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R&D Still Posts Growth Despite Pause in the Action

Following a stellar performance over the first half of 2011 in which the marketplace
absorbed over 3.2 million square feet of previously vacant R&D product, both deal and
growth activity slowed considerably during the third quarter of 2011. The economic crisis
of confidence that set in following the tumultuous events of August played out locally with
many space users scaling back, postponing or even cancelling planned growth. Though the
Bay Area’s tech sector continues to be red hot, this trend impacted nearly every other sector
of the economy. The good news is that even with these challenges the market recorded
nearly 96,000 square feet of occupancy growth. Year-to-date net absorption for R&D
product now stands above 3.5 million square feet—the highest level recorded since 2007.
The bad news is that total deal activity (gross absorption) dropped during the third quarter
to just over 5.1 million square feet.

The Santa Clara County market leads all others in terms of occupancy growth so far this
year, having recorded year-to-date positive net absorption of just over 2.0 million square
feet. Despite this, Santa Clara turned in the weakest performance during the third quarter,
posting occupancy losses of over 71,000 square feet of space. Despite this setback, and
reflecting the market’s strong performance over the first half of the year, rents are actually
creeping up here. The average asking rent for R&D space in Santa Clara County currently
stands at $1.20 per square foot (on a monthly triple net basis), up from $1.12 per square
foot three months ago. The East Bay market, by contrast, turned in the strongest
performance with nearly 291,000 square feet of occupancy growth. Vacancy here dropped
from 21.2% to 20.3% over the course of the third quarter. But despite this strong
performance, rents have yet to stabilize in the face of vacancy rates above the 20% mark.
The current average asking rent for R&D space in the East Bay is $0.82 per square foot,
down from $0.89 one year ago. The San Mateo County market posted 87,000 square feet
of occupancy growth over the past three months. San Mateo vacancy now stands at 11.9%,
down from 12.3%. Rents have remained stable near the $2.14 per square foot mark for the
past six months.

While this quarter’s slowdown comes somewhat as a disappointment, we see it as being
more a pause in the action than the beginning of any new trend. We track active tenant
requirements for office and R&D space in the marketplace. Along the Highway 101 Corridor
alone we are currently aware of just under 8.9 million square feet of potential requirements
that could land as deals within the next 24 months. Despite the national economic
slowdown, this number actually increased over the past three months—at the midyear mark
it stood at 8.4 million square feet—and this increase was almost entirely driven by tech
users. We are tracking 43 requirements of 60,000 square feet or more and at least 32 for a
million square feet. Throughout the entire region, we are tracking more than 13 million
square feet of combined office and R&D requirements. While many space users have
reacted with caution to the heightened sense of economic uncertainty that currently
permeates the national debate, this has had little impact on tech activity—the primary
driving force behind all of this year’s growth.

Looking forward, we see the chances of a double-dip recession as being extremely slim.
However, we see flat economic growth over the final quarter of 2011 as being a given. Tech
users, however, will continue to be active and the marketplace will experience further
occupancy growth in the months ahead. That being said, growth levels will be down
considerably from those that we saw during the first half of the year. Look for rents to
remain stable on the whole, though some select properties and the region’s tightest
submarkets may post modest growth in the months ahead.
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Economic Indicators

Q3 11 Q3 10

Bay Area Employment 3.296M 3.276M

Bay Area Unemployment* 9.86% 10.71%

U.S. Unemployment 9.1% 9.6%

U.S. CCI 49.93 50.94

*Bay Area includes Alameda, Contra Costa, Marin, Napa, 
San Francisco, San Mateo, Santa Clara, Solano, & Sonoma Counties
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Key Lease Transactions Q3 11

PROPERTY SF TENANT TRANSACTION TYPE CITY

803-809 11th Ave 715,000 Google Expansion Sunnyvale

700-750 Central Expy 300,000 Hitachi Data Systems Renewal Santa Clara

3380, 3420 & 3450 Central Expy 200,428 Affymetrix, Inc. Renewal Santa Clara

920-950 DeGuigne Dr 175,000 Telenav Expansion Sunnyvale

7700 Gateway Blvd 158,181 Logitech, Inc. Relocation Newark

500 E. Middlefield Rd 136,377 Symantec Corp. Expansion Mountain View

700 Bay Rd 133,123 Bristol-Meyers Squibb Renewal Redwood City

975 & 995 Benicia Ave 108,712 Apple, Inc. Expansion Sunnyvale

7600 Gateway Blvd 105,362 Logitech, Inc. Relocation Newark

3475 Deer Creek Rd 92,740 SAP America, Inc. Renewal Palo Alto
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INVENTORY SUBLET VACANT DIRECT VACANT
VACANCY

RATE
CURRENT NET 
ABSORPTION

YTD NET 
ABSORPTION

UNDER 
CONSTRUC-

TION

AVERAGE 
ASKING 
RENT

Submarket

San Mateo County 19,289,941 652,661 1,633,242 11.85% 86,749 518,461 0 $2.14 

East Bay I-80/880 Corridor 32,223,185 501,169 6,033,856 20.28% 290,576 963,835 0 $0.82 

Santa Clara County 140,619,609 2,091,063 19,706,546 15.50% -71,382 2,061,153 0 $1.20 

TOTAL 193,265,140 3,244,893 27,373,644 15.94% 305,943 3,543,449 0 $1.19 

*R&D asking rates converted to NNN

About Cassidy Turley

Cassidy Turley is a leading commercial real estate services provider with more than 3,400

professionals in more than 60 offices nationwide. The company represents a wide range of

clients—from small businesses to Fortune 500 companies, from local non-profits to major

institutions. The firm completed transactions valued at $18 billion in 2010, manages 455 million

square feet on behalf of private, institutional and corporate clients and supports more than

25,000 domestic corporate services locations. Cassidy Turley serves owners, investors and

occupiers with a full spectrum of integrated commercial real estate services—including capital

markets, tenant representation, corporate services, project leasing, property management, project

and development services, and research and consulting. In 2010, the firm enhanced its global

service delivery outside of North America through its partnership with GVA. Please visit

www.cassidyturley.com for more information about Cassidy Turley.


