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2017 Closes Out on a Positive Note as
Major Office Markets Remain Strong
Tech, tech, tech
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>> The major office markets in the U.S. remain healthy, as tech
tenants continue to lead the charge. The majority of leasing
by tech firms is pure expansion, and there is no slowdown in
sight. Co-working space operators, and WeWork in particular,
are expanding aggressively.
>> High-end, Class A space is in strong demand and setting
record rents in the most prestigious submarkets. Tenants
appear willing to pay more for the best space configurations
and locations as they seek to retain and attract the most
skilled employees.
>> Markets where tech is a key driver lead the way. San
Francisco and Seattle continue to dominate. San Francisco
boasts the highest rents in the nation. Driven by further
activity by Amazon, Seattle has the lowest vacancy rate of the
major markets. All 10 markets covered in this report are on
Amazon’s shortlist of potential locations for its second
U.S. headquarters.
>> Leasing volume in Manhattan is at close to record levels and
vacancy remains low. Boston is one of the most dynamic
markets in the top 10. Known tenant requirements are
translating into leases signed and a further series of large
leases are expected to occur over the next few months.
>> Supply-side risk is diminishing, but Los Angeles still merits
a note of caution. Construction is elevated in LA’s core
locations while leasing activity remains stubbornly low.
Concerns in Washington, D.C. have shifted from an oversupply of new product to the amount of older space left
behind.
>> Houston is still the most challenged of the top 10 markets, but
a rise in the price of crude oil portends a potential upturn in
fortunes. Dallas remains on a solid footing, but absorption is
set to slow once the final major tenant move-ins in Far North
Dallas are completed.
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METRO CORE
CBD
INVENTORY (SF)

CORE SUBMARKETS

Manhattan, NY
500,918,568

ABSORPTION
(SF)

AVG RENT VACANCY
($)*
RATE

Manhattan: Midtown,
Midtown South,
Downtown

-776,249

$72.82

6.2%

Washington, D.C.
185,280,187

CBD (D.C.), East End
(D.C.), Capitol Hill
(D.C.), NoMa (D.C.),
Capitol Riverfront
(D.C.), Carlyle (D.C.),
R-B Corridor (NOVA),
Tysons Corner (NOVA),
Bethesda (SubMD)

123,462

$48.23

14.5%

Chicago, IL
144,688,617

West Loop, Central
Loop, River North, East
Loop

488,960

$39.33

11.6%

Houston, TX
118,560,939

CBD, Katy Freeway,
West Loop (Galleria),
Westchase

557,341

$34.86

20.3%

Los Angeles, CA
113,951,300

Downtown Los Angeles,
West Los Angeles,
Tri-Cities

89,900

$45.94

15.4%

Atlanta, GA
100,541,948

Midtown, Buckhead,
Central Perimeter,
Cumberland/Galleria

187,582

$28.20

13.5%

San Francisco
Bay Area, CA
93,347,389

Financial District (North
Financial District
& South Financial
District), SOMA (West
SOMA & East SOMA),
Palo Alto, Mountain
View, Sunnyvale

152,181

$81.34

5.8%

Dallas, TX
78,144,652

Uptown, Preston Center
& Far North Dallas

1,304,602

$31.05

12.7%

Boston, MA
69,313,556

Back Bay, Financial
District, Charlestown,
Crosstown, Fenway/
Kenmore, South
Station, North
Station, Seaport

-4,962

$56.67

10.6%

Seattle, WA
63,357,138

Seattle CBD, Lake
Union, Pioneer Square,
Belltown, Queen Anne,
Ballard

299,274

$40.26

5.4%

* A quarterly rent change of +/-1% or less, is judged to be flat.

