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Market Observations

@ Economy

— The region’s labor market showed signs of stabilizing. After eight months of declines,
we have now tracked three months of modest growth, a welcome sign. While
employment growth has been slower in this market relative to the U.S., the
unemployment rate has fallen more sharply indicating a tighter labor pool.

— Layoffs in the large tech companies outpaced employment gains in the Al space,
something that we are closely monitoring. Professional and business services, such
as law and consulting firms, are staffing up in anticipation of an increase in work
which bodes well for the office market, especially Class A buildings.

— Following along with the overall employment showing signs of stabilizing, office-
using employment ticked up in the first five months of 2024 after sharp declines in
the previous few months. However, the level of office-using employment is still below
the peak from one year ago. Small job growth in the Al sector was not enough to
counter the overall decline in the information services sector.

M Major Transactions

— A semiconductor company accounted for the largest lease in the second quarter in
the Santa Clara submarket, which was slightly larger than the largest lease in the
first quarter.

— One noteworthy trend for the first half of 2024 is that the bulk of the leases signed,
nearly 50%, were for new deals whereas this past two years renewals comprised
most of the activity.

— We tracked at least 154 office transaction in the second quarter alone, bringing the
total for the first half of the year to more than 300 deals. We are currently tracking
4.6 million square feet of active tenants in the market, which is far below the 16-year
market average of 8.2 million square feet.

Leasing Market Fundamentals

— Given the leasing activity in the first half of the year, we might be at an inflection

point in the office market. Net absorption was positive through the second quarter as
the combination of sublease space and new construction that has been delivered to
the market slowed.

Despite the shrinking supply of sublease space, more direct available space came
back on the market in the first half of 2024 pushing the overall vacancy rate up to
19.4% in the second quarter from 18.8% at year-end 2023.

— Asking rents in Silicon Valley rose to $5.10/SF full service in 2023 and have

remained relatively steady at $5.12/SF full service so far in 2024. While full service
asking rents are flat, concessions, including Tls and free rent, still play a big part in
lease negotiations. In addition, as companies continue to look for ways to bring
employees back to the office, amenities including flexible workspaces, more
conference rooms, and up-to-date infrastructure also play a big role.

@ Outlook

— Positive signs suggest an inflection point in the economy, but headwinds like the

amount of available space, higher interest rates, election jitters, and ongoing tech
right-sizing could cause further demand/supply imbalances.

We are closely watching the Al space, tracking the investments and also leasing
activity. As Al companies expand, law firms and professional and business services
firms are growing as well to be located near these Al companies.

We believe vacancy rates will likely hover around or even slightly above their current
levels while any real growth in asking rents will remain muted in the short term. As
the economy improves in the medium term, we expect market conditions will once
again improve.
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Employment Growth Appears to Be Stabilizing

The San Jose-Sunnyvale-Santa Clara MSA’'s economy showed signs of stabilizing, adding a modest 0.2% job growth year-over-year. This is the third month in a row with year-over-
year growth, a welcome change from eight months of declines. The overall unemployment rate has steadily ticked down the last three months to 3.5%, a 100 bps drop during the
period. While employment growth has been slower in this market relative to the U.S., the unemployment rate has fallen more sharply indicating a tighter labor pool.

Unemployment Rate, Seasonally Adjusted
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Nonfarm Payroll Employment, Non-Seasonally Adjusted, 12-Month % Change
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The Tech Sector Decline Continued to Drag On Overall Employment

Despite strong employment growth in the Education & Health and Leisure & Hospitality sectors, job losses in the Tech sector dragged down overall employment growth to a mere 0.2%
from the same time last year. Layoffs in the large tech companies that occupy large blocks of space in Silicon Valley outpaced employment gains in the Al space, something that we
are closely monitoring. As a result of growth in the Al sector, professional and business services, such as law and consulting firms, are staffing up in anticipation of an increase in work.

Employment by Industry, May 2024 Employment Growth by Industry, 12-Month % Change, May 2024
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Office-Using Employment Showed Signs of Improving

Following along with the overall employment showing signs of stabilizing, office-using employment ticked up in the first five months of 2024 after sharp declines in the previous few
months. However, the level of office-using employment is still below the peak from one year ago. Small job growth in the Al sector was not enough to counter the overall decline in the
information services sector. However, job in the professional services sector is starting to show signs of life, which bodes well for the office market, especially Class A buildings.

