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While the national and global economies sent out mixed signals during the second quarter of 2013,
the New York City economy continued to show solid improvement. When combined with latent
demand for office space, the result was many tenants taking advantage of relatively reasonable
asking rents, especially in Midtown North and Downtown, according to new research from Colliers
International.
The overall Manhattan availability rate increased only slightly to 12.1%, up from 12% in the first
quarter of 2013, and has been essentially unchanged since the second quarter of 2012 when it was
also 12.1%. In Midtown North, the availability rate declined to 12.3%, down from 12.6% in the first
quarter, but was still slightly above the 12.2% level recorded in 2012's second quarter.
Moving in the other direction, Midtown South's availability rate increased to 9.2%, up from 8.9% in
the first quarter and 8.8% last year. However, this increase was primarily due to several buildings
being brought back to the market after refurbishing rather than a weakening of demand in what is
still one of the country's healthiest submarkets. Downtown's availability rate also increased, to
15.9%, up from 15.3% in the first quarter, but still down from 16.7% one year ago.
Overall asking rents increased, ending the second quarter at $56.61 per s/f, up 1.7 percent from
$55.69 per s/f in the first quarter of 2013, and essentially even with the $56.64/sf figure recorded a
year ago. The average asking rent rose in Midtown North to $66.09 per s/f, up 1.6% from $65.07 per
s/f in the first quarter, but is still down 3.6% from the $68.53 per s/f reached in the second quarter of
2012. 
Rents continued their upward trek in Midtown South, reaching $51.52 per s/f in the second quarter
of 2013, up 1.8% from $50.59 per s/f in the first quarter, and up 17.7% from $43.76 per s/f a year
ago. Rents also rose Downtown, averaging $45.71per s/f in the second quarter, up .6% from the
$45.45 per s/f it held the previous two quarters.
The overall upward tilt in the second quarter 2013 asking rents was likely the result of at least three
different but interconnected factors:
Â· First, even after increasing during the past year, overall Manhattan vacancy rates are still
relatively low, at 6.4%, up from 6.1% in the first quarter and 5.8% at the end of the second quarter
2012.
Â· Second, at 9.5 million s/f, overall leasing activity in the second quarter of 2013 rebounded from
anemic levels in the previous two quarters, which combined saw slightly less than 10 million s/f. The
healthy second quarter â€” buoyed by a robust April, which posted just under 5 million s/f of leasing
alone â€” brought average quarterly leasing for the first half of 2013 to 7.2 million s/f. That pace is
above the average of 6.5 million square feet during the previous two years and close to the levels
reached during the exuberant period from 2005 through 2007.



Â· Third, New York City employment growth resumed after slowing in late 2012 and in early 2013.
Through May 2013 total employment had increased year-over-year between 1.5% and 1.75%.
"The return of a more stable outlook for the regional economy helped to revive leasing activity and
stabilize rent levels," said Joseph Harbert, President of the Eastern Region for Colliers International.
"The recent uptick in Manhattan leasing activity is the result of deals closing that have been
underway for some time. This increased level of activity also affirms that many companies view the
current market â€” with the economy on a modest upswing and rents still relatively favorable to
tenants â€” as a good time to make leasing decisions."
The Manhattan office market is also in the midst of a fundamental shift. Major office space users
such as financial and legal service companies had further employment retrenchments in 2013. Wall
Street-type employment, for example, is now down by 11% from pre-recession levels. Meanwhile,
the technology, consulting, and education sectors are growing but need less space per employee.
This transformation of the local economy is likely to continue for several more years and will drive
both the total demand for space and the relative performance of the city's different markets.
At the submarket level, the impact of low vacancy and availability rates on asking rents was
especially pronounced. For example, the vacancy rate for class A space in Midtown South's Penn
Plaza submarket was 2.8 percent in the second quarter, while the average asking rent jumped to
$56.08/sf, up 7.6% from $52.13 per s/f in the first quarter and up 15.9 percent from $48.37/sf one
year earlier. By contrast, Midtown North's Grand Central class A vacancy rate reached 9.5% in the
second quarter, with its $61.63/sf average asking rent down from the $61.80/sf recorded a year ago.
The demand for true trophy space also remains strong; while the supply of that space in Midtown
locations is sparse. As a result, the last quarter saw a rebound in high rent deals.
Investment Sales Activity Remains Strong
The uptick in office property sales prices reported for the first quarter of 2013 continued in the
second quarter. The average sales price reached $1,024/sf, up 28.2 percent from $799/sf in the first
quarter. Nine transactions closed in the second quarter, with a total transaction value of nearly $4
billion. For the first half of 2013, 24 transactions closed with an aggregate value of $7.8 billion.
Most of the sales activity in the second quarter involved Class A buildings, including a partial sale of
767 Fifth Avenue, the GM Building, with an implied price of $1,889/sf.
The market also saw aggressive pricing on buildings with a significant percentage of retail space.
For example, the 175,000-square-foot 1619 Broadway is a Class B building that was built in 1931
and recently sold at $1,060/sf. The new owners have also indicated they will undertake a significant
capital expenditure program to attract new tenants. However, slightly more than 25 percent of this
building is retail, and this type of retail space in the Times Square submarket has rents near
$2,000/sf.
As the second quarter was drawing to a close, the Federal Reserve indicated that it might soon
begin to reduce its purchase of mortgage-backed securities, which sent longer term interest rates
higher. The 10-Year Treasury yield quickly moved from 1.75 percent to 2.50 percent, and the spread
of mortgage bond yields over treasury rates widened. The market is now focused on what impact
the increase in borrowing rates will have on the sales market.
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