>> Average asking rates stand at $72.80 per square foot led by
Midtown at $80.85 per square foot. Average asking rents in
Midtown South and Downtown ended the fourth quarter at
$66.85 per square foot and $63 per square foot respectively.
While Downtown has the lowest rents, it has seen the most
appreciation and the rent gap with Midtown South has halved
from $8 per square foot to $4 per square foot in the last year.
Driven by high rents achieved on new construction, Hudson
Yards/Midtown West now has the highest average direct
asking rents in Manhattan, having overtaken the Plaza District,
at $111.20 per square foot which are the highest of any micro
office market in the U.S.
>> Manhattan’s low vacancy rate remained unchanged in Q4 2017
at 6.2%. Vacancy rates are firmly in single digits across all
of Manhattan ranging from 1.7% in Hudson Yards/Manhattan
West to 8.9% in World Trade Center. The shortage of large
blocks of available space persists. Only six contiguous blocks
of 250,000 square feet or above are immediately available in
Manhattan, half the total seen at the beginning of 2017.
>> Office developments scheduled to be delivered in Manhattan
over the next three years total 17 million square feet, and 55%
of this space is already pre-committed, leaving 7.5 million
square feet still available. This represents less than 2% of
total inventory in a market with a dearth of large-block supply.
The largest project underway is 3 World Trade Center in the
Downtown submarket. The 2.9-million-square-foot project,
due for completion in 2018, is being developed by Silverstein
Properties and is 38% pre-leased. Four buildings in Hudson
Yards are scheduled to add a further 6.6 million square feet
over the next two years, but less than 10% of this space
remains available.

Washington, D.C.

>> While the Federal Government and legal sector sign many of
the largescale leases, most transactions involve an element
of contraction and downsizing. Five leases above 100,000
square feet were signed in the District in Q4 2017, all involving
either the Government Services Agency (GSA) or law firms,
and all but one involved a reduction in footprint. The largest
lease signed was by the GSA (U.S. Pension Benefit Guaranty
Corporation) relocating to 431,785 square feet at 445 12th St.
SW. The largest lease signed in Northern Virginia in the fourth
quarter also involved a GSA tenant, with the Office of Naval
Research renewing its 313,000 square feet lease at 875 N.
Randolph St. in the Rosslyn-Ballston Corridor.

>> The Manhattan office market remains very strong. Gross
leasing volume in 2017 of 37.1 million square feet was the
second highest since 2003 and almost on par with the peak
level of 37.4 million square feet achieved in 2014. Vacancy
is the third lowest of the 10 markets covered by this report
and rents are the second-highest in the U.S., after the San
Francisco Bay Area.

>> The Washington, D.C. office market held steady in Q4 2017
after a challenging third. Although modest, net absorption
turned positive in Q4 2017 at 123,460 square feet. An uptick
in small- to medium-sized expansions by private sector
tenants contributed to this about-turn and is an encouraging
pointer for the future.
>> Average asking rents stand at $48.20 per square foot which
is marginally higher than in Q3 2017. However, there is a
large spread between average asking rates in the District
at $58.25 per square foot and those in Northern Virginia at
$37.70 per square foot. Even with the significant discount in
rents, vacancy remains much higher in Northern Virginia, at
19.8%, than in the District at 11.9%. Despite its proximity to
the District and inventory of high-rise office space, vacancy in
Rosslyn is at an extreme 31.4%.

>> Construction activity remains elevated and rising with 7
million square feet underway in the District, which is the
highest total seen since Q4 2004. There is 4.5 million square
feet scheduled for delivery in 2018 which is 41% pre-leased.
Northern Virginia paints a similar picture with 2.8 million
square feet underway, of which is 66% pre-leased. With
strong tenant preference for high-end, Class A space, the
challenge has shifted from concerns about over-supply to the
large amount of older Class A and commodity space that is
being left behind as tenants relocate. This could create longterm structural vacancy in the D.C. market.

