center, 
total investment sales for the first half of the year totaled 
$1.30 billion in 77 deals.  This compares with $1.37 
billion in 134 sales for all of 2011. 

King, Snohomish, and Pierce Counties

Market Forecast

Construction 1.172M sf

Vacancy 10.89%

Rental Rate Varies* 

Absorption 1.136M sf

Current / Projection
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Institutional investors continue to be very bullish on the Seattle market: Commonwealth 
Partners acquiring the Russell Investment Center, Brookfield Office Properties bought 
Metropolitan Park East and West for $201 million, Kilroy Realty purchased Lake View and 
Fremont Lake for $146 million, teaming with a local partner, Clarion Partners purchased 
1600 7th for $137 million, Spear Street Capital paid $61 million for Metropolitan Park North, 
and LBA Realty bought the 500 Yale and Republican buildings for $49 million.  There are a 
number of major properties in play as sellers are finding the capitalization rates, back down 
to late 2007 levels for core assets, to be very compelling.  All of these factors played a part 
in the first new speculative projects moving ahead in nearly five years.  

The Seattle economy continues to outperform the nation, continuing to decrease the 
regional vacancy rate.  The rate at the end of the second quarter was 10.89%, 63 basis 
points lower than the end of the first quarter and 222 bps lower than the 13.11% peak 
near the end of 2009.  The availability rate remains stuck around 14% as non-ecommerce 
businesses still struggle to pull out of the lingering effects of the recession.  Regional 
absorption is tracking with the pace of 2011, with 1.4 million of net leasing at mid-year.  An 
encouraging aspect of that number is that it is not reliant on Amazon.com leases as was 
the 2011 performance.  
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Continued, page 4

* by submarket

Market Highlights

Regional vacancy rate is at 10.89%, down 
from 11.52% last quarter.  Net absorption 
for the second quarter was 1,136,368 s.f., 
boosting the mid-year rate to the same 
pace as 2011 

Office acquisitions continue near Amazon 
at the north end of the Seattle CBD office 
market, and several developers are near 
starting speculative projects in that same 
submarket

In the North and South ends of the Seattle 
CBD and in the Bellevue CBD, rental rates 
have shown some signs of moving up.  

Institutional investment interest picked up 
speed in 2012, as Seattle remains at the 
top of most institutional investors’ lists.  n
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Area Review
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Seattle CBD/Surrounding Area

The larger central Seattle office market vacancy rate fell by 105 basis 
points to 10.90% during the second quarter.  The availability rate is back  
to the 14.20% rate from year-end 2011.  The vacancy rate is variable 
across Seattle submarkets, from 5.1% in Lake Union to 15.2% in Pioneer 
Square/Waterfront.  A quarter of the vacancy in Pioneer Square is in the 
705 Union Station building, one of the largest available spaces in Seattle, 
at 250,000 s.f. of space formerly occupied by Amazon.  The middle of 
the CBD currently shows a 12.7% vacancy rate and a growing availability 
rate of 17.5%, as the former premier Seattle office addresses are 
struggling with the lack of growth in businesses that prefer this location.  
Net absorption in the second quarter was 904,692 s.f. with the first half 
of the year totaling 1,287,412 s.f., ahead of the 2011 pace.  Most of the 
major leasing announcements were made in the first quarter, including 
Nordstrom tying up a large block of space in the 1600 Building, a block 
from their flagship store.  That building will be renovated by its new 
owners (Urban Renaissance/Clarion) with the former owner, Qwest (now 
Century Link), leasing back most of the space not taken by Nordstrom.  
New ownership has begun the task of re-tenanting the iconic Smith Tower 
building in Pioneer Square.  Looking forward, the Seattle CBD vacancy 
rate is expected to continue to trend downward over the coming year.  

