
San Francisco 3.5% -20 $3,150 5.6%

San Jose 3.4% -40 $2,650 8.4%

Oakland 3.0% -30 $2,210 7.0%

Surging Net Absorption Buoyed by Lack 

Of Housing Amid Robust Bay Area Economies

Ascending single-family home prices and multidecade lows 

in unemployment driving apartment demand. The accelerat-

ing pace of growth in technology and startups in the Bay Area has 

driven unemployment rates to the lowest level since 2000, trig-

gering demand for local housing options. Combined with soaring 

single-family home prices, apartment net absorption has remained 

elevated, even as supply increases have reached the highest point 

in decades. As a result, vacancy remains extremely depressed, 

prompting signifi cant growth in average effective rents. Regional 

supply injections will peak in 2017 in all Bay Area metros, provid-

ing further tailwinds for future improvement over the months and 

years ahead. 

Peninsula projects dominate pipeline; mid-rise buildings 

most prominent. Amid incredibly tight vacancy, builders are 

rapidly increasing construction to the highest point since the late 

1990s. As a result, projects are expanding in size and scope, with 

a focus on infi ll submarkets like SoMa, where four of the fi ve larg-

est offerings will come online this year. Broadly, the San Francisco 

metro remains the most active, accounting for more than 43 per-

cent of all Bay Area completions this year. Meanwhile, deliveries in 

San Jose and Oakland are historically elevated but more benign 

than peninsula assets. These conditions will mute the impact of 

new supply, leading to tighter vacancy and rising rents.

San Francisco

• San Mateo assets have garnered signficant attention as con-

struction heats up on the peninsula. Assets near corporate 

campuses with upgrade potential receive multiple offers.

• Cap rates remain in the low-4 percent range, prompting a most-

ly capital-appreciation investor mindset. Property repositionings 

have become much more popular as valuations have risen. 

San Jose

• A lack of overall development and tight vacancy is drawing in-

vestors to assets with low-5 percent yields. Deal flow is cen-

tered around BART stations and other transportation routes.

• A slowdown in listings activity is boosting prices and elevating 

competition to deploy capital. 

Oakland

• Relatively higher yields are drawing investors from both San 

Jose and San Francisco. Cap rates can be up to 50 basis 

points higher on average.

• Suburban assets with little competition from other complexes 

are in high demand due to greater pricing power. Rent growth 

in these areas can far exceed the metro average.

Investment Trends
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* Trailing 12 months through 2Q17

Sources: CoStar Group, Inc.; Real Capital Analytics
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VACANCY:

CONSTRUCTION:

* Forecast

San Francisco

2.2% increase in total employment Y-O-Y

• During the past 12 months, San Francisco organizations 

added 24,400 jobs, led by leisure and hospitality fi rms, 

which added 7,250 positions. The healthcare and trade 

sectors were also contributors, adding 4,300 employees.

• A lack of qualifi ed applicants and a metro unemployment 

rate of 2.8 percent are limiting payroll growth. Unemploy-

ment is at the lowest level since 1999.

  EMPLOYMENT: Employment Trends
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Rent Trends
Monthly Rent Y-O-Y Rent Change
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• Surging net absorption amid a lack of housing in the 

metro contracted vacancy to 2.8 percent over the past 

year. The tightest submarket, North San Mateo County, 

reached 1.8 percent. 

• Strength is being driven by Class B and C buildings amid 

an infl ux of Class A properties. Class C vacancy is 1.3 

percent metrowide.

130 basis point decrease in vacancy Y-O-Y

3,292 units completed Y-O-Y

• Completions moderately slowed over the last year, led 

by projects in SoMa, where nearly 800 units were com-

pleted in the fi rst six months of 2017. The largest de-

livery this year was 340 Fremont, containing 348 units.

• The pace of development will ramp up through the re-

mainder of 2017, with 4,669 rentals slated for delivery. 

More than 2,600 apartments are located in SoMa.

1.5% increase in effective rents Y-O-Y

• Led by signifi cant advancement in San Mateo County, the 

average effective rent rose to $3,119 per month. Rents in 

all portions of San Mateo County rose at least 4.4 per-

cent, offsetting a decline in San Francisco.

• Signifi cant supply growth in SoMa triggered an average 

effective rent decline. It dropped 2.9 percent to $3,795 

per month. Rents remain the highest in the metro.

RENTS:

2Q17 – 12-Month Period



* Forecast

San Jose

1.7% increase in total employment Y-O-Y

• Offi ce-using and leisure and hospitality positions dominat-

ed hiring over the past year, leading organizations to create 

18,100 jobs. Education and healthcare also contributed 

meaningfully, adding 4,600 workers.

• Unemployment has collapsed to 3.2 percent, down 70 

basis points over the past year and reaching the lowest 

level since 2000. Tight unemployment is straining hiring.

  EMPLOYMENT: Employment Trends
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Rent Trends
Monthly Rent Y-O-Y Rent Change
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30 basis point decrease in vacancy Y-O-Y

• Over the past year, vacancy fell to 2.8 percent, driven 

by a 170-basis-point fall in the North San Jose/Milpitas 

submarket to 2.6 percent. 

• Only two submarkets recorded an uptick in vacancy 

during the last year. Central San Jose increased 120 ba-

sis points to 4.3 percent and South San Jose rose 90 

basis points to 3.8 percent.