Chicago

Manhattan

LOCAL INSIGHTS

>> The Chicago office market posted solid performance in Q4
2017 with an uptick in absorption and falling vacancy while
rents held firm. Net absorption totaled 488,960 square feet in
Q4 2017. While encouraging, the amount is modest given the
size of the Chicago market. The West Loop was the principal
beneficiary with the Central Loop losing out. This represents a
continuing trend in the Chicago office market of tenants being
comfortable to pay up for the newest and best space, which is
predominantly in the West Loop.
>> Average asking rates stand at $39.30 per square foot and
are highest in the West Loop at $43.50 per square foot. The
upper floors of the newer trophy office towers in the West
Loop, built in the past 10 years, can achieve rents of $60 per
square foot, while the prior generation of such properties
are able to garner $50 per square foot. River North has the
second highest rates in the Chicago office market at $39.35
per square foot as availability continues to tighten. River
North, at 7.1%, has by far the lowest vacancy rate of the four
submarkets addressed by this report. Overall market vacancy
stands at 11.6%.
>> There were five leases of 100,000 square feet and above
signed in the fourth quarter, three of which were renewals.
The Chicago Tribune signed the largest new lease taking
137,000 square feet at 130 E. Randolph St. in the East Loop,
while Facebook took 100,000 square feet of expansion space
at 191 N. Wacker Dr. in the West Loop.
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Los Angeles

>> While rents and vacancy remained flat in the Houston office
market in Q4 2017, there was a sharp and positive aboutturn in net absorption, which totaled 557,340 square feet in
contrast to negative 684,000 square feet in Q3 2017. Prior to
Q4 2017, net absorption had been negative for six
successive quarters.

>> Although the volume of sublease space on the market is
falling, there is still 8.8 million square feet of such space
available across the metro, the majority of which has less
than three years of lease term remaining. The Houston CBD
and Katy Freeway submarkets have the greatest exposure to
sublease space of the core markets covered in this report.
There are 13 sublease spaces available of over 150,000
square feet in the Houston metro, eight of which (including the
three largest ones) are in the CBD or Katy Freeway areas.
>> Average asking rates stand at $34.85 per square foot, the
highest of which are in the CBD at $39.35 per square foot
followed by West Loop/Galleria at $35.45 per square foot.
Four of the five largest leases signed in Q4 2017 took place
in the CBD, but only one of these was above 100,000 square
feet, with Saudi Aramco taking 200,000 square feet of
sublease space at Two Allen Center which was formerly
occupied by Chevron.
>> Construction activity is modest and 62% of space underway is
pre-leased. The largest property under construction is Capitol
Tower at 800 Capitol St. in the CBD. SCD Acquisitions LLC is
making a bold play in a submarket that has a 20.6% vacancy
rate. The 778,340 square feet project is 31% pre-leased with
delivery scheduled for mid-2019.

>> The Los Angeles office market held firm in Q4 2017. Vacancy
rates and rents held steady though net absorption totaled
only 89,900 square feet, down from 877,100 square feet in
Q3 2017. One of the reasons that vacancy rates have seen
minimal change is the limited amount of net absorption. West
LA was the only one of the three submarkets covered by
this report to post positive absorption in 2017, albeit a paltry
140,300 square feet.
>> Average asking rates stand at $45.95 per square feet, a slight
uplift from $45.50 in Q3 2017. West LA has the highest rates
by a considerable margin at $55.30 per square foot. Top
properties in the most prestigious locations such as Beverly
Hills, Century City and Santa Monica can command $60-70
per square foot. Average asking rates in Downtown and TriCities stand at $40.20 per square foot and $36.70 per square
foot respectively.
>> Vacancy Downtown, at 20.6%, is considerably higher than the
market average of 15.4%. Vacancy in Tri-Cities and West LA
is lower at 13.2% and 13.6% respectively. There are marked
variations within both submarkets. Burbank remains the
healthiest location in Tri-Cities with vacancy at 10.9% and
average asking rates of over $40 per square foot. Vacancy
rates in West LA range from 7.9% in Brentwood to 23.4% in
outlying Culver City. Century City, at 8.9%, is the only high-end
location in West LA with a sub-10% vacancy rate.

