
Dearth of Completions Leaves Retailers Awaiting 2017

2016 Retail Forecast

Employment:

Construction:

Vacancy:

Rents:

Following the generation of more than 46,000 new jobs in 2015, local organizations will create 
40,000 new positions this year, with office-using employment sectors providing the bulk of staff-
er increases.

Developers will finish 210,000 square feet of retail space this year, far surpassing the 11,000 
square feet delivered in the previous year. All expected completions will be in San Mateo Coun-
ty, consisting almost exclusively of net-leased floor plates.

The metro vacancy rate will increase 10 basis points to 2.5 percent as marginal net absorption 
fails to keep pace with construction, even as newly finished product remains benign. In the pre-
vious year, vacancy contracted 20 basis points.

In 2016, the average asking rent will climb 5.4 percent to $40.06 per square foot as tight oper-
ations foster competition for well-located spaces. Last year, the average asking rent soared 9.8 
percent.

3.7% increase
in total employment 

210,000 sq. ft.
will be completed

5.4% increase
in asking rents

10 basis point

increase in vacancy
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San Francisco Metro Area

Job growth at large technology firms 
underpins retail demand; completions 
and net absorption remain muted. 
Buoyed by several of the largest companies 
in the United States, the San Francisco met-
ro has been one of the fastest-growing met-
ropolitan areas in the country. Steady hiring 
by these firms has created tremendous 
demand for local housing and dramatically 
boosted operating rents at retail storefronts 
from increased traffic. As a result, retailers 
have been opening new storefronts through-
out the cycle, trimming vacancy to one of the 
lowest levels ever recorded. Amid a trend 
of slow deliveries, net absorption has been 
able to outpace supply injections, prompting 
a tight operational environment. Although 
vacancy is likely to trend upward over the 
duration of this year, still-tight vacancy will 

sponsor rent growth in the mid single digits, 
far outpacing inflation expectations over the 
same period. Looking forward to 2017 and 
beyond, the completion of Market Street 
Place and the redevelopment of Candlestick 
Park and Hunter’s Point will reinvigorate key 
urban locations, spurring retail sales as new 
shoppers flock to the locations. 

Private buyers get creative as prices 
rise; institutions acquiring trophy as-
sets in urban cores. Amid record lows in 
interest rates, a wide range of buyers have 
been consistently allocating capital to retail 
properties, particularly product in high-den-
sity urban environments where new con-
struction is difficult. This strategy has proved 
remarkably successful over the current cy-
cle as prices have trended higher, creating 

a virtuous cycle as new investors flock to 
the market. As a result, the average first-
year return for metro assets has fallen into 
the low- to mid-4 percent range, prompting 
market participants to pivot towards other 
value maximization strategies such as rede-
velopment or repurposing existing spaces 
into other uses. This has created significant 
demand for structures with excess parking 
and large lot sizes as more investors have 
eyed the strategy and sought to emulate this 
success in other locations. Over the com-
ing year, deal flow will be contingent on the 
number of listings as the market favors sell-
ers. Significant supply injections in the com-
ing year may draw out more willing sellers, 
potentially lifting transaction volumes.
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Economy
• Over the past four quarters ending in June, San Francisco organizations cre-

ated 30,750 new positions, expanding employment by 2.9 percent. This rep-
resents a slowdown from the previous year when 46,600 workers were hired, 
representing a growth rate of 4.7 percent.

• Metro payroll additions have predominantly come from office-using sectors, 
with a particular emphasis on employers in the professional and business 
services industry, where 14,000 staffers were hired. Other significant con-
tributing sectors include the leisure and hospitality and education and health 
services segments, tacking on 3,700 and 5,150 positions, respectively.

• Abundant and steady employment growth has had a substantial impact on 
the unemployment rate, which fell below 3 percent by the end of the second 
quarter, down nearly 60 basis points over the past year.

Outlook: Local organizations will create 40,000 new positions this year, 
swelling the employment market by 3.7 percent, with office-using sectors lead-
ing hiring.

Construction
• Builders have dramatically reduced the pace of completions over the past 12 

months, delivering less than 50,000 square feet of retail space and consist-
ing almost entirely of net-leased floor plates. In the previous yearlong period, 
developers finished nearly 90,000 square feet.

• All of this year’s deliveries will target locations in San Mateo County, with the 
two largest sites accounting for more than 70,000 square feet each. Genen-
tech’s new headquarters at 1511 Grandview Drive will include ground-floor 
retail, while Dave & Busters will open at 1 Serramonte Blvd.

• Builders remain incredibly optimistic about the retail environment, with more 
than 500,000 square feet of retail space proposed for both 2017 and 2018. 
Next year, Market Street Place, a 250,000-square-foot mixed-use property, 
will be delivered, followed by the redevelopment of Hunter’s Point in 2018.

Outlook: Construction firms will complete nearly 210,000 square feet of 
retail space through the delivery of six projects.

Vacancy
• Over the past year, the metro vacancy rate ticked down 20 basis points to 

2.2 percent as net absorption outpaced meager supply increases. This tacks 
onto the 20-basis-point decline recorded over the prior yearlong period.

• The San Francisco Downtown Core and Marin County submarkets vastly 
outperformed the broader metro, with vacancy plummeting 130 basis points 
to 3.9 percent and 80 basis points and 3.5 percent, respectively.

• The San Francisco Downtown South and North San Mateo County submar-
kets underperformed as weak demand prompted vacancy upticks of 100 
basis points to 2 percent and 10 basis points to 4 percent, respectively.

Outlook: Over the coming year, net absorption will be unable to keep pace 
with development, prompting a 10-basis-point increase in the metro vacancy 
rate to 2.5 percent by year end.

