
Real Estate Market Review

Seattle Office
So far in 2014, the only major surprise in the office 
market was Boeing expanding into over 600,000 
s.f. of space in Bothell and the I-90 Corridor, single-
handedly dropping the vacancy rates in those 
submarkets by 300-400 basis points (bps) each.  
The rest of the market trends are holding steady; 
leasing activity is improving across the region and 
the lack of large contiguous spaces in the Seattle 
and Bellevue CBDs have emboldened developers. 

King, Snohomish, and Pierce Counties

Market Forecast

Construction 4.76 M sf

Vacancy 9.5%

Rental Rate Varies* 

Absorption 817,354 sf

Current / Projection
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While the majority of the construction cranes in the region are working on  

multifamily projects, the number perched over office sites continues to increase.  

Site improvements for Touchstone’s Troy Block in South Lake Union and Trammell 

Crow’s Washington Square site in downtown Bellevue continued in the second 

quarter, but neither has started excavation. The next tenant with a major space 

requirement will have to step up to cost-feasible rental rates, following Amazon, 

Brooks Sports, Google and Tommy Bahama’s lead. Those rent levels necessary  

to justify construction are not that far off of the Class A rates in the Seattle and  

Bellevue CBDs. 

Vacant Space/Vacancy Rate

Net absorption in the region of 817,354 s.f. during the second quarter more than 

made up for the slow first quarter. The year to date total of 1,180,272 s.f. almost 

equals the 2013 total of 1,379,412 s.f., and the Boeing leases will be tabulated when 

commencing in the third quarter. The second quarter saw positive absorption in all 

five markets for the first time in over six years. As a result of this activity, the region’s 

vacancy rate dropped to 9.5%, a full 50 bps lower than the first quarter. Perhaps 

the best part of this news is that there was no Amazon component so far in 2014, 

highlighting the return of tenants to the table. The regional availability rate fell to 

11.97%, down over 400 bps from the end of 2010 and 63 bps lower than the first 

quarter. The forecast is for the vacancy rate to continue to decrease, perhaps at an 

even quicker pace, as tenants see their options narrowing and rental rates still not 

fully back to pre-recession levels.

2014
2nd Quarter

* by submarket

Market Highlights

Regional vacancy rate dropped to 9.5%, 
down from 10.3% at the beginning of the 
year. Net absorption for the second quarter 
was 817,354 s.f., pushing the YTD total close 
to the total for all of 2013. 

Construction activity increased through the 
year with 11 major projects underway; ten in 
the Seattle CBD and one in Kirkland. Five of 
the Seattle projects are speculative. Amazon 
will occupy the other five and Google will fill 
the Kirkland project.

Office property sales slowed during 
the quarter, with value-add and owner/
user investments increasing in volume. 
Capitalization rates are stable across the 
categories with an expectation that the 
margin between second-tier and core 
properties will narrow somewhat as the 
former gains some momentum.

Rental rates were generally stable across 
the region into the second quarter, with 
exceptions in the Seattle and Bellevue CBDs 
where leasing demand has been strongest.  n
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Area Review
Seattle CBD/Surrounding Area Review

The Seattle CBD had modest net absorption of 120,789 s.f. in the second 

quarter, decreasing the overall vacancy rate to 9.7% and the availability 

rate to 11.9%. The vacancy rate among the individual submarkets in the 

Seattle core range from 1.9% in the University District to 14.2% in South 

Seattle where two new speculative buildings were delivered in the past two 

years. The CBD core vacancy is 13.0% after a quiet second quarter, but 

with a falling availability rate that reflects on-going leasing activity that will 

commence in the next two quarters. Lake Union, home to Amazon, has seen 

vacancy fall to 4.1% out of 12.2 million s.f. of mostly newer space.  The 

overall rate will fall over the next two quarters as Amazon will reportedly 

lease about 520,000 s.f in four buildings including Blanchard Plaza and 

5th & Bell in the Belltown submarket, and 635 Elliott in Queen Anne. These 

spaces will have to tide the company over until the 2015 delivery of Phase 

VI by Vulcan in 2015. The first of Amazon’s own towers (1,100,000 s.f.) 

will be delivered in 2016, taking some pressure off the speculative market. 