>> An encouraging sign for the energy-dependent Houston office
market is the rise in Brent crude oil prices – now up to $64
per barrel. While this is a move in the right direction, prices
generally need to reach $85-$90 per barrel before energy
companies start to expand. A number of energy firms are
already holding shadow space that they can backfill which will
likely limit occupancy growth.

>> Construction activity is concentrated in Downtown and
West LA with 1.4 million square feet and 1.7 million square
feet underway respectively, representing a combined 62%
of total office space under construction across the Greater
Los Angeles Basin. The bulk of this space remains available.
Downtown has slightly greater exposure with over 80% of
current construction still available. The two largest Downtown
projects at 801 S. Broadway (500,000 square feet) and 757
S. Alameda St. (425,100 square feet) have yet to see any
leasing activity. In West LA, there are four projects of over
100,000 square feet underway, totaling 765,000 square feet,
that are fully available.

Atlanta

Houston

>> The delivery of new office towers is set to pause after
151 N. Franklin St., which is due to complete in Q2 2018.
The 807,000-square-foot development by The John Buck
Company will be anchored by CNA Insurance, who have
signed for 274,000 square feet and secured naming rights
on the property. The property is 53% pre-leased and seeking
rents around $60 per square foot. There is a two-year
gap before the next tower is scheduled to deliver in 2020,
providing 1.45 million square feet at the Hughes Tower, 110 N.
Wacker Dr. in the West Loop. Bank of America has pre-leased
500,000 square feet to anchor the new building.

>> The Atlanta office market saw minimal change in Q4
2017, with rents and vacancy remaining essentially flat.
Encouragingly, net absorption was positive at 187,580 square
feet effectively balancing out the negative absorption from the
prior quarter. The greatest absorption gains were in Midtown
while net absorption in Central Perimeter was negative. This
reflects the pattern for 2017 as a whole, with net absorption
in Midtown totaling 257,150 square feet and negative 266,160
square feet in Central Perimeter equivalent to only 1% of the
office inventory in both submarkets.
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>> Office space under construction is predominantly pre-leased.
Three major projects are set to deliver in San Francisco’s
Financial District in Q1 2018 led by the 1.3 million square feet
Salesforce Tower, which is over 90% pre-leased. The other
two properties, 181 Fremont St. (412,230 square feet) and 350
Bush St. (372,000 square feet) are both 100% pre-leased.
The first large-scale speculative project to test the market is
Park Tower at 250 Howard St. where a joint venture between
Golub Real Estate and The John Buck Company is building a
751,000 square feet office tower scheduled for delivery in Q4
2018. The property is currently fully available.

>> Average asking rents held steady in Q4 2017 at $28.20 per
square foot led by Buckhead and Midtown where rates are
both around $33 per square foot. Rents in Central Perimeter
are slightly below the market average at $27 per square foot.
Midtown saw the strongest rental gains in 2017 and is the only
submarket where quoting rents for top properties are upward
of $50 per square foot.
>> The largest lease transaction in Q4 2017 occurred in Midtown,
where Anthem pre-committed to a 352,000-square-foot
build-to-suit by Portman Holdings at W. Peachtree and Fourth
Street. The project is scheduled for completion in early 2020.
Anthem will be vacating 150,000 square feet at the Bank of
America tower in downtown Atlanta. The three largest leases
signed in 2017 all involved build-to-suit projects.