Vacancy Rate Trends
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Asking Rent Trends
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Rents
• As vacancy ticked down slightly over the last four quarters, the average ask-

ing rent vaulted 7 percent to $39.23 per square foot as retailers sought out 
high-traffic storefronts with modern amenities and features. In the previous 
year, the average asking rent surged 8.7 percent.

• As numerous corporations have proliferated in the area, the average asking 
rent in Central San Mateo County soared 22.7 percent to $37.29 per square 
foot as retailers positioned near neighboring workforces. 

• Rent advancement in the metro was driven primarily by a 9 percent rise in the 
average asking rent at net-leased spaces, which are now going for $40.50 
per square foot. Spaces at multi-tenant centers recorded a drop of 5.5 per-
cent to $31.90 per square foot.

Outlook: The average asking rent will climb 5.4 percent this year to $40.06 
per square foot, propelled by higher prices in San Francisco County.

Single-Tenant Sales Trends**
• In the last 12 months ending in June, total transactions in the net-leased 

market were roughly unchanged, as dollar volume fell less than 3 percent to 
more than $265 million. The vast majority of deal flow was inside the city limits 
of San Francisco, with additional volume in Burlingame and Redwood City.

• Pricing has continued to remain robust, with the average price per square 
foot ranging from the low-$300 to mid-$700 band. The highest prices per 
foot were recorded in Menlo Park and Palo Alto, while more affordable stock 
exchanged ownership in Millbrae and San Carlos.

• Average first-year returns will typically begin in the high-3 percent to mid-4 
percent range, depending on tenancy and lease structure. Drugstores and 
fast-food restaurants occupy the lower end of the spectrum, while dollar 
stores and other regional and local credits extend into the upper end of the 
range.

Outlook: Exchange buyers will be a significant driving force in single-tenant 
market, typically disposing of apartment assets and purchasing brand-name 
single-tenant product with substantial portions of the lease remain.

Multi-Tenant Sales Trends**
• Deal flow in the multi-tenant space has been muted over the past year, with 

total closed transactions down roughly 14 percent, even as dollar volume 
surged above $800 million.

• The average sale price advanced roughly 10 percent as buyers continue to 
allocate capital to the sector, with prices per square foot in the low-$400 
range. The highest prices were paid in South San Francisco and Menlo Park.

• Over the past year, cap rates have compressed into the high-4 to low-5 per-
cent range, while premier assets can price with first-year returns in the low-4 
percent range when listed.

Outlook: Historically low interest rates will continue to motivate investors to 
seek greater returns from multi-tenant retail assets. As yields compress further, 
buyer interest will shift toward higher-yielding centers.
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Asking Rent Trends
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Capital Markets
By WILLIAM E. HUGHES, Senior Vice President | Marcus & Millichap Capital Corporation

• Global capital markets have remained stable over the past few weeks, even 
as Brexit and the continued devaluation of the Chinese yuan have induced 
bouts of volatility into stock and bond markets. Meanwhile, U.S. economic 
data has proved resilient, with increases in retail sales and steady hiring sup-
porting a measured pace of growth. Additionally, higher bond prices have 
lowered prospective yields, boosting the appeal of commercial real estate.

• As the current economic cycle has continued, retail vacancy descended to 
5.8 percent by the end of the second quarter. A focus on net-leased con-
struction for pre-leased tenants and mixed-use developments has limited 
development activity in relation to prior cycles, supporting robust increases 
in average asking rents. Builders will deliver 46 million square feet of retail 
space this year, with more than two-thirds of new supply slated as sin-
gle-tenant structures. This environment will sponsor a fourth straight year of 
average asking rent growth, with advancement projected to exceed inflation 
over the same period.

• Capital markets remain highly competitive, with a broad assortment of fixed-
rate products available through commercial banks, life-insurance compa-
nies and CMBS lenders. Loans are generally offered at terms up to 10 years 
at maximum leverage of 65 to 75 percent. For 10-year terms, rates will 
typically reside in the high-3 to mid-4 percent range, depending on leverage 
and underwriting criteria. Floating bridge loans and financing for reposition-
ings are typically underwritten with LTVs above 80 percent, while pricing at 
300 basis points above Libor for recourse deals and extending to 470 basis 
points above Libor for non-recourse transactions.

Local Highlights
• Homebuilder Lennar recently announced that it had sold out of the first 88 

townhouses and condos in the 750-acre waterfront property known as Hunt-
er’s Point. The residences are the first delivery of a $7 billion makeover that will 
eventually expand to include 12,000 homes along with a 500,000-square-foot 
shopping center on the site of the former Candlestick Park. Other portions of 
the project would include office space, parks and open space.

• Ridesharing behemoth Uber Technologies will open a 140,000-square-foot of-
fice in Palo Alto at 900 Arastradero Road, seeking to expand its engineering 
staff by as many as 700 people. This follows plans to build a new headquarters 
in the Mission Bay district of San Francisco and the renovation of an office and 
retail building in downtown Oakland for a co-headquarters. 

• The Museum of Modern Art in San Francisco has reopened after a three-year, 
$305 million expansion that will nearly triple the museum’s gallery space. The 
building now offers 170,000 square feet of gallery space, including 45,000 
square feet that is free to the public.

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 represen-
tation, 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 
using seasonally adjusted quarterly averages. Sales data includes transactions valued at $1,000,000 and greater unless otherwise noted. Triple-net rents are used. Sources: Marcus & 
Millichap Research Services; Bureau of Labor Statistics; CoStar Group, Inc.; Moody Analytics; Real Capital Analytics; TWR/Dodge Pipeline; U.S. Census Bureau.
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