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San Francisco’s growth and economic expansion continue, with much of the momentum being generated by the 

tech sector. With near-peak demand levels and a limited pipeline of new supply, hotel performance has been 

outstanding and has fueled a healthy transaction market. Areas of concern include the dearth of quality hotel 

rooms relative to demand levels, the 2017 convention calendar and Moscone Convention Center expansion, and 

the long-term effects of Airbnb. Owners, operators, and investors remain bullish about the potential of San 

Francisco’s lodging market in 2015 and beyond. 

San Francisco is a major hub for high-tech employment, and is revered both as a tourist destination and as 

a gateway to the Asia Pacific region. As such, the city draws a considerable number of both leisure and 

convention guests. Its hotel stock is primarily clustered in five loosely defined districts near demand 

generators: Union Square and the Financial District, which although different submarkets, primarily play 

host to full-service hotels and conversions to lifestyle boutique hotels; South of Market (SoMa), which is 

home to the city’s convention center and has seen the most new development over the past two decades; 

the tourist beacon of Fisherman’s Wharf, which contains primarily branded hotels, of which a select few 

are undergoing major renovation or rebranding; and, finally, the Lombard Street/Van Ness Corridor, 

which features mostly limited-service hotels and value-oriented motels. 

San Francisco experienced unprecedented tourism levels in 2014, welcoming more than 18 million 

visitors—an increase of 6.5% from 2013. These visitors spent $10.7 billion in 2014, up 13.7% from the 

previous year. The tourism industry generated $665 million in taxes for the city in 2014, up 8% from the 

previous year. The number of jobs supported by tourism rose 13.2% to 87,005 jobs in 2014, with an 

annual payroll of $2.67 billion, an increase of 15.9%.1 

MARKET DRIVERS 

A still-booming tech industry, a popular convention center, and strong year-round tourism are driving 

near-record demand in San Francisco. Although the city is not completely reliant on high-tech and 

startups, these businesses continue to be the talk of the town in 2015. A whopping 49 startups in the Bay 

Area are valued at $1 billion or more (see list on following page). Dubbed “unicorns” (or “decacorns”—

companies with valuations of $10 billion or greater), these companies are heavily oriented toward cloud-

based technology, mobile apps, data analytics, and business software, as well as biotech and healthcare. 

Furthermore, most major tech companies, including Google, Salesforce, Twitter, Dropbox, Adobe, Uber, 

and Airbnb, are either headquartered or have a significant base of operations in or near the city.  

                                                           
1 http://www.sanfrancisco.travel/article/whats-new-san-francisco-aprilmay-2015. 
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LIST OF “UNICORNS” AND “DECACORNS” LOCATED IN THE BAY AREA 
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San Francisco also has one of the lowest unemployment rates of the major cities in the nation, at 3.4% in 

June 2015.2 Office employment in the city reached a new peak of 922,500 in May 2015, up 4.5% from the 

prior year. Computer systems and design registered the greatest gains, increasing 18.2% and more than 

10,000 jobs from the prior year. Following trends from recent years, and in part because of the growth of 

the companies listed previously, real-estate values in San Francisco are skyrocketing. The median house 

price in San Francisco jumped 103% since the first quarter of 2012 to $1.35 million as of this July, and the 

median condo price jumped 74% to $1.125 million.3 In parallel, office rent rates also grew 12.6% last 

year, largely driven by high-tech firms and startups.4 

HOTEL DEVELOPMENTS AND NEWS 

Supply constraints continue to be the story for this high-barriers-to-entry market, resulting from the 

limited number of available sites, high land costs and increasing development costs, and city restrictions. 

However, some hotels have opened in 2015. The newest hotel to open in the downtown San Francisco 

market is the 174-room Hampton Inn San Francisco Downtown/Convention Center, which was a 

ground-up project that opened in August. The property was developed by Paradigm Hotels and is located 

near the convention center on Mission Street between 5th and 6th Streets. Additionally, the 131-room 

Buchanan opened near the Japantown and Pacific Heights neighborhoods, at 1800 Sutter Street, and 

represents the newest Kimpton hotel in the brand’s hometown. The Axiom Hotel, a conversion from the 

Powell Hotel, which is located in the heart of downtown San Francisco two blocks from Union Square and 

three blocks from the Moscone Center, reopened in October. Developed by Host Hotels & Resorts, Inc. and 

managed by Kokua Hospitality, LLC, the property will feature 152 rooms and tech-focused amenities. RLJ 

Lodging Trust’s Courtyard by Marriott, a conversion from the Vantaggio Suites Cosmo, is set to open 

later this year. 