San Francisco

>> The San Francisco Bay Area office market remains one of the
strongest in the U.S. commanding the highest average asking
rates of the 10 markets in this report at $81.35 per square foot
and the second-lowest vacancy rate. Strong leasing by the
tech sector is showing no signs of abating and vacancy fell by
70 basis points to 5.8% in Q4 2017.
>> One sign of the market’s strength is that its high rents
continue to be underpinned by actual lease transactions rather
than new space entering the market with higher asking rates.
Rents in San Francisco’s core submarkets of the Financial
District and SOMA are holding up at around $80 per square
foot. The rental delta between Class A and Class B office
space is relatively small reflecting strong demand and low
availability. Average asking rates in Silicon Valley are similar,
but can be over $90 per square foot in prestige locations such
as Palo Alto Central where vacancy is only 2.1%.
>> The dominance of the tech sector cannot be overstated.
Dropbox signed the largest lease in San Francisco market
history in Q4 2017, taking 737,000 square feet at 100 Owens
St. Additionally in the fourth quarter, Okta leased 207,000
square feet at 100 First St. and Atlassian signed for 126,900
square feet at 350 Bush St. while Twitter renewed its 215,000
square feet lease at 1355 Market St.

Dallas

>> Fully speculative development remains a rarity in Atlanta,
and 80% of new office space added in 2017 is already taken,
mostly through pre-lets. There are 10 projects over 100,000
square feet underway in Atlanta, seven of which are in the
submarkets covered by this report with a combined total of 3.2
million square feet. The bulk of this space is pre-let to tenants
including NCR, State Farm Insurance and Mercedes. The
principal exception is New City’s 430,000-square-foot 725
Ponce in Midtown, which is due to deliver in early 2019 and
remains fully available.

>> The picture in Silicon Valley is similar with build-to-suit,
pre-let and owner-occupier projects dominating construction
activity. Apple, Google and Palo Alto Networks have been
taking the bulk of this space but Amazon, Netflix and WeWork
have also been active. Two of the largest projects currently
underway are 2000 N. Shoreline Blvd. and 1625 Plymouth
St., both in Mountain View, which will provide a combined
740,000 square feet of space for Google.
>> The headline-grabbing number for the Dallas office market in
Q4 2017 was a sharp uptick in absorption. While rents and
vacancy held flat, net absorption almost doubled from the
preceding quarter to 1.3 million square feet. However, large
tenant move-ins in Far North Dallas accounted for a large
share of this total, led by JP Morgan and Fannie Mae taking
full occupancy of their new headquarters.
>> Far North Dallas continues to dominate the Dallas-Forth
Worth metro office market with 1.4 million square feet of
net absorption in Q4 2017, which is higher than the overall
quarterly total for the Metroplex, and 4.3 million square feet
of net absorption in 2017, representing three-quarters of
the annual total for the metro. Construction in Far North
Dallas paints a similar picture with 4.6 million square feet
delivered in 2017 and a further 2.8 million square feet
under construction. Uptown/Turtle Creek is also active
with 1.3 million square feet underway which will increase
the submarket’s inventory by 10%. Once this is completed
Uptown/Turtle Creek will be virtually built out.
>> Average asking rates in the Dallas office market stand at
$31.05 per square foot. Preston Center and Uptown/Turtle
Creek both have average asking rates of $40 per square
foot. New construction and high-end properties on McKinney
Avenue, in the heart of Uptown/Turtle Creek, can command
rents upward of $50 per square foot. Asking rates in Far
North Dallas are below the market average at $28.40 per
square foot.
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>> The Boston office market held steady in Q4 2017 with
rents and vacancy staying flat and virtually zero net
absorption. Average asking rates of $56.70 per square
foot remain the third highest among the 10 markets
covered by this report, behind Manhattan and San
Francisco. No other markets have asking rates above $50
per square foot.
>> Seaport remains the strongest of the core Boston
submarkets covered by this report with a 7.6% vacancy
rate, comfortably below the 10.6% market average, and
over 370,000 square feet of positive absorption in 2017.
Class A vacancy in Seaport is a minimal 2.9%. Vacancy
rates in Back Bay and the Financial District are 12.5%
and 11.9% respectively. Vacancy in the upper floors in
the Financial District’s Class A towers is receding as the
rental premium over lower floors has tightened. The best
properties in the Back Bay are seeking rents of above
$80 per square foot and asking rents for comparable
properties in the Financial District and Seaport are in the
low-to-mid $70s per square foot.
>> A major positive for the Boston office market is both
the size of tenant requirements (estimated at around
six million square feet) in the market and evidence that
they are translating into signed leases. The largest lease
transaction in Q4 2017 involved web marketing firm
Rapid7 taking 145,000 square feet in Boston Properties’
500,000-square-feet, mixed-use Causeway development
in North Station. This area which abuts the TD Garden
arena is increasing in prominence.
>> The leasing outlook for 2018 is positive with several major
requirements expected to land over the next few months,
including Cengage Learning in Seaport, Wayfair and Draft
Kings in Back Bay and Nixon Peabody in the Financial
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District. Meanwhile, WeWork’s expansion, noted in our prior
report, continues apace. WeWork are expected to backfill
100,000 square feet of space at 33 Arch St. once Digitas
relocates to its new headquarters at 40 Water St. in Congress
Square, and are seeking another 250,000 square feet in
central Boston.