Office-Using Employment* and Unemployment Across All Industries
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Despite Slower Construction and Positive Net Absorption, Vacancy Rate Inched Up

The large blocks of both direct and sublease space that have been returned to the market, especially from some of the big tech names, pushed the overall vacancy rate up to 19.4% in
the second quarter, 60 basis point increase from year-end 2023. Despite this increased in space, net absorption was positive in the first half of the year as the new construction

pipeline slowed down to only 1.3 million square feet, well below its ten-year historic average.

Historical Construction Deliveries, Net Absorption, and Vacancy
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Leasing Activity 1n First Half of the Year Showed a Possible Inflection Point

The strong pace of leasing activity in the first quarter, combined with a lower levels in the second quarter, might be enough is to push the total leasing activity for this year close to the
16-year leasing average of 7.9 million square feet. Google leased 1.4 million square feet in Moffett Park that led to the company leasing all six buildings in Moffett Park and Moffett
Gateway. While tenant demand is still weak, we are currently tracking at least 15 requirements over 50,000 square feet, of which nine are 100,000 square feet or greater.

Total Leasing Activity (msf)
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Transaction Counts Remain Below Historical Average

We tracked at least 154 office transaction in the second quarter alone, bringing the total for the first half of the year to more than 300 deals. While there are positive signs in the market
that we are at an inflection point, if the pace of activity continued through the second half of the year, leasing activity will still be slightly lower than the 16-year average of nearly 844
deals. In addition, we are currently tracking 4.6 million square feet of active tenants in the market, which is far below the 16-year market average of 8.2 million square feet.

Number of Leases Signed
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Amount of Sublease Space Shrinking

With an increase in direct available space returned to the market in the second quarter, the overall availability rate inched up to 19.4% from 18.8% at year-end 2023. Demand from
tenant requirements currently stands of 4.8% of total inventory, basically flat from the first quarter. One positive sign for the market is that the amount of sublease space is dwindling as

some tenants in the market are still price sensitive and are snapping up sublease space.

Available Space and Tenant Demand as Percent of Overall Market
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Construction Pipeline Tempered Down, Which Bodes Well for the Market

One positive sign for the market is that the new construction spigot has nearly been turned off, with the amount under construction at the lowest level it has been at for more than ten
years. In addition to developers holding off on starting new projects until tenant demand returns, the tight capital market with high borrowing costs are also dampening the construction
starts. Given the glut of available office space and the move to hybrid-work/office model, some developers have proposed converting older office buildings into residential buildings.

Office Under Construction and % of Inventory
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Asking Rents Have Held Relatively Stable so Far This Year

After springing up in 2023 to $5.10/SF full service, asking rents have basically held steady in the second quarter of 2024 at $5.12/SF full service. Concessions, including Tis and free
rent, still play a big part in lease negotiations. In addition, as companies continue to look for ways to bring employees back to the office, amenities continue to also play a big role in
attracting people back. These amenities include flexible workspaces, more conference rooms, natural light and open spaces, and advanced infrastructure.

Office Average Asking Rent, $/SF, FS Year-over-Year Asking Rent Growth Rate

$6.00

$5.00

$4.00

$3.00

$2.00

$1.00
N~ [ee] (o2} (@) -~ (q\ ™ < (o) © N~ oo (o)) o ~
o o o ~ ~ ~ ~ ~ ~ ~ ~ ~ ~ AN (q\]
o o o o o o o o o o o o o o o
AN N N AN AN N N AN AN N N AN N N AN

30.0%

25.0%
20.0%
15.0%
10.0% : 5 _
2
! o 0 o
. §§ 2 < E:
5.0% ™ N~ o)
III ’ III III
. _
X
-5.0% : N '
| ! N
-10.0%
<
I
o
I5Y

il

&)

o
24.9%

22.0%

10.7%

7.4%
8.5%
8.8%
7.8%

.

