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VACANCY CLIMB CONTINUES
Overall vacancy increased by 270 basis points to 10.3%, a 750-basis-
point year-over-year change. San Francisco experienced one of its 
largest drops in absorption in its history, at negative 2.2 million square 
feet, for a year-to-date total of negative 5.9 million square feet. 
Additionally, availability increased 350 basis points during the third 
quarter of 2020 to 17.7%. Nearly 2/3 of the increase in availability 
during the third quarter came from sublease space, which grew by 
nearly 2.0 million square feet. At 7.5 million square feet, sublease 
availability has increased more than five-fold over the last year and is 
expected to increase further as a handful of large tenants are rumored 
to be adding several hundred thousand square feet to the market in 
coming months. 

Leasing volume in the third quarter was just under 375,000 square feet, 
not including renewals. To date, 2020 leasing is at 26.0% of the leasing 
volume over the same period in 2019. A bright spot on the horizon is 
the handful of tenants inquiring about spaces after putting 
requirements on hold early in the quarantine, and tenant demand 
increased by 10.0% during the third quarter. 

RENTS DROPPING SLOWLY
Surprisingly, the increase in available space came with only a small 
decrease in overall asking rents, which ended the quarter at $80.98/SF, 
a drop of 4.0% since last quarter and just 6.1% less than year ago. At 
$90.31/SF, Class A rents dropped only 3.4% to $87.23/SF, a drop of 
just  4.4% less than a year ago. Class B rates of $72.74/SF fell 5.6% 
quarter-over-quarter but have fallen 9.3% year-over-year. Overall 
sublease asking rates are 7.7% lower than direct rates at $74.78/SF, 
although Class A sublease rates of $79.08/SF offer a discount of 
11.5% for that class. While these rates represent what landlords and 
their brokers are officially asking for spaces, there is abundant 
anecdotal evidence that tenants looking to negotiate a good deal will 
find plenty of options with fair amount of wiggle room.

While the San Francisco office market entered this period of 
uncertainty with strong underlying fundamentals, and has historically 
bounced back faster than other markets, it is unclear when the rebound 
will start, nor the speed in which that rebound will occur. 

INVESTMENT SALES
Notable sales in the third quarter included CBRE Global Investors’ 
acquisition of 123 Townsend Street from Manchester Capital 
Management for $140.0 million, or $1,010/SF. Paypal is the primary 
tenant in the building on a long-term lease. Additionally, Hearst 
Corporation acquired 1098 Harrison Street from Embarcadero Capital

MARKET SUMMARY
Current 
Quarter

Prior
Quarter

Year Ago
Period

12 Month
Forecast

Total Inventory 85.5M SF 85.5M SF 83.3M SF 

Vacancy Rate 10.3% 7.6% 2.8% 

Quarterly Net Absorption -2.2M SF -3.1M SF 1.0M SF 

Average FS Asking Rent $80.98SF $84.39/SF $86.23/SF 

Under Construction 2.0M SF 2.0M SF 3.3M SF 

Deliveries 0 SF 1.0 SF 0 SF 

CURRENT CONDITIONS

Overall vacancy increased by 270 basis points to 10.3%, and Class 
A vacancy increased 200 basis points to 9.4%.

Availability increased by more than 1.5 million square feet for the 
fourth quarter in a row, increasing from 12.1 million square feet 
last quarter to 15.1 million square feet.

Class A direct average asking rates fell 3.4% to $87.23/SF, and 
overall direct asking rates decreased 4.0% to $80.98/SF. 

MARKET ANALYSIS
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HISTORICAL AVAILABILITY AND TENANT DEMAND

Square Feet, Millions
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for $52.0 million. The single-tenant building is leased to Plaid. The 
264,000-square-foot vacant retail project at 945 Market Street, formerly 
known as 6X6, was sold by Alexandria and TMG to IKEA. Alexandria 
and TMG had acquired the project in 2019 with the intention of 
converting a portion of the building to office space; IKEA’s urban 
concept will now anchor the building along with other retailers. 

The sales pace has slowed for in-contract transactions, including the 
Transamerica Pyramid, which has been under contract since February 
with SHVO/BVK/Deutsche Finance America as part of a 756,181-
square-foot, three-property portfolio including 505 and 545 Sansome 
Street. Properties in contract as of the end of the quarter included 634 
Second Street. Uncertainty around market rents has made value-add 
investments difficult to close, and multiple buildings have been pulled 
off the market due to the gap between seller expectations and offers 
from buyers; however, there continues to be demand for assets with 

long-term, high-quality tenancy in place. San Francisco has a history of 
market fundamentals rebounding before most of the rest of the 
country, and it is anticipated that investors will take advantage of 
opportunities here once the path forward is clearer.

