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Vacancy Continues to Rise
The COVID-19 pandemic struck the U.S. in March 2020, late in the quarter but with enough time to have a significant impact 
on first quarter market fundamentals. In the second quarter of 2020, the U.S. economy felt its effects more fully, as 
government-mandated shutdowns along with shelter-in-place ordinances pushed the country deeper into recession. The North 
Bay, comprised of Marin and Sonoma counties, lost 48,100 non-farm payroll positions year-over-year (YOY) dropping the total 
figure to 276,600 jobs at the close of the second quarter. The unemployment rate for the region increased 1,030 basis points 
(bps) from a year earlier, ending the quarter at 12.8%. This change in unemployment happened rapidly, however its effects on 
the office market are unfolding at a slower pace. Over the course of the second quarter, vacancy increased moderately and 
asking rates largely stagnated but did not swing as dramatically as the economic indicators suggest. Most evident in the data
this quarter was a lack of new transactions as occupiers and landlords alike took on a wait-and-see approach to weathering the 
first few months of COVID-19.

The North Bay vacancy rate closed the second quarter at 10.4%, a quarterly increase of 60 bps and the sixth consecutive 
quarterly increase. This rise in vacancy was not felt evenly between Marin and Sonoma counties. Vacancy in Marin county 
climbed 110 bps to 12.4% in the second quarter, the result of 103,237 square feet (sf) of negative net absorption. Net 
absorption in Marin is usually determined by the occupancy or vacancy of a small number of large availabilities, however, in 
the second quarter, net absorption was negatively impacted by the volume of smaller availabilities that came to market. 
Despite being a market dominated by smaller tenants, the number of availabilities under 5,000 sf increased dramatically. The 
vacancy rate in Sonoma County ticked up modestly, closing the quarter at 8.9%, an increase of just 30 bps over the prior 
quarter. After significant negative net absorption in the first half of 2019, the vacancy rate has largely stabilized in Sonoma,
even amidst the current backdrop of COVID-19.

A rise in sublease space has been occurring since late 2019, and that trend was only accentuated in the current quarter. In the 
three years prior to 2019, Marin County averaged 10 sublease availabilities on the market at any one time. At the end of the 
second quarter of 2020, that number had risen to 28 availabilities. Total sublease square footage available was largely 
unchanged between the first and second quarter, despite a 36,000-sf sublease switching to a direct basis.
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This means that roughly 36,000 sf of new sublease space came on the market this quarter. While not as 
pronounced, sublease space makes up over 10% of vacancy in Sonoma County. In the submarket of 
Petaluma, that number is over 25%. In previous quarters, tenants have not been swayed by these discounted 
offerings but moving forward, lower rents and shorter terms may become increasingly attractive.

Asking rents in both Marin and Sonoma counties saw modest declines in the second quarter. Despite this, the 
overall asking rate for the North Bay increased this quarter to $2.66 per square foot (psf) on a monthly full-
service basis. This occurred because the disproportionate rise in vacancy in Marin lifted the overall average. In 
Marin County, the average asking rate fell from an all time high of $3.44 psf in the first quarter to $3.42 psf. In 
Sonoma County, the asking rate closed the second quarter at $1.82 psf, a decline of just $0.01 psf from the 
previous quarter. This small change is evidence that most landlords have not begun to lower their asking rates, 
despite the uptick in vacancy. When and if they do will be closely monitored going into the third quarter.

Shelter-in-Place Hits the Brakes

The most immediate symptom of COVID-19 on the North Bay office market was a lack of transactions 
throughout the second quarter. Marin and Sonoma counties were both given shelter-in-place orders in March 
of 2020 and those orders have remained, to varying degrees, in effect through the end of the current quarter. 
These orders negatively impacted the leasing process from showing a space, to physically moving. In addition, 
many tenants struggled to justify expansion at a time when the majority of employees were working from 
home. The result is that many tenants, when possible, tried to execute short term renewals on their current 
spaces. That explains how vacancy saw a relatively modest increase, when leasing activity was down well 
over 50% for the quarter. As the shelter-in-place orders begin to loosen, leasing activity could regain some 
momentum.

