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Tech Markets Performance Index: AI Investment Boosting Office Markets

The national office market has been on rocky footing for a few years now, but better leasing 
activity combined with limited construction prevented vacancy rate spikes as expected this 
quarter – vacancy actually fell to 18.8%, while rent grew by 0.2%. What else was happening in Q2? 
Artificial intelligence (AI) investment skyrocketed in the tech sector.

Here is a quick update on how tech markets fared in the second quarter of 2023, as well as some 
specific market activity highlights worthy of continued attention with some in-depth analysis on AI’s 
impact on the tech sector. 

Office Vacancy Updates

In the first quarter of 2023, Moody’s Analytics updated tech designations based on how the metros 
performed over the past year. To recap, New Orleans, Ventura, and Greensboro dropped out of 
the emerging markets designations, while Salt Lake City and Oklahoma City were bumped up into 
that group. Even though the designations have been updated, the 2023Q2 results are following the 
old pattern: emerging markets saw their office vacancy rate decline by 70 bps, favorable in 
comparison to established tech markets which stayed flat while the national average declined by 
20 bps.

The driving force behind the emerging market’s vacancy decline were standout markets Nashville, 
Knoxville, and Buffalo. Nashville’s vacancy boasted a 340 bps drop, Knoxville experienced a 160 
bps decline, and Buffalo followed behind with a decrease of 90 bps. Of all the tech and emerging 
markets covered, 12 saw vacancy drops while 14 markets that saw a vacancy increase or flat 
movement.

Established tech metros lagged behind emerging metros and the national average, so it is not 
surprising to see that the worst performing metros this quarter were in this designation. Denver, 
Dallas, San Francisco, and Washington, DC were the main culprits: they saw vacancy increases of 
100 bps, 90 bps, 60 bps, and 60 bps, respectively. The worst emerging market performer was 
Norfolk, which saw a vacancy increase of 50 bps. This was the only emerging market that saw an 
increase of over 10 bps in the second quarter.

Office Rent Updates

Similar to last quarter, both designations of tech markets and the national average are again 
moving positively in unison. Emerging markets led the way with 0.4% rent growth but established 
markets and the national average weren’t far behind as both grew by 0.2%. Emerging markets 
showing the strongest growth has been a common theme since the pandemic. The strongest 
performing metros were littered with both emerging and established markets as the top four overall 

markets consisted of emerging markets Knoxville (1.1%) and San Bernardino (0.7%) and established 
markets Dallas (0.9%) and Baltimore (0.7%).

Out of the 11 emerging markets, Norfolk was the only emerging market with a rent drop, but it was 
only a minor 0.1% decline. Out of the 15 established tech markets, rents dropped in only three. San 
Francisco saw a sizable drop of 0.7% while Austin and San Jose decreased 0.2% and 0.1%, 
respectively.

Emergence of Generative Artificial Intelligence Investment

The emergence of GenAI and ChatGPT reinvigorated an industry during a lackluster period. 
According to PitchBook, venture capitalists have been investing heavily in AI start-ups - over $11 
billion in May alone – an increase of 86% over the same month last year.[1] Not only are start-ups 
concentrating on AI but so are established companies. Quarterly earnings calls are bursting with AI 
initiatives. Tech companies across the nation are racing to the top of the AI mountain, investing in 
that new hires that can lend their expertise to the nascent field.

For those familiar with tech, a tsunami of hype is nothing new. Tech has seen its fair share of 
products or ideas over the years that have brought with them enthusiasm and investment. While 
most don’t believe AI will go the same way as the dot.com bubble, social media platforms, or 
cryptocurrency, the new venture does have budding landmines that could limit its potential. 
Recently, chatbots have been accused of providing misinformation, a problem that AI researchers 
might not be able to fix with 100% accuracy. Lawsuits also arose after content creators accused AI 

of using their work without permission or payment. These lawsuits could be the biggest barrier to the
growth of AI since these works and publications were instrumental in the development of chatbots.

The real question, though, is when and how companies will turn a profit on this advanced 
technology. With specialized chips and data servers making the entire endeavor expensive to run, 
there needs to be a payoff with revenue-generating products that come along with it. Only then 
will it separate itself from past innovations that produced similar hype. Overall, the industry is 
confident that in due time this will be the case. Flo Crivello, CEO of AI startup Lindy, stated that this 
level of enthusiasm is unprecedented in his 12 years in the city[2]. A recent CNBC Technology 
Executive Council survey revealed that nearly half of the respondents identified AI as their top 
choice for capital allocation plans, with 63% of companies accelerating their AI investments and 
none reporting that they are not investing in AI.[3] 

Since the pandemic, emerging tech markets have been the darlings of the tech sector and 
stealing the show from the traditional tech markets. With GenAI starting to dominate the space, 
though, that recent trend could be coming to an end. According to Forbes, 43 of the world’s 50 
biggest AI companies are headquartered in the US and most can be found in California (35), New 
York (4), Texas (2) and Massachusetts (1), with one company being fully remote[4]. Not 
represented on the list are companies from the Midwest, Rustbelt, or the South. Meanwhile, San 
Francisco is responsible for 20 companies on its own. To go a step further, nearly half of the 
generative AI job postings in the past year were in San Francisco, San Jose, New York, Los Angeles, 
Boston, and Seattle. As emerging markets started to gain momentum, GenAI has really shown 
what having a powerful infrastructure can have on innovation that isn’t yet available in newer 
markets.