ECONOMIC OUTLOOK
San Francisco’s unemployment rate as of August was 8.2%, a healthy 
drop from the 12.6% reported in May but a stark contrast to the year-
ago rate of 2.2%. Glassdoor reports that total job openings in San 
Francisco in September were 21.4% fewer than a year ago. The 
squeeze on market conditions are expected to remain until at least 
there is a more concrete reopening timeline in place. In the meantime, 
housing costs for San Francisco employees have decreased. Zumper
reported a 19.6% year-over-year drop in two-bedroom apartment rates 
to $3,811/month; the company still ranks San Francisco as the most 
expensive rental market in the country. 

SELECT LEASE TRANSACTIONS

Tenant Building(s) Submarket Type Square Feet

OpenAI 575 Florida St SOMA – Showplace Square/Potrero Direct 96,960

Castle Global 575 Market St South Financial District Sublease 24,218

Chubb 1 Post St North Financial District Sublease 23,544

Etsy 20 California St North Financial District Renewal 15,753

Brightmark 1725 Montgomery North Waterfront/Jackson Square Direct 15,120

SELECT SALE TRANSACTIONS

Building(s) Submarket Sale Price $/RSF Square Feet

945 Market St (Mixed-Use) SOMA – Central/Yerba Buena $198,000,000 $750 264,000

123 Townsend St SOMA – East $140,000,000 $1,010 138,740

1098 Harrison St SOMA – West $52,000,000 $1,237 42,039

1155 Bryant St (PDR/Lab) SOMA – West $18,300,000 $650 28,137
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SUBMARKET STATISTICS – ALL CLASSES

Total 
Inventory 

(RSF)

Under 
Construction

(RSF)

Total 
Vacancy 

Rate

Total 
Availability 

Rate

Qtr Net 
Absorption 

(RSF)

YTD Net 
Absorption

(RSF)

Class A
Asking 

Rent
(Price/SF)

Class B
Asking 

Rent
(Price/SF)

Direct FS
Asking 

Rent
(Price/SF)

North Financial District 28,281,078 0 9.5% 16.6% -740,960 -1,516,189 $85.81 $78.43 $83.84 

South Financial District 26,588,807 956,968 7.0% 15.6% -602,615 -1,362,701 $89.89 $81.56 $87.37 

SOMA 19,623,915 1,040,000 14.5% 19.3% -492,439 -2,116,101 $90.69 $71.35 $75.94 

Union Square 3,623,871 0 13.8% 22.3% -57,143 -273,238 $81.49 $65.80 $68.38 

Van Ness/Civic Center 1,803,770 0 15.6% 23.7% -85,335 -130,715 $62.15 $56.43 $55.07 

N Waterfront/Jackson Sq 5,566,238 0 10.8% 22.9% -204,039 -464,644 $89.07 $76.29 $82.41 

San Francisco 85,487,679 1,996,968 10.3% 17.7% -2,182,531 -5,863,588 $87.23 $72.74 $80.98 

SUBMARKET STATISTICS – CLASS A

Total 
Inventory 

(RSF)

Under 
Construction

(RSF)

Total 
Vacancy 

Rate

Total 
Availability 

Rate

Qtr Net 
Absorption 

(RSF)

YTD Net 
Absorption

(RSF)

Class A
Asking Rent
(Price/SF)

North Financial District 21,655,509 0 8.4% 14.9% -484,308 -1,114,224 $85.81 

South Financial District 23,992,815 956,968 6.2% 13.8% -407,840 -1,122,487 $89.89 

SOMA 10,403,065 1,040,000 18.3% 18.3% -270,269 -1,662,335 $90.69 

Union Square 535,837 0 21.3% 54.7% -500 -87,335 $81.49 

Van Ness/Civic Center 342,693 0 21.1% 23.3% 225 -19,191 $62.15 

N Waterfront/Jackson Sq 1,964,187 0 7.5% 28.2% -57,457 -123,816 $89.07 

San Francisco 58,894,106 1,996,968 9.4% 15.9% -1,220,149 -4,129,388 $87.23 

3Q 2020 SAN FRANCISCO OFFICE MARKET
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Newmark Knight Frank has implemented a proprietary database and our tracking methodology has been revised.  With this expansion and refinement in our data, there may be adjustments in 
historical statistics including availability, asking rents, absorption and effective rents. Newmark Knight Frank Research Reports are available at www.ngkf.com/research

All information contained in this publication is derived from sources that are deemed to be reliable. However, Newmark Knight Frank (NKF) has not verified any such information, and the same 
constitutes the statements and representations only of the source thereof, and not of NKF. Any recipient of this publication should independently verify such information and all other information 
that may be material to any decision that recipient may make in response to this publication, and should consult with professionals of the recipient’s choice with regard to all aspects of that 
decision, including its legal, financial, and tax aspects and implications. Any recipient of this publication may not, without the prior written approval of NGKF, distribute, disseminate, publish, 
transmit, copy, broadcast, upload, download, or in any other way reproduce this publication or any of the information it contains.
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