The addition of hotel rooms is not the only change to the market—a number of properies were upgraded 

or are currently undergoing massive renovation and refurbishment projects. At the Hyatt Fisherman’s 

Wharf, located at 555 North Point Street, a $10 million renovation was recently completed. The work 

included an overhaul of the property’s 316 guestrooms, two dining outlets (now called Brick & Beam and 

The Wardroom), and a full lobby renovation. The 556-room Palace Hotel, an iconic Luxury Collection 

Hotel at 2 New Montgomery Street, has undergone an extensive renovation to its guestrooms, 

restaurants, fitness center, indoor pool, and reception and lounge areas. The renovations are scheduled to 

be completed by Quarter 4. Loews Hotels & Resorts announced in February that it had entered an 

agreement to purchase the 158-room Mandarin Oriental San Francisco Hotel, at 222 Sansome Street. The 

deal has closed and the hotel became the second Lowes Regency hotel, the first of which is located in New 

York.5 

In early 2015, InterContinental Hotels Group (IHG) acquired the San Francisco-based boutique hotel 

operator Kimpton Hotels & Restaurants for $430 million. The Kimpton brand now operates under the IHG 

                                                           
2 http://www.calmis.ca.gov/file/lfmonth/sanf$pds.pdf. 
3 http://www.businessinsider.com/san-franciscos-epic-housing-crisis-2015-8#ixzz3jOZI6QsF. 
4 http://www.bizjournals.com/sanfrancisco/blog/real-estate/2015/01/san-francisco-office-rents-jump12-6-
percent.html. 
5 http://www.sanfrancisco.travel/article/what’s-new-san-francisco-august-2015. 

http://www.bizjournals.com/sanfrancisco/blog/real-estate/2015/01/san-francisco-office-rents-jump12-6-percent.html
http://www.bizjournals.com/sanfrancisco/blog/real-estate/2015/01/san-francisco-office-rents-jump12-6-percent.html
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portfolio and immediately became the company’s RevPAR-leading brand. More recently, however, 

Kimpton lost the management contract for many of its San Francisco hotels, including the Hotel Palomar, 

the Hotel Monaco, the Harbor Court Hotel, Hotel Triton, the Prescott Hotel, the Tuscan Inn, and the 

Argonaut Hotel, as union labor issues arose following the acquisition by IHG. It is unclear what the effects 

of the management changes will have on the performance of these hotels, as many of them have adopted 

new names in the process. On the flipside, the merger with IHG and release of Kimpton from management 

at these San Francisco hotels created entrance opportunities for companies such as Destination Hotels & 

Resorts, which now manages the Marker Hotel (formerly the Monaco), and Personal Luxury Resorts & 

Hotels, which manages the Hotel Zelos (formerly the Palomar). The solid reputations and good locations 

of these properties in San Francisco should allow for continued success, despite the shake-up in 

management. 

MOSCONE CENTER EXPANSION 

City officials, tourism leaders, and representatives from the city's prominent convention customers 

celebrated the groundbreaking for the $500 million expansion and reconfiguration of Moscone Center at a 

ceremony outside Moscone South on May 21. The expansion is expected to increase usable space by 42%. 

Slated for completion in the fall of 2018, Moscone North and South combined will offer: 

• More than 500,000 square feet of contiguous space for exhibitions and/or meetings—nearly 

double the amount of space currently offered in the center's largest hall 

• Three ballrooms, including a new 50,000-square-foot, column-free space 

• More than 80 meeting rooms 

• Over 20,000 square feet of outdoor terrace space 

The expanded facility is designed to garner the highest LEED® certification possible. Sustainability 

measures include fewer carbon emissions per delegate than any other major convention center in North 

America; recovery of 15 million gallons of groundwater annually for reuse in the center, as well as for 

irrigation at neighboring parks and street cleaning; the largest rooftop solar-panel array in San Francisco; 

zero-emissions electricity; and daylight harvesting to offset electrical lighting.6  