Leases were not the only type of transaction to be negatively impacted by COVID-19. Across the North Bay, 
office property sales ground largely to a halt in the second quarter. The largest sale of the quarter was 45 San 
Clemente Drive in Corte Madera, a 14,750-sf office building that sold for $5,433,000. This is in stark 
comparison to previous quarters where, in 2019 particularly, institutional buyers were flooding the market with 
capital. Given the overwhelming economic uncertainties, investors have largely paused transactions as they 
wait for the property markets to adjust. Access the most recent information specific to COVID here.
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Outlook
• Vacancy is expected to climb in the latter half of 2020, as several large spaces currently marketed are 

vacated in the third and fourth quarters.  Additionally, light leasing activity in the current quarter can 
translate to limited absorption in future quarters.

• Asking rates will likely decline as pricing adjusts to new increases in available inventory.
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SUBMARKET INVENTORY
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Sausalito/Tiburon 809,015 2,567 107,367 13.6% -21,526 -10,550 12,180 12,517 $4.67 $5.06

Mill Valley 459,447 6,411 27,665 7.4% 2,563 -11,995 9,859 0 $4.81 $4.91

Southern Marin County 1,268,462 8,978 135,032 11.4% -18,963 -22,545 22,039 12,517 $4.70 $5.02

Corte Madera 467,301 11,859 41,272 11.4% -3,409 -19,062 5,355 0 $4.67 $5.60

Greenbrae/Larkspur 890,945 21,674 71,789 10.5% -27,178 -30,313 22,885 0 $5.37 $5.04

Central Marin County 1,358,246 33,533 113,061 10.8% -30,587 -49,375 28,240 0 $5.11 $5.19

San Rafael 4,567,513 28,654 519,393 12.0% -20,781 -20,075 51,585 0 $3.22 $3.57

Novato 2,729,547 83,444 305,514 14.2% -32,906 -49,491 72,636 21,908 $2.59 $2.66

Northern Marin County 7,297,060 112,098 824,907 12.8% -53,687 -69,566 124,221 21,908 $2.96 $3.11

MARIN COUNTY TOTAL 9,923,768 154,609 1,073,000 12.4% -103,237 -141,486 174,500 34,425 $3.42 $3.55

Petaluma 2,816,530 88,296 259,828 12.4% -3,997 6,033 43,862 0 $2.01 $2.08

Rohnert Park/Cotati 1,946,153 2,280 250,096 13.0% 5,316 -29,145 12,496 0 $1.66 N/A

Santa Rosa 7,800,178 30,549 486,339 6.6% -32,110 -24,925 114,677 0 $1.78 $1.94

SONOMA COUNTY TOTAL 12,562,861 121,125 996,263 8.9% -30,791 -48,037 171,035 0 $1.82 $2.01

Class Breakdown

Class A 7,734,172 200,178 937,273 14.7% -27,802 -36,229 34,425 N/A $3.13

Class B 13,050,575 75,556 1,054,637 8.7% -74,645 -124,162 0 $2.17 N/A

NORTH BAY TOTAL 22,486,629 275,734 2,069,263 10.4% -134,028 -189,523 345,535 34,425 $2.66 $3.13

KEY SALES TRANSACTIONS Q2 2020

KEY LEASE TRANSACTIONS Q2 2020

*Renewals not included in leasing statistics

PROPERTY SUBMARKET TENANT RSF TYPE

500 Redwood Boulevard Novato WX Brands 12,000 Renewal

1600 Los Gamos Drive San Rafael Fusion Learning 9,427 Renewal

PROPERTY SUBMARKET SELLER / BUYER SF PRICE/$ PSF

45 San Clemente Drive Corte Madera Sunhill Enterprises / Craig McDow 14,750 $5.4M/$368

*Rental rates reflect full service asking $psf/month 
*These values are not reflective of the U.S. MarketBeat Tables
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