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     Coming off a strong year in 2005, 
the office market in Greater Boston has 
gained considerable momentum during 
the year, absorbing over 5 million 
square feet of space and dropping 
vacancies down to the 18% level, it’s 
lowest in 5 years. The Class-A market 
represented 80% of the absorption and 
with a tightening in vacancies, many 
submarkets are finally seeing evidence 
of rent growth. With delivery of new 
developments, typically 18-24 months 
out for suburban office and 12-months 
further for CBD office and with a 
structural vacancy benchmark of 10%, 
we may see projects jump off the 
drawing boards into reality in the next 
12 months assuming absorption 
continues its recent pace. With current 
Class-A average market rents of $40 per 
square foot in the CBD and $30 per 
square foot in the Route 128/Mass Pike 
suburban market, we would still need to 
see rent growth of 30-40% in order to 
justify new construction in those 
markets.  New starts however, are 
unlikely to move forward without a 
significant pre-lease requirement.  With 
fewer available large contiguous blocks 
of space, many large space users are 
accelerating their space planning needs 
in order to take advantage of the tenant 
favored market conditions rather than 
waiting until later. This activity has 
manifested in increased sales 
transactions.  
     The CBD has historically been 
attractive to investors/lenders and has 
seen consistent low cap rates on 
purchases. Partially to completely 

vacant assets were also in high demand 
due to the conversion potential to condo 
or hotel. The re-zoning for residential 
on CBD assets has generally been 
received well by the City and the BRA 
due to its desire to create more housing 
(market rate and affordable) and 
strengthen the Downtown’s 24/7 appeal.  
In the suburbs, sellers are now realizing 
value not only for leases/income in 
place, but are receiving credit for 
vacancy which in the recent past did not 
factor too much in a buyer’s price. 
Pension funds, foreign investors 
(especially Australian), and operators 
with opportunity fund capital have 
dominated the acquisition market. 
     A few recent transactions worth 
noting: Transwestern’s purchase of  40 
Broad Street, a 300,000 sf Class B 
office building in the Financial District 
for $50MM  from Prudential (formerly 
TMW). The asset was 35% leased at the 
time of purchase. Transwestern’s 
business plan is to retain the property’s 
office use and lease-up the vacant space 
drafting off the strength in the Class-A 
market. The purchase at $166 per 
square foot and projected all-in basis at 
stabilization, even if it costs $50 per 
square foot or more to re-tenant the 
building, will be well below 
replacement cost. If the asset were sold 
a year ago in the same condition, it 
would more than likely have been a 
residential conversion play. The buyer’s 
plan highlights the current softness in 
the condo market, as well as, the rising 
office market conditions. The other 
point worth noting about the transaction 
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