Of some concern, 2017 bookings are down significantly, as major citiwide conferences such as VMware, 

Cardiovascular Research Foundation, NAFSA: Association of International Educators, and American 

Society of Hematology, have cancelled their events, citing noise, dust, and distractions from the 

construction project as the main reasons for cancellation. San Francisco Travel, which is responsible for 

selling the space at Moscone, has expanded their team of dedicated salespeople and is making every effort 

to reduce meeting and group attrition in 2017. Also, a number of hotels have joined forces in an attempt 

to create several “mini convention centers” and keep these large events somewhat cohesive. For example, 

in Nob Hill, the InterContinental Mark Hopkins, the Fairmont, the Stanford Court, the Ritz-Carlton, the 

Scarlett Huntington, and the Masonic Event Center have created an alliance known as the Nob Hill 

Connection. This partnership will provide a somewhat unified complement of more than 100,000 square 

feet of meeting space that can accommodate 1,500 people. The Union Square neighborhood has a similar 

                                                           
6 http://www.sanfrancisco.travel/article/whats-new-san-francisco-junejuly-2015. 
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alliance, as the Westin St. Francis and the Grand Hyatt have joined forces, forming the Union Square 

Alliance. In SoMa, the SoMa One Connection was formed, and comprises the Marriott Marquis, the Four 

Seasons, and the Park Central Hotel. These alliances are intended to allow for greater flexibility for 

meeting planners and convention guests.7  

Time will tell how the renovations at Moscone will ultimately disrupt the business flow of the lodging 

market, but the expansion is considered to be highly necessary and is expected to pay off in the long run, 

especially considering the current expansion plans of other major West Coast convention centers, 

including those of San Diego and Seattle. 

OFFICE DEVELOPMENT 

Office development in San Francisco remains robust, with the tech sector fueling high demand for space.  

Office space inventory, now totaling 75 million square feet citywide, will likely continue to increase for 

the foreseeable future. Companies are searching for 6.7 million square feet of office space in San 

Francisco, 58% of which could go to technology companies, according to a Cushman & Wakefield second-

quarter report.8 The San Francisco office market currently has the least availability in a decade, according 

to a second-quarter report by Newmark Cornish & Carey9: Overall vacancy has declined to 6.3%; in SoMa, 

the vacancy rate is just 3.5%. New office buildings, which are scheduled to open by 2017, will deliver 

about 3.2 million square feet of space. Additionally, 4.2 million square feet are in pending development 

projects and another 7.3 million square feet are in pre-application projects.  

The shortage of office space has prompted renewed discussions of Proposition M, which, since 1986, has 

limited the amount of office space that can be approved each year in San Francisco to 875,000 square feet. 

The proposed supply of office space has rarely hit the ceiling, but the current office boom is causing the 

new supply of space to approach the cap, which means that office developers will be competing for space 

to develop unless Prop M changes. According to Cushman & Wakefield, only 3.5 million square feet are 

left in the allocation pool, including 875,000 square feet that will be added in October of this year. A 

“grand bargain” that could alter the limits set by the law is currently in discussion between the law’s 

proponents and the real estate community. Fees for affordable housing and transportation, which are 

already part of the law and charged to office space developers, could be increased in exchange for changes 

to the law’s office space restrictions on development.10 Significant changes to the law would need voter 

approval. San Francisco faces a tremendous challenge, as employers cannot come to the city without 

sufficient office space to house them, and without adequate office space development, more firms will be 

priced out of the market, reducing the very fees that could be generated to ease some of the city's 

affordable housing and transportation woes.11 

 

                                                           
7Annie Sciacca, “Event Spaces Get Creative in a Crunch,” San Francisco Business Times, August 28, 2015. 
8 http://www.cushmanwakefield.com/~/media/marketbeat/2015/07/San Francisco.Americas_MarketBeat_Office_  
Q22015.pdf. 
9  http://www.newmarkccarey.com/FileStore/PDF/CMS_5F90DDD3DB4C45E39B09E5E8EB15D7C4.pdf. 
10 http://www.bizjournals.com/sanfrancisco/news/2014/08/04/san-francisco-planners-prop-m.html. 
11 http://www.bizjournals.com/sanfrancisco/blog/real-estate/2015/07/prop-m-developers-compromise-office-
space-cap.html. 