However, contiguous spaces over 50,000 s.f. are rare at the moment, with 

only seven in the entire Seattle market, and only two of those are over 

100,000 s.f. Economic forces should sustain these current trends for the 

next two years at least and parts of the CBD will see strong rent growth over 

that period. One minor cloud on the horizon appeared as Russell Investment 

was recently sold to London Stock Exchange Group with significant 

layoffs expected. The company occupies about 220,000 s.f. in the Russell 

Investment tower.

Eastside Review

The Eastside office market had a strong second quarter with 377,414 s.f of 

net absorption that dropped the vacancy rate just below 8.0%, down from 

11.6% at the end of 2009. The I-90 Corridor submarket, which had taken 

the brunt of the move by tech companies into CBD towers on top of the 

recession, had a very strong quarter. The availability rate fell by 540 bps with 

large leases to Boeing and others in Beacon’s Sunset North and Lincoln 

Executive Center. The vacancy rate in that area should fall about 300 bps 

once these leases commence. The Bellevue CBD vacancy rate is 8.2% 

with an availability rate of 11.4%. Within that available space are only three 

spaces over 50,000 s.f., all of those in One Twelfth at Twelfth. This shortage 

is causing at least five developers to get towers ready to go and it appears 

that Trammell Crow will be the first to come out of the ground. There is 

significant discussion of Microsoft’s potential space requirements, but there 

are a number of various tech companies that could step up in the 100,000 

s.f. range, although none are known to have signed deals. The near-term 

future of the Eastside office market is for falling vacancy and increasing 

rental rates through 2014 and into 2015. The CBD will get most of the new 

absorption going forward as the most active tenants such as Microsoft 
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and Google have found the CBD to be attractive to their employees. There 

is very limited land for office development outside of the core, with the 

exception of the Spring District northeast of the CBD, which is expected to 

be more competitive when the planned light rail opens sometime after 2020. 

South King County Review

South King County had its first positive quarterly absorption in five quarters, 

taking the vacancy rate back down to the level it was just before the start 

of the recession. That rate of 12.1%, however, remains the highest in the 

region. This market traditionally sees increased activity as rental rates 

increase and vacancy falls in the adjacent Eastside market. Those indicators 

are moving toward levels that should draw tenants looking for value, as 

South King rents are among the most affordable in the region. One indication 

of investor confidence in near-term improvement in the market was Hines’ 

April purchase of the Triton Towers. This three building complex was built in 

1980/86 and was operating at stabilized occupancy at sale. The price was 

only $151/s.f., compared with sales of new buildings in the Seattle CBD at 

over $700/s.f., but it was 22% higher than the seller’s acquisition price  

from early 2001. This market should start to see more activity in the  

next few quarters as larger spaces in the Eastside market become  

rare and expensive.

Snohomish County/Northend Review

The Snohomish County office market, like the I-90 Corridor, benefitted in the 

quarter from Boeing’s space needs. Even prior to those leases commencing, 

the Northend had net absorption of 135,517 s.f. in the second quarter, 

decreasing the vacancy rate to 9.7% and the availability rate to 11.4%. 

The asking rental rates did not change significantly in the quarter, but are 

expected to start to move up near-term with this activity. Properties along I-5 

and I-405 in this market are being noted as offering good potential upside as 

prices remain low and there is a significant gap between current rental rates 

and those that would support new development. 

Pierce County Review

The Pierce County market vacancy rate dropped to 9.4% in the second 

quarter, primarily because of the commencement of State Farm leases in 

downtown Tacoma. Net absorption in the second quarter was 108,671 s.f., 

with the availability rate falling to 12.7%, down 70 bps over the first quarter. 

