
Real Estate Market Review

Seattle Office
The first quarter included a quiet encore of the 
performance seen near the end of 2012. Leasing 
activity was modest, but positive, tenants showed 
renewed interest in the middle of the Seattle CBD, 
Amazon leased any large space that came available in 
the CBD, and investors continued to be bullish on the 
Seattle office market. The region’s quarterly net absorption 
was 338,665 s.f.; even with an 111,674 s.f. net loss in the 
Eastside. The South King County market had a burst 
of leases commence, resulting in the largest quarterly 
net absorption in over ten years. In the Seattle CBD, 
Karr Tuttle Campbell moved into space in Columbia 
Center, continuing the resurgence in leasing in 
the legacy Class A buildings of Seattle’s Financial 
District. Amazon signed a lease for 150,000 s.f. in 
1800 Ninth and is widely rumored to be taking all 
136,000 s.f. at Metropolitan North; both would count 
toward second quarter absorption.  

King, Snohomish, and Pierce Counties

Market Forecast

Construction 1.012M sf

Vacancy 10.35%

Rental Rate Varies* 

Absorption 338,665 sf

Current / Projection
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The performance of the office market is especially encouraging in light of 

the fact that general economic indicators continue to vacillate. One example 

significant to the office market is that after six quarterly increases in forecasted 

2013 job growth, the March 2013 Puget Sound Economic Forecaster reduced 

the growth rate to 2.6%. It was a minor adjustment, reflecting the inability of 

the national economy to gain consistent momentum and the likely effects of 

the sequester. Nonetheless, the overall performance of the office market is  

still expected to be similar to that seen in 2012.

2013
1st Quarter

Continued, page 4

* by submarket

Market Highlights

Regional vacancy rate is at 10.35%, 
up slightly from 10.31% last quarter. 
Net absorption for the first quarter was 
338,665 s.f., not far off the 2012 pace. 

Office acquisitions were strong, focused 
on the Seattle CBD. Volume was lower 
than the historic high set in the fourth 
quarter, but was the 13th highest ever. 
The market remains highly stratified with 
capitalization rates for core assets 300 to 
400 bps lower than suburban properties.

The North and South ends of the Seattle 
CBD and in the Bellevue CBD continue to 
lead the region’s leasing activity. Rental 
rates have moved up in these specific 
locations, but have been soft elsewhere.  n
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Area Review
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Seattle CBD/Surrounding Area

The larger central Seattle office market vacancy rate moved down 
again in the first quarter to 10.5%, compared to 10.68% in the fourth 
quarter. The availability rate was unchanged for the quarter, holding at 
13.9%. This rate should decline in the second quarter, moving back 
down to the first quarter rate. The vacancy rate is quite variable across 
the submarkets within the Seattle market, from 6.1% in Lake Union to 
14.3% in the Seattle CBD. The Lake Union rate should fall below 4% 
with commencement of the Amazon lease in 1800 9th and the rumored 
Metropolitan North deal. Vacancy in Pioneer Square continued to move 
downward, improved significantly in the quarter to 12.3% following 
leasing in the reinvigorated Smith Tower. The middle of the CBD 
vacancy rate did increase 40 bps over the fourth quarter as, even with 
new leasing activity, net losses are being seen with downsizing of the 
traditional businesses populating that location. This should move the 
rate down from the 14% plateau of the past two years. The Seattle CBD 
availability rate is 18.8%, unchanged over the past three quarters at 
the highest point since that statistic has been tracked. Looking forward 
there is the interesting question as to where Amazon will put new 
employees between the pending spaces (202 Westlake and 1800 9th) 
and the delivery of the Phase VI buildings in 12-18 months, and then 
the first of their own towers 12 months later. There are several projects 
jockeying for position, but at this point they would not be able to deliver 
much sooner. So far no other anchor tenants have stepped up to get 
ground broken on these other projects.