http://www.bizjournals.com/sanfrancisco/blog/real-estate/2014/09/s-f-office-development-prop-m-cap-conversion.html
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CORPORATE NEWS 

After a $732 million IPO earlier this year, Fitbit grew its San Francisco office footprint by 154% with a 

164,000-square-foot lease in the South Financial District—the second-largest deal in an existing building 

so far this year. This lease trails only Uber’s 173,000-square-foot lease at 555 Market Street as the biggest 

this year. Tech companies have signed four of the five deals for over 100,000 square feet in San Francisco 

this year and 76.5% of those large deals since the beginning of 2014. The mobile payments startup Stripe 

signed a 300,000-square-foot deal at 510 Townsend Street, which won't be built out until 2017. 

Companies like Fitbit, Uber, and Docusign have signed some of the biggest leases of the year in older 

South Financial District towers—in part because all the office buildings opening this year with at least 

100,000 square feet were pre-leased to the likes of Dropbox and LinkedIn.12 

TRANSPORTATION & HOME SHARING 

Popular ride-sharing apps such as Uber continue to draw the ire of public officials and those who believe 

their services should face higher scrutiny and regulation. San Francisco District Attorney George Gascon 

said in August that Uber continues to unfairly claim it is rigorously checking the background of its drivers. 

Over 22,000 Uber drivers are registered in San Francisco. As an indicator of the app's growing popularity, 

of the more than 17 million rides Uber has orchestrated since its inception, 8.6 million have occurred in 

the past year.13 The company's revenues in San Francisco top $500 million annually, more than three 

times the size of the city's entire taxi market.14 

App-based home-sharing platform Airbnb also faces public criticism. The passage of Proposition F on the 

upcoming November ballot would limit the length of renting homes like hotel rooms through such apps. 

In addition to limiting all Airbnb rentals to 75 days regardless of whether or not the host is present, the 

ballot measure also bans the renting of in-law units, which are apartments attached to homes that feature 

separate entryways. Additionally, the proposition allows city residents to sue each other for illegal Airbnb 

rentals. According to Airbnb's own analysis, the city would lose $58 million over the next decade if the 

measure were to pass. Senator Dianne Feinstein backs the measure, while Mayor Lee opposes it—each 

wrote the official for- and against-statements that will appear on the November ballot. Notably, the city 

already has a similar house-rental limit in effect; the current cap is 90 days.15  

Concerning air travel, SFO was voted as the number-one airport in North America by SkyTrax and Best 

Airport in the Americas by Frequent Business Traveler this year. Renovations to the United enclave at 

Terminal 3 were completed in January 2014, but construction continues on the revamp of the 50-year-old 

Terminal 1. The project is expected to be completed in 2024, at a total cost of $2.4 billion once complete.16  

                                                           
12 http://www.bizjournals.com/sanfrancisco/blog/real-estate/2015/07/fitbit-san-francisco-lease-wearable-
fitness.html. 
13 http://www.usatoday.com/story/tech/columnist/shinal/2015/06/03/uber-travis-kalanick-five-years-
old/28450539/ 
14 http://www.businessinsider.com/uber-revenue-san-francisco-2015-1. 
15 http://recode.net/2015/07/21/airbnb-estimates-sf-will-lose-58-million-if-ballot-passes/ 
16 http://www.flysfo.com/about-sfo/airport-development/t1. 

http://www.flysfo.com/about-sfo/airport-development/t1
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HOTEL MARKET PERFORMANCE 

San Francisco’s lodging market continues to be one of the top markets in the United States. The city’s 

RevPAR growth is driven by high year-round occupancies, owing to San Francisco’s appeal to various 

demand sources across all market segments. Despite the increasing number of proposed hotels in San 

Francisco, the number of available rooms has remained steady in recent years, as new supply has been 

limited. As a result, occupancy levels for the city reached a record high of 85% in 2014, marking the fifth 

consecutive year of growth. In 2015, however, market-wide occupancy has largely remained flat, as the 

hotels are operating at peak levels. Average daily rate increased by 10.9% to $231.63 in 2014 (and by 

9.4% to $239.61 so far in 2015); these rates are the second-highest in the nation, which trail only those of 

New York City. This market (which statistically includes all hotels located in San Francisco regardless of 

size or chain scale) achieved RevPARs of $196.78 and $201.76 in 2014 and year-to-date 2015, 

respectively. We expect the strong average rate growth to continue through the end of the year. 