VACANCY:

5,582 units completed Y-O-Y

• Development accelerated moderately over the past 

year, boosted by projects in Santa Clara, where more 

than 1,292 rentals were completed. Central San Jose 

was also active, with 1,167 units delivered.

• Construction will remain elevated through year end, 

with 2,344 apartments slated for completion. Encasa, in 

North Sunnyvale is the largest project at 465 units.

CONSTRUCTION:

2.8% increase in effective rents Y-O-Y

• Tighter vacancy translated into higher effective rents, ris-

ing 2.8 percent to $2,598 per month. The Central San 

Jose and Mountain View/Palo Alto/Los Altos submarkets 

were outperformers, rising 5.9 percent to $2,459 per 

month and 5.6 percent to $3,233 per month.

• North Sunnyvale posted the only decline, with rents falling 

0.5 percent to $2,749 per square foot.

RENTS:

2Q17 – 12-Month Period



Oakland

* Forecast

2.0% increase in total employment Y-O-Y

• Payroll additions, led by offi ce-using and government 

sectors, led to the creation of 22,400 jobs over the past 

year. More than 7,130 offi ce-using positions were creat-

ed, while 4,660 government workers were added.

• Tight unemployment is triggering a slowdown in hiring 

activity. Over the past year, unemployment has fallen to 

3.6 percent, 80 basis points lower than the prior year.

  EMPLOYMENT: Employment Trends
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Rent Trends
Monthly Rent Y-O-Y Rent Change
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unchanged vacancy Y-O-Y

• Vacancy was unchanged over the past year at 2.5 per-

cent, underpinning a wide range of submarket perfor-

mance. The San Ramon/Dublin submarket posted a 

vacancy decline of 50 basis points. 

• Despite elevated development, vacancy fell 40 basis 

points to 2.9 percent in the Oakland/Berkeley submar-

ket, one of the lowest rates in the metro.

VACANCY:

2,631 units completed Y-O-Y

• Completions increased considerably over the past year, 

rising from 1,038 units in the previous year. Develop-

ment was most active in the Oakland/Berkeley submar-

ket, where 1,055 rentals were delivered.

• Builders will stay active for the remainder of the year, 

with planned injections of 2,087 apartments. Vintage 

Village in Pleasonton is the largest project at 345 units.

CONSTRUCTION:

5.3% increase in effective rents Y-O-Y

• Average effective rent growth ascended over the past year, 

rising to $2,167 per month. Rent in properties in North-

east Contra Costa Country vaulted 10.5 percent higher to 

$1,606 per month, yet they remain the most affordable.

• The Oakland/Berkeley submarket tacked on 7.1 percent 

to $2,655 per month, remaining the most expensive in 

the submarket.

RENTS:

2Q17 – 12-Month Period
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The information contained in this report was obtained from sources deemed to be reliable. Every effort was made to obtain accurate and complete information; however, no 
representation, warranty or guarantee, express or implied, may be made as to the accuracy or reliability of the information contained herein. Note: Metro-level employment 
growth is calculated based on the last month of the quarter/year. Sales data includes transactions valued at $1,000,000 and greater unless otherwise noted. This is not intend-
ed to be a forecast of future events and this is not a guaranty regarding a future event. This is not intended to provide specifi c investment advice and should not be considered 
as investment advice. 

Sources: Marcus & Millichap Research Services; Bureau of Labor Statistics; CoStar Group, Inc.; Experian; National Association of Realtors; Moody’s Analytics; Real Capital 
Analytics; MPF Research; TWR/Dodge Pipeline; U.S. Census Bureau.
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• Monetary policy in transition. Despite the Fed raising its 

benchmark short-term rate three times in seven months and 

signaling another rise before the end of the year, long-term rates 

have remained stable. The yield on the 10-year U.S. Treasury 

bond remained in the low- to mid-2 percent range throughout 

the second quarter of 2017. The Federal Reserve wants to nor-

malize monetary policy and, in addition to rate hikes, will likely 

start paring its balance sheet.   

• Sound economy a balancing act for Fed. With unemploy-

ment hovering in the low-4 percent range, the lowest level since 

2007, the Federal Reserve will remain vigilant regarding the pos-

sible rapid increase in infl ation if wage growth takes off. Addi-

tionally, business confi dence and job openings are near all-time 

highs. Businesses fi nally have the assurance to expand their 

footprints after years of tepid growth following the Great Re-

cession. These conditions are allowing pent-up households to 

form, creating new apartment demand. The Fed, however, must 

now balance economic growth and job creation against wage 

growth and infl ationary pressures.

• Underwriting discipline persists; ample debt capital re-

mains. Overall, leverage on acquisition loans has continued 

to refl ect disciplined underwriting, with LTVs typically ranging 

from 65 percent to 75 percent for most apartment properties. 

At the end of 2016, the combination of higher rates, conser-

vative lender underwriting and fi scal policy uncertainty encour-

aged some investor caution that slowed deal fl ow, a trend that 

has extended into 2017. A potential easing of regulations on 

fi nancial institutions, though, could liberate additional lending 

capacity and higher interest rates may also encourage addition-

al lenders to participate.
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Apartment Mortgage Originations 
By Lender

Apartment Acquisitions 
By Buyer Type*
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