East King County

As of the first quarter 2013, vacancy in the Eastside office market 
remains the lowest of the major market areas in the region, at 8.9% 
and notably less than the average regional vacancy mark of 10.4%. 
Eastside vacancy is up just slightly from last quarter due to a negative 
first quarter 2013 absorption total of -111,674 s.f. The availability 
rate on the Eastside also remains high at 13.1%, indicating tenants 
continue to be in transition and are keeping options open. The majority 
of leasing activity has occurred in the Bellevue CBD and Bellevue 
Suburban markets, although it has moderated overall from activity at 
the end of 2012. Active tenants continue to be technology users lead 
by gaming and software companies. Three of the Eastside submarkets 
(520 Corridor, Kirkland and Redmond) saw vacancy decline over the 
last quarter while the others increased modestly. The Class A office 
supply in the Bellevue CBD remains in limited supply for large users, 
although this is beginning to change with opportunities being more 
heavily marketed at several proposed CBD office towers offered by 
seasoned Eastside office developers, including Kemper Freeman, 
Beacon, Schnitzer West, and Bentall Kennedy. What remains to be 
seen is which of these developers will be first to procure a substantial 
tenant or two that will allow them to move forward with their high 
rise project. Ending speculation, Google announced a prelease of 
an 180,000 s.f. expansion of their Kirkland office campus. The two 
new buildings by SRM are targeting a 2015 delivery and will house 
up to 1,000 new employees. Asking rental rates in the Eastside 
market finished the quarter down just slightly over the last quarter 
at $28.66/s.f./year, full service compared to $28.83/s.f. (4Q-2012). 

Average asking rental rates across the Seattle market increased 
over the past quarter by about 4%, as landlords reacted to 
the deal volume in the quarter and the tight Class A market in 
buildings built since 2000. The average asking rental rate in the 
Seattle market is $29.49/s.f./year, full service. The true change 
may be slightly higher as the remaining listings have very little 
space in the best Class A properties in the market.

Eastside vacancy is expected to continue its downward trend 
with upward pressure on rents through 2013. While investment 
sale activity slowed some over the last quarter, owner-activity 
purchases are on the rise with Eastside office sales ranging 
between $3.4 to $8.7 million. This activity is expected to 
continue as rents increase and interest rates remain low.
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South King County

The South King County market vacancy rate ended 2012 at 12.32%, 
down 54 bps from the beginning of the year. The first quarter 2013 
absorption was 189,378 s.f., nearly triple the net for all of 2012. The 
availability rate dropped to 16.0% from 16.30% at the end of 2012 
however, the rate remains the highest of the submarkets. The average 
rental rate on available space in South King decreased by 4% for 
the first quarter, which will help leasing, but even more desirable 
suburban Bellevue submarkets are soft with only slightly higher rents. 
Historically, this office market has only really moved when Boeing 
expanded or as Bellevue space was tight. Boeing is not likely to be 
in the market for more office space in the foreseeable future and the 
availability rate is 12.3% in Bellevue’s suburbs.

Snohomish County

The Snohomish County market lost a bit of ground in the first quarter, 
with minor negative net absorption and a slightly higher vacancy rate. 
The vacancy rate increased slightly to 10.8% from 10.7% last quarter 
and the availability rate is 14.4%, up 10bps over year-end 2012. 
Average asking rent fell slightly to $21.80/s.f./year full service. As in 
South King County, Boeing is not expected to be a long-term demand 
generator for office space as this quarter they moved some additional 
operations from Everett to out of state sites. Overall, the market 
remains primarily populated by smaller tenants. Two smaller office 
projects remain under construction, a 24,000 s.f. building in Mill Creek 
and a 4,000 s.f. building in Edmonds. Both are owner/user projects. 
On the investment front, Schnitzer NW closed sales of two office 
properties and a business park in the Schnitzer North Creek campus. 
The capitalization rate for the multi-tenant 1989 vintage building was 
9.1% in a $6,830,000 sale. The cap rate reflects the limited investor 
enthusiasm for suburban office properties in general.

Pierce County

Pierce County showed the biggest decrease in vacancy rates in 
the fourth quarter of last year and it continued to decline in the first 
quarter. The vacancy rate fell to 11.0% after ending 2012 at 11.2%. 
Not encouraging, however, was the 60 basis point increase in the 
availability rate to 14.2%. Absorption was a net 39,926 s.f., ahead 
of the rate in 2012. Downtown Tacoma vacancy is 12.9%, improved 
from 13.3%. The availability rate, however, jumped to 18.7% from 
16.6%. Positive news for the CBD was the report that State Farm 
Insurance toured the former Russell Investment space in a search for 
up to 600,000 s.f. of office space. Obviously this would be a major win 
for Tacoma and would become the market’s largest non-government 
office user. Because of the soft market and lackluster job growth, 
investment in the Pierce County office market has been minimal. The 
average asking rental rates were adjusted downward over the quarter 
to $19.73/s.f./year full service, but price is not the primary factor. 
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Offices
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Investment activity continued in the first quarter 
with $480 million in sales in the top six sales 
alone. The top sales were in the Seattle CBD and 
represented a variety of properties, from the 1922 
vintage Dexter Horton building in the middle of the 
CBD to Westlake Terry, built in 2007 in South Lake 
Union, occupied by Group Health and Microsoft.  
Capitalization rates were generally unchanged 
from the previous quarter, indicating that the equity 
rate absorbed the increase in lending rates, further 
solidifying the market’s attraction to investors.

