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When San Jose Mayor Sam Liccardo unveiled his 15-point housing plan in late 2017, he set an ambitious goal of seeing
25,000 new housing units rise in the Bay Area's largest city over the next five years, but in recent weeks, city leaders have
learned they may not be on track to hit that goal.

As rents flatten and costs to develop new units skyrocket, developers — once champing at the bit to break ground on new
San Jose projects — now seem to be taking a more conservative approach at the same time city officials had hoped to see
thousands of new units, including about 10,000 badly needed affordable units that are often mixed into larger market-rate
projects. Elected leaders in San Jose are now grappling with understanding the roadblocks for developers, and whether
the city has the power to change things enough to make this the right time for developers to trek ahead. 

“It’s a challenging market. It is a challenge everywhere,” Tim Kelly, president at real estate advisory firm Keyser Marston
Associates, told the City Council at a public meeting last week. “I think you will see projects being put on hold … and it is
not that people aren’t interested in doing them, it’s just they are going to wait for the time to be right.”

But other cities, including San Francisco, Los Angeles, San Diego, Denver and Seattle, are building at a faster rate than
San Jose's approximately 3,000 units a year, Liccardo noted in a meeting earlier this month.

“All those jurisdictions are building at a higher rate than us, even though several of those cities are quite a bit smaller than
ours. What’s the difference?” he asked. “Why are we lagging?”

That's what officials are trying to figure out through four study sessions, but some developers are already starting to make
suggestions, including Drew Hudacek, chief investment officer of development properties for developer Sares Regis.

“Ease of process,” he told Liccardo earlier this month. Hudacek is also a board member for the Urban Land Institute in San
Francisco, which presented some findings about development in the area to the city last month.
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TRENDS IN AVERAGE RENT
Rents have begun to flatten

CONSTRUCTION COST TRENDS
Construction costs are on the rise 
throughout the Bay Area.
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MAPPING THE COST OF DEVELOPMENT IN SAN JOSE
One analysis of what it costs to construct apartment buildings across 10 San Jose sites shows the challenge for developers. Tab 
through the conceptual sites of study to see how the costs stack up.
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Slim profit margin

The data presented to the city in recent weeks reveals that, despite the steep Bay Area rents that housing developers
stand to gain in new apartment projects, most are not making out with massive profit margins, especially as rents in the
past year have started to rise by single-digit percentages, rather than the 10 or more percent increases annually the region
had seen in past years.

Meanwhile, land values continue to rise, especially in San Jose, where several big tech giants are beginning to buy up land
and expand, including Mountain View-based Google and Adobe, which has plans to double its downtown San Jose
workforce in the coming years. Pair that with the rising costs of construction felt across the region, and analysts show that
many developers trying to kick-start a new development today would either lose money or come out even in most parts of
the city.

In other words, many projects won’t “pencil.”

However, that has not always been the case in San Jose. Currently, several high-rise developments are under construction
in the city's downtown, including:

Silvery Towers, a 640-unit luxury condominium project by Z&L Properties
Miro, a 28-floor tower with 610 units by Bayview Development
The Graduate, a 260-unit student housing tower by Swenson and Amcal

Josh Burroughs, senior development manager for San Jose-based Swenson, told the Business Journal that some of the
complex projects rising in downtown San Jose may not have broken ground if they had been started later.

"It’s a true miracle when major projects do get out of the ground in San Jose," he said. "It just so happens that
construction prices have gone up a lot in the last five months. There’s city incentives that expire, (and) land values go up
and make it more difficult to transact. There’s a lot of reasons why I couldn't tell you for certain that a specific project
would get financed."

In most conceptual design scenarios outlined by the city, construction costs account for the majority of the cost to
develop a project, and ULI data show that construction costs are increasing by about 6 percent a year. But Hudacek says
he thinks it's actually much more than that.

"These are the published Bay Area rates, but I will tell you as a practitioner, most of the chatter behind the scenes is that
construction costs have been going up somewhere between 1 percent and 1.5 percent per month for quite some time," he
said, noting that the rapid increases have added a level of unpredictability to the development process.

Pro�it 3%
Construction: Type III, Brick-and-Joist

Land price: $4.8M per acre

Density: 90 units per acre

Average monthly rent: $3,100/unit

Average unit size: 900 square feet
SOURCE: CITY OF SAN JOSE

https://www.bizjournals.com/sanjose/search/results?q=Josh%20Burroughs


2/4/2019 Rising development costs threaten San Jose's ambitious goal of adding 25,000 new housing units by 2023 - Silicon Valley Business Journal

https://www.bizjournals.com/sanjose/news/2018/05/10/how-developers-are-tackle-the-rising-costs-of.html?s=print 4/4

"That uncertainty has brought a lot of questions to the future pipeline of housing ... even the future pipeline of approved
projects and which will go forward and which won’t," Hudacek said. 

What the numbers say

Of course, the analysts offer a caveat that not all developments or developers are the same.

The numbers in city reports presented earlier this month are representative of what one might call an “average” high-
density residential development with apartments around 900 square feet in size in various parts of the city. Some
developers may be able to make a new development work out financially if they already own the land, or can tolerate a
slower rate of return, for instance. 

But the numbers bear out that many aren’t going to be able to make their projects pencil. And that’s a problem in San
Jose, which has made a public commitment to address its share of the growing housing crunch facing all of the Bay Area.

Narrowing down the problems

So what could be done now to increase housing development in the near term?

Liccardo says he’s not quite ready to talk solutions until he’s hammered out the problems. The city also plans to take a
deeper look at why construction costs have risen so sharply in recent years and who — if anyone — is benefiting most
from those increases.

When city officials start talking solutions, Liccardo says he knows many of the obvious options for the city, like reducing
development fees for affordable housing, parks and street improvements, are controversial.

“It’s understood that this is a very challenging conversation,” he said. “There are other options as well: Deferral of fees,
expediting plans, reducing setback requirements … I think these are absolutely worthwhile taking up when we have this
longer conversation.”
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