Seattle

Boston

>> The pace of leasing activity slowed in Q4 2017 with only
one lease over 100,000 square feet signed in the quarter.
T-Mobile leased 158,230 square feet at 7668 Warren
Pkwy. in Far North Dallas. Dallas is expected to continue
to attract corporate occupiers seeking a regional or
national headquarters. Boeing, which leased space for 50
employees in Far North Dallas earlier in the year, recently
announced that it will be increasing its headcount to 200.

>> The Seattle office market continues to post a strong
performance and now has the lowest vacancy rate of all the
10 markets covered in this report. Vacancy dropped from 7.6%
in Q3 2017 to 5.4% at the end of Q4 2017 and, as is almost
always the case, Amazon was at the center of the story,
moving in to 528,000 square feet across two properties in the
Lake Union submarket, which now has a mere 3.1%
vacancy rate.
>> While rents are flat in most of the major markets nationally,
Seattle rents are still on the rise. Average asking rents stand
at $40.25 per square foot, up from $38.75 per square foot in
Q3 2017. The highest rates are in the CBD ($43.65 per square
foot) and Lake Union ($41.30 per square foot.) Steady preleasing of new space is both driving rent growth and keeping
availability tight. The remaining five submarkets covered by
this report all have average asking rates below the market
average, led by Pioneer Square/Waterfront at $35.15 per
square foot.
>> The two largest leases signed in Q4 2017 both involved
Amazon, led by another major pre-lease. Amazon will occupy
the entire 738,900-square-foot Rainier Tower II in the CBD
and also pre-leased 159,335 square feet at Yale & Thomas in
Lake Union. These were the only leases of 100,000 square
feet and above signed in Q4 2017, but it also worth mentioning
WeWork grew their Seattle presence by an additional 80,540
square feet at 1411 4th Ave. in the CBD.
>> Construction activity remains elevated with 5.2 million square
feet of office space underway across the Seattle office market,
71% of which is pre-leased. This development is concentrated
in three submarkets: Belltown/Denny Regrade (1.2 million
square feet and 100% pre-leased), Lake Union (2.2 million
square feet and 66% pre-leased) and the Seattle CBD (1.4
million square feet and 52% pre-leased). Given strong,
sustained tenant demand in Seattle and the continued growth
of the tech sector, we do not perceive any supply-side risk.

Stephen Newbold
National Director of Office Research | USA
+1 202 534 3630
stephen.newbold@colliers.com

Copyright © 2018 Colliers International.
The information contained herein has been obtained from sources deemed reliable. While every reasonable effort has been made to ensure its
accuracy, we cannot guarantee it. No responsibility is assumed for any inaccuracies. Readers are encouraged to consult their professional advisors
prior to acting on any of the material contained in this report.

Colliers International
666 Fifth Avenue
New York, NY 10103
+1 212 716 3500
colliers.com