Vacant Space/Vacancy Rate

Net absorption in the region during the first quarter 
was 338,665 s.f.; well off the pace of last year. The 
regional vacancy bumped up slightly to 10.35% 
from 10.31%, as leasing fell behind delivery of new 
space. The availability rate increased to 14.01% 
after ending 2012 at 13.87%. Considering the 
number of leases signed during the fourth quarter of 
last year, vacancy and availability rates should trend 
downward into 2013. Availability rates moved up or 
were flat in four of the five major markets, indicating 
tenant downsizing has not yet ended in the region. 
Overall, the regional office market is oversupplied, 
but specific locations are already supporting new 
construction; South Lake Union and Pioneer Square 
in downtown Seattle being the major examples.

New Construction Activity

Development of new office projects is picking up 
some momentum in those hot submarkets. One 
new project was started in South Lake Union; 
Capstone is underway on Dexter Station, a 345,992 
s.f. speculative building at the southwest corner 
of the lake. The total space under construction in 
the region is now 1,012,357 s.f., including Dexter 
Station, 202 Westlake (pre-leased to Amazon) and 
UW Medicine in South Lake Union (preleased), 
Home Plate Center South in the SoDo neighborhood 
of South Seattle, and Bullitt Center in Capitol Hill. 
Vulcan is moving forward with two new buildings 
adjacent to Amazon’s current campus and is also 
finalizing plans for a smaller, speculative project 
a few blocks west of the campus. Amazon has 
cleared the first of three blocks purchased late last 
year and intends to start the 1,100,000 s.f. tower 
when plans are approved. Within the regional 
inventory of vacant space, there are only 17 spaces 
larger than 100,000 s.f. available; seven of those 
are over 200,000 s.f. This is a relatively small 
group in a market of about 182 million square feet, 
although, other than Amazon, the list of tenants 
with announced requirements above 100,000 s.f. is 
also short. Rental rates in the prime locations in the 

Seattle CBD and in the Bellevue CBD are getting 
close to cost-feasible levels for new construction, 
assuming significant pre-leasing.

Rent Forecast 

Face rental rates showed only modest changes 
in the first quarter. The Seattle market saw a 1% 
increase. South King County’s average asking 
price fell 4%, likely instrumental to its increased 
absorption in the quarter. Pierce County also dipped 
by about 4%, helping in the quarterly absorption 
to a lesser degree than South King. Significant rent 
changes outside of specific micromarkets such as 
South Lake Union, Pioneer Square and the Bellevue 
CBD are not anticipated until later in 2013, at best.

Investment Market

Following a historical high investment total in the 
fourth quarter of 2012 ($2.46 billion), the $560 
million in the first quarter seems small but still 
places it in 13th place among the highest monthly 
annual dollar volume quarters ever. The largest 
sale in the quarter was the Westlake Terry Building 
at $170 million, equating to $534/s.f. The buyer 
was Kilroy properties, which has been very active 
in Seattle area acquisitions over the past four 
years. That property benefited from strong tenancy 
with the office space leased to Group Health and 
Microsoft. The other major sales included a variety 
of product types and a varied group of buyers. The 
605/625 Union Station building was sold by McCaw 
to the Los Angeles County Employees Retirement 
Association, Napi REIT sold Dexter Horton to 
Gerding Edlan, Union Investment Real Estate  sold 
5th & Pine to Invesco, the Pacific Building was sold 
by Meriwether Partners to Redpoint and Harbor 
Properties sold the Logan Building to UNICO. As 
mentioned earlier, the capitalization rates for these 
sales were in line with the comparable sales closed 
last quarter, although, other than Westlake Terry, 
none of this quarter’s sales are Class A core assets.  
Buyers’ appetites are not yet sated, and there is talk 
of a couple of new offerings in next few months. The 
limited number of Class A core properties that might 
be available will continue to push investors into 
secondary investment levels.

*Source: CoStar Data
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