MARKET REPORT

Office
San Diego Metro Area

Demand in Biotech Centers and Coastal Hubs
Swells, Producing Wave of Absorption

County is a regional standout. San Diego led all West Coast markets
in office performance over the past four quarters, as tenants absorbed
nearly 3.2 million square feet of space and local rent growth exceed-
ed 6.0 percent. The metro’s burgeoning biotech sector is supporting
mid- and large-scale leasing in locales with clusters of higher-quality
space. Spanning the past 12 months, a combined 2.1 million square
feet was absorbed across the North San Diego and I-5 Corridor sub-
markets. This demand compressed vacancy in both areas to record
lows and supported above-average rent gains. Sparse near-term
deliveries in each locale suggest notable demand for available space
will persist in the coming quarters, enabling San Diego to maintain its

standing as the regional leader in office demand.

Core vacancy skews metro’s strong performance. In a welcomed
sign for Downtown San Diego, tenants absorbed nearly 600,000
square feet of space over the 12 months ended March, lowering local
vacancy 250 basis points. Still, the metro entered April with the high-
est CBD availability among major U.S. markets at 27.0 percent. Con-
struction activity downtown suggests vacancy will remain elevated
for the foreseeable future, as the submarket’s pipeline equates to 18
percent of existing inventory. This total comprises sizable speculative
properties, including the Campus at Horton — a redevelopment proj-
ect that is slated to deliver 742,000 square feet later this year. Most
of this space is available for lease, likely placing near-term upward

pressure on local availability.
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Office 2022 Outlook

®

65,000
JOBS

will be created

EMPLOYMENT:

San Diego employers added 23,000
jobs during the first four months of
2022, putting the metro on track to
record a 4.4 percent annual rate of
employment growth. Traditional
office-using positions will account for

one-fourth of this year’s job creation.
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1,570,000
SQ. FT.

will be completed

CONSTRUCTION:

Delivery volume increases by 1 million
square feet on an annual basis, as San
Diego records the largest inventory
growth among Southern California
markets at 1.5 percent. Half of the
space slated for finalization by year-

end was available as of mid-May.
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decrease in vacancy

VACANCY:

The metro represents one of three ma-
jor U.S. markets to record triple-digit
vacancy compression during 2022, as
tenants absorb more than 2 million
square feet. At 13.6 percent, year-end
availability is 150 basis points below

the long-term average.
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3.7%
INCREASE

in asking rent

RENT:

Positive tenant demand across all
property tiers allows San Diego to
register an 11th consecutive year of
rent growth. Still, at $35.25 per square
foot, the metro’s average marketed rate
trails Los Angeles County’s mean by 10

percent.
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Supply and Demand ——— 1Q 2022 - 12-Month Period
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240 basis point decrease in vacancy Y-O-Y
Rent Trends
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feet of inventory. This widespread demand supported a strong pace of rent
growth that elevated the average marketed rate to $34.50 per square foot.
Sales Trends ———— ¢ The absorption of 2 million square feet of Class A space over the past year
mm Average Price —— Average Cap Rate lifted the sector’s mean rate 7.7 percent to $42.23 per square foot.
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San Diego Office:
Damon Wyler « Class B properties are trading most frequently, with buyers exhibiting a
Vice President, Regional Manager f f Isbad and oth .
Tel: (858) 373-3100 | damon.wyler@marcusmillichap.com preference for Sorrento Mesa, Carlsbad and other areas proximate to Inter-
. . . state 5. Here, midsized buildings, including some fit for conversion to lab
For information on national office trends, contact:
John Chang space, are available at high-4 to low-5 percent returns, with assets typicaly
Senior Vice President, Director | Research & Advisory Services trading above the metro’s average price point of $392 per square foot.
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e Private investors that pursue smaller, sub-$5 million properties are most
Price: $250 active in neighborhoods adjacent to Balboa Park and East County. In both

locales, medical office properties are trading above $400 per square foot.

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,
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transactions sold for $1 million or greater unless otherwise noted. This is not intended to be a forecast of future events and this is not a guaranty regarding a future event. This is not intended to provide specific
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