Average rental rates across the Seattle market increased slightly over the 
past quarter. This is judged to be created by the demand at the north and 

East King County

With no new supply and continued leasing activity over the last 
quarter, the Eastside office vacancy rate has compressed to 9.26% in 
the second quarter fo 2012.  It is the lowest of the five major market 
areas in the region and below the overall market vacancy of 10.89%.  
Absorption over the last quarter was 142,700 s.f., fueled by three 
new sizable leases to Concur Technologies, Apptio, and Caradigm, 
USA in Bellevue’s CBD.  This leaves only two availability options for 
office tenants requiring 50,000 s.f. or more in the Bellevue core.  Until 
Summit III or another downtown office tower is green lighted, the 
availability of large blocks of Class A office space will remain in short 
supply.  Asking rental rates in the Eastside market finished the second 
quarter 2012 up slightly over the last few quarters, at $28.37/s.f./year, 
full service.  Overall, the Eastside vacancy is expected to continue its 
trend of declining vacancy with continued demand and positioning 
from software and tech companies.  Eastside office investments have 
also been active over the last quarter.  Speculation on the sale of 
Skyline Tower in the Bellevue CBD can now be put to rest, as Kilroy 
Realty has made another major commitment to the region, purchasing 
it along with three buildings in Seattle’s Fremont Lake Union Center.  
Kilroy is reportedly paying $186 million, or just under $450/s.f., for 
the 24-story tower that was 92% leased to a diverse tenant group 
including the recent addition of Expedia.  Also in the second quarter 
2012, San Francisco based JMA Ventures purchased Clarion’s Offices 
at Riverpark in Redmond for $38.5 million, or $362/s.f.  It was 97% 
occupied by six tenants. 

south ends of the market with no movement in the middle of the 
market.  The average asking rental rate in the Seattle market is 
$27.55/s.f./year, full service, up 1%.  The true change may be 
slightly higher, as there is virtually no Class A new construction 
space remaining in the market.  
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South King County

The South King County market saw a minimal increase in vacancy 
in the second quarter, to 13.18% from 13.16%.  The availability rate 
saw a respectable decrease of 40 basis points to 16.60%, which 
would tend to mean that the leasing activity was higher than the static 
vacancy rates would indicate.  Net absorption was small, but positive 
at 39,312 s.f.  This market has always lagged recoveries, as tenants 
who are able to expand take advantage of low rental rates in closer-
in locations to trade up spaces.  Rental rates in this market have not 
changed significantly in ten quarters and actually dropped slightly to a 
current average asking rent of $20.02/s.f./year, full service, nearly 30% 
lower than the other King County markets.  It will take a much wider 
economic recovery for this market to show significant improvement.  
One positive note is that there has been better activity regarding 
owner/user purchases of office buildings in the market, as SBA 
financing remains attractive and prices are far below replacement cost.

Pierce County

Pierce County was stagnant in the second quarter, with vacancy 
barely moving to a 12.41% rate.  The availability rate bumped up by 
40 basis points to 14.50%, indicating that companies are continuing 
to scale back on space needs.  Absorption totaled 29,638 s.f. in the 
second quarter, but the year-to-date is at -43,351 s.f.  Similar to the 
South King County market, office space in Pierce County is populated 
by smaller businesses.  The fact that the unemployment rate in Pierce 
County is 270 basis points higher than King County underscores 
the lack of significant economic recovery in this part of the region.  
Downtown Tacoma continues to face the major hole left by the move 
of Russell Investments to Seattle in 2010.  Their former headquarters 
space remains vacant, although still leased into 2013.  Overall demand 
is expected to be modest, with the vacancy rate not expected to 
improve much before being hit with the Russell space.  Average 
asking rental rates continue to be inexplicably increasing; up 2% to 
$20.25/s.f./year, full service this quarter.  