Asking rent declined a bit in the quarter, but this was a function of the 

lower quality of the remaining inventory of vacant space. The Tacoma CBD 

vacancy is 9.5%, propped up by a significant amount of space in the market 

that is inefficient or difficult to lease. Sales in this market remain limited to 

smaller properties, including a growing number of owner/use acquisitions.
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Offices
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San Francisco
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New Construction Activity

As of mid-year 2014, there are eleven major office 
projects under construction; all but the second 
phase of Google’s Kirkland campus are in the Seattle 
market. Five of those Seattle projects are being 
built by, or for, Amazon (set to deliver 3,185,000 
s.f. in 2015-2017) and one is being built for Paul 
Allen’s Institute for Brain Science. Stone34, nearing 
completion in the Fremont neighborhood north of 
downtown Seattle, was pre-leased to Brook Sports. 
The other three under are true speculative projects. 
Dexter Station, targeting a year-end delivery, is being 
developed by Capstone Partners at the northwest 
corner of the South Lake Union neighborhood. No 
leasing has been announced for the 358,000 s.f. 
building where the asking rent averages $35/s.f. per 
year, NNN. Skanska’s 368,000 s.f. 400 Fairview was 
the first of these to secure a lead tenant-Tommy 
Bahama in about 143,000 s.f. Touchstone has two 
properties started: Hill7, an 11-story building with 
300,000 s.f. due in mid-2015, and the two-tower Troy 
Block project. Hill7 is also being marketed at $35/s.f. 
per year, NNN; no leasing has been announced. The 
first tower on the Troy Block (362,000 s.f.) will officially 
start in August, but site work is already underway, 
including preserving the facade of the landmark 
commercial laundry building for incorporation into the 
project podium. The second tower (440,000 s.f.) will 
follow as the market dictates. The asking rent here 
is $36.50. All four of these projects are well within 
Amazon’s turf and it is assumed that the developers  
are holding off leasing smaller parts of their buildings 
until it is clear that Amazon would not be interested.  
Or perhaps they already know one way or the other  
and just aren’t saying.

In the Bellevue CBD, dirt is being moved on the 
Trammell Crow and Kemper Development sites and 
Schnitzer West is preparing a site as well. At Kemper’s 
Lincoln Square II site the retail and residential/hotel 
elements can move ahead even if the office tower is 
added later. Most market participants in the Eastside 
believe that it won’t be long before a major tenant 
comes forward with a large requirement that will get 
one of these or several other towers queued up to 
start in earnest.

Rent Forecast 

As mentioned, rents for Class A space in the CBD 
hotspots have moved up significantly. This has 
been the impetus for increases in rent for larger 
spaces in the previous generations of towers more 
centrally located in the Seattle CBD. Some Eastside 
submarkets have recently seen vacancy fall to the 
point where pressure will be put on the next leases. 
However, the absorption across the region in the 
past quarter was not enough to take the advantage 
out of tenant’s hands. Looking forward, the regional 
availability rate is at the lowest level since that metric 
was first reported in early 2010. With the economy 
continuing to improve, the forecast is for rental 
rates to begin trending upward over the next year. 
Movement will be slow in the tertiary markets as  
job growth for traditional office jobs continues to  
be limited outside of the core locations.

Investment Market

The first half of 2014 office sales volume reached 
$787 million in 88 transactions. The second quarter 
contribution to that total was only $162 million in 42 
sales. The capitalization rates of these sales were 
higher, primarily due to the lack of core asset sales. 
That absence is tied more to a lack of available 
properties rather than a lack of interest, in part a result 
of the majority of the best newer properties already 
having been traded in this cycle. It is encouraging 
that investors are becoming more comfortable with 
secondary locations and value-add opportunities 
outside of the CBDs. It also speaks to the strength of 
the regional market in general, as on a national basis 
office investment has cooled slightly. Triton Towers in 
Renton at $59.96 million was the biggest sale in the 
quarter; three multi-tenant mid-rise buildings which, at 
sale, were 90% occupied by a variety of tenants lead 
by Boeing. In contrast, the second largest sale was 
the Redmond Technology Center, at $15.93 million 
for a 6-year old mid-rise 11% leased at the time of 
sale. In third place is yet another buyer profile, as the 
Bellevue School District purchased to occupy the 
Eastridge Corporate Center at $12 million. Overall, 
Seattle continues to outperform the nation in terms  
of job growth and it appears that investors are 
confident that this will continue to expand outside  
of the core submarkets.
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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.

Name City Date Price SF $/SF Cap Rate

Triton Towers Renton Apr-14 $59,962,790 397,500 $150.85 N/A

Redmond Tech Center Redmond Jun-14 $15,925,000 100,985 $157.70 N/A

Eastridge Corp Center Bellevue May-14 $12,000,000 44,670 $268.64 N/A
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