Occupancies, on the other hand, have likely reached a peak and even began to moderate in some months 

of 2015 as some demand segments were priced out of the city. As a result of these current trends, 

continued occupany growth is not expected for the city in the coming years; instead, operators will look to 

increase average rates in order to achieve the highest yields. 

HOTEL SUPPLY: EXISTING AND NEW 

The San Francisco lodging supply currently includes approximately 220 properties with nearly 34,000 

guestrooms, a number that has remained fairly steady for the past decade. Very few new hotels have been 

developed in the city as a result of the aforementioned high barriers to entry. Because of the high cost and 

fierce competition for developable land, ground-up projects are challenging; infill development projects 

and adaptive reuse opportunities dominate the proposed hotel pipeline, as displayed below. The Mid-

Market neighborhood continues to be targeted by hotel developers, owing to its increasing office space 

tenants (which are primarily high-tech in nature) and residential dwellers.  

Most of the proposed developments represent boutique/lifestyle hotels, many of which are conversions 

of older obsolete properties, and will feature modern designs, sleek accommodations, and, of course, 

technology. Only two of the proposed hotels in the city are traditional full-service properties: the Block 

One Mission Bay Hotel, and the brand-new hotel being planned at SFO (although this one is not 

technically located in San Francisco proper). Our list of currently proposed hotels is as follows: 
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SAN FRANCISCO NEW HOTEL DEVELOPMENT SUMMARY 

Source: HVS, Build Central, Local Planning Office, Various Developer and Hotel Websites 

 

TRANSACTION ENVIRONMENT 

In 2014, the extraordinary increases in RevPAR across all asset classes fueled a plethora of recent hotel 

transactions; San Francisco County registered more than $950 million in transaction activity in 2014, up 

6.2% from $898 million in 2013. Through August of 2015, fewer sales have occurred when compared to 

the same period last year, but total sales volume increased by 100%, as a result of some large-scale 

transactions in the city. In particular, Hilton’s purchase of the 1,024-room Wyndham Parc 55 represented 

the highest dollar-amount purchase price in San Francisco (and the state of California) at $530 million. 

There were also several transactions over $100 million, for assets such as the Park Central San 

Francisco, the Mandarin Oriental (now Loews Regency San Francisco), the Hotel Union Square, and the 

Best Western Plus Tuscan Inn. These substantial purchase prices illustrate that buyers are eager to 

enter the market, and prefer to purchase existing assets for renovation and repositioning opportunities as 

opposed to taking on the risk of developing new hotels. The low capitalization rates associated with these 

transactions suggest that buyers are highly optimistic about the potential for increased profitability of 

these assets in the immediate future. A list of recent San Francisco hotel transactions (including the 

respective cap rates if available) is presented on the following page. 
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SAN FRANCISCO HOTEL TRANSACTIONS 2013-2015 YTD 

 

Source: HVS/RCA 

 



 

SAN FRANCISCO LODGING – A PEAK INTO THE MARKET | PAGE 10 

CONCLUSION 

Overall, the San Francisco hotel market still has a lot of momentum as Quarter 4 approaches, owing to a 

balanced, booming economy that continues to expand. With demand in excess of prior peak levels, 

occupancies have started to taper off, while average rates soar as operators employ price-driven yield 

strategies. The threat of new supply remains relatively low, while the city is in need of more quality hotel 

rooms to support the current influx of demand. The most recent transaction data indicates that the 

outlook for the market remains strong. Although there is some ambiguity among the operators—

especially those of the big-box properties—concerning the lack of room nights as a result of the expansion 

construction of the convention center, valiant efforts are being made to minimize the displacement of 

hotel demand in 2017. There have been no signs of the economy slowing down, and hoteliers will 

continue to enjoy the growth of the San Francisco market in the near to mid-term. 
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