-6.2%

2.4% [}

-8.2%
-8.2%

2007
2008
2009
2010
2011
2012
2013
2014
2015
2016
2017
2018
2019
2020
2021
2022
2023
2024

Source: Newmark Research, CoStar

NEWMARK 16



Please reach out to your
Newmark business contact for this information

r L)
i A Y '
/ 4 - g i._-s.; . / F ;
i ) ; ' A $ | /
; i i ‘1 ._l
. X A -!"'4 ’
] #EH-.
. -
;.' ) . \ .
v \

Vs



Class A Rents Actually Inched Up

Overall class A rents reached their highest level in more than ten years to $5.48/SF, a 5.3% increase from the previous quarter and nearly 3.0% from the same time last year. Leading
the growth was the Sunnyvale submarket that had the largest increase of all the submarkets with a 7.0% increase from the first quarter. Santa Clara and Mountain View also posted
healthy rental rate growth in the second quarter as demand picked up for class A space in these submarkets. Asking rent growth for class B space was still positive.

Class A and Class B Asking Rents Sublease Rates
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A Few Large Direct Deals Were Inked in the Second Quarter

A semiconductor company accounted for the largest lease in the second quarter in the Santa Clara submarket, which was slightly larger than the largest lease in the first quarter. One
noteworthy trend for the first half of 2024 is that the bulk of the leases signed, nearly 50%, were for direct space whereas this past two years renewals comprised most of the activity.
Subleases continue to play a role in this market with a glut of sublease space returned to the market over the past few years after tech firms in the area are shrinking their footprint.

Notable 2(QQ24 Lease Transactions

Tenant Building(s) Submarket Type Square Feet

Applied Materials 3325 Scott Boulevard
Lease Renewal. Applied Materials occupied 4 floors (Floor 1-4)

Santa Clara — Central Expressway North Lease Renewal 154,841

Confidential 2160 Lundy Avenue

San Jose — International Bus Park Lease Expansion 22,629
Lease Expansion. Occupied by confidential tenant.

AESC 2350 Mission College Boulevard Santa Clara — Marriott Park
New Lease. AESC leased a £20,133 SF space in the same building it was subleasing before.

Direct Lease 20,133

Source: Newmark Research
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For more information:

Nu Nandar Aung
Research Analyst
Silicon Valley Research

NuNandar. Aung@nmrk.com

Silicon Valley Office
3055 Olin Ave, Ste 2200
San Jose, CA 95128

t 408-727-9600

New York Headquarters
125 Park Ave.
New York, NY 10017

t 212-372-2000

nmrk.com

Newmark has implemented a proprietary database and our tracking methodology has been revised. With this expansion and refinement in our data, there may be adjustments in historical statistics including availability, asking rents, absorption and effective rents. Newmark Research Reports are

available at nmrk.com/insights.

All information contained in this publication (other than that published by Newmark) is derived from third party sources. Newmark (i) has not independently verified the accuracy or completeness of any such information, (ii) does not make any warranties or representations, express or implied,
concerning the same and (iii) does not assume any liability or responsibility for errors, mistakes or inaccuracies of any such information. Further, the information set forth in this publication (i) may include certain forward-looking statements, and there can be no guarantee that they will come to pass, (ii)
is not intended to, nor does it contain sufficient information, to make any recommendations or decisions in relation to the information set forth therein and (iii) does not constitute or form part of, and should not be construed as, an offer to sell, or a solicitation of any offer to buy, or any recommendation
with respect to, any securities. Any decisions made by recipient should be based on recipient's own independent verification of any information set forth in this publication and in consultation with recipient’s own professional advisors. Any recipient of this publication may not, without the prior written
approval of Newmark, distribute, disseminate, publish, transmit, copy, broadcast, upload, download, or in any other way reproduce this publication or any of the information it contains with any third party. This publication is for informational purposes only and none of the content is intended to advise
or otherwise recommend a specific strategy. It is not to be relied upon in any way to predict market movement, investment in securities, transactions, investment strategies or any other matter. If you received this publication by mistake, please reply to this message and follow with its deletion, so that

Andrew Miner
Research Analyst
Silicon Valley Research

Andrew.Miner@nmrk.com

Newmark can ensure such a mistake does not occur in the future.
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