Northend

The Snohomish County vacancy rate has dropped slightly from 
11.49% last quarter to 11.00% currently, with the availability rate also 
changing modestly from 14.80% to 14.70% this quarter.  Rental rates 
took a minor step upward from last quarter to a current average asking 
rent of $21.77/s.f./year, full service.  The majority of new leases in the 
Northend market over the last quarter are in the 1,000 to 12,000 s.f. 
size range.  One new office project is underway at 57,000 s.f. and is 
fully pre-leased.  The South Everett/Harbor Point submarket continues 
to outperform the other submarkets, with healthy absorption levels.  
On the investment front, a Newport Beach equity investor paid $16 
million to purchase the 105,021 s.f. Canyon Park 228 Corporate 
Center in Bothell, which was about 80% occupied at time of sale.  
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Vacant Space/Vacancy Rate

Net absorption in the region during the second 
quarter of 2012 was 1,136,368 s.f., more than 
three times the total for the first quarter.  The 
Seattle market was the main contributor to this 
performance.  The net gain in occupancy nudged 
the vacancy rate down for the tenth consecutive 
quarter.  The availability rate was almost 
unchanged in the quarter, which could portend a 
slowing of the vacancy decline as the leases for the 
available but occupied spaces expire.  In general 
terms, the market is still over-supplied, with the 
range of submarket vacancy rates from 9.26% 
on the Eastside to 16.60% in the Southend.  The 
forecast is for gradual decline in the vacancy rate, 
as the local economy should see some help from 
the national economy after the elections, coaxing 
a wider variety of businesses to take advantage of 
the current lease rates.  

New Construction Activity

As mentioned, the market dynamics have prompted 
the first new speculative office projects since 2007.  
Spear Street Capital is well underway with their 
202 Westlake building in the hot South Lake Union 
market.  While no announcement has been made, 
it is fully expected that the 135,000 s.f. project 
will be fully leased by its planned December 2013 
delivery.  South Lake Union remains the hotbed 
of new projects with Skansa, Touchstone and the 
Blume Company finalizing plans.  The first quarter 
blockbuster announcement that Amazon will 
purchase three city blocks from Clise Properties 
to develop a total of three million s.f. of space for 
their own expansion may have cooled some of the 
larger planned projects.  Developers will need to 
gauge demand from other companies, along with 
any potential residual Amazon requirements, as 
opposed to targeting Amazon as their lead tenant.  
The total amount of space under construction in the 
region is now 1,172,588 s.f.; all but 202 Westlake 
and Home Plate North, a 141,200 s.f. building in the 
SoDo neighborhood of South Seattle is build-to-suit 
or owner/user projects.  Recently included in the 
total is a 208,000 s.f. GSA building in South Seattle.

Rental rates are still a ways off levels that would 
justify new construction costs.  That is expected 
to change quickly in South Lake Union and more 
recently in the Bellevue CBD markets, both of 
which are just about out of options for spaces over 
100,000 s.f.  

Rent Forecast 

Face rental rates showed little movement through 
2011 and that trend continued into the first quarter 
of 2012.  The first sign of rents firming up was a 
reduction in concessions, and in the second quarter 
average asking rent in the Seattle and Bellevue 
market increased.  Granted, the bump was only 
1-2% and these are asking rates, but in deals being 
written in these markets the trend is starting.  There 
are indications that the rates will see significant 
bumps for the remaining larger spaces in the 
favored locations, with the other portions of the 
region remaining flat through the rest of the year.  

Investment Market

Total first half 2012 office investment in the region 
was $1.30 billion.  The total was highly skewed by 
a bumper crop of major tower sales.  These were 
listed at the beginning of this report, with the top 
five sales accounting for all but $250 million of that 
total.  It was encouraging that some of the recent 
sales were of seasoned buildings: 600 Plaza, 1600 
Building, 1800 Ninth and the three Metropolitan 
Park buildings.  However, all six of these buildings 
are on the northern edge of the Seattle CBD, in 
close proximity to Amazon.  It is obvious that the 
institutional investors recognize the shift of the focus 
of the Seattle CBD’s office market.  The south end 
of the CBD did see the sale of the Smith Tower, 
however, that was influenced by the foreclosure that 
included the buyer.  Bellevue is expected to see 
Skyline Tower sell soon, reportedly to Kilroy Realty. 

*Source: CoStar Data
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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.


