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The Manhattan office market continued its strong recovery, with Midtown, 
Midtown South and Downtown all posting positive absorption, pushing the 
year-to-date total to more than 7.5 million sf. Downtown’s cost-effectiveness, 
along with Midtown and Midtown South’s improved fundamentals, helped to 
reduce Manhattan’s overall office vacancy rate to 9.4 percent, the lowest rate 
since 2012.  

While the fourth quarter may not have been recording breaking, overall the year 
was bolstered by the strongest post-recession second quarter ($10.6 billion) 
and an above average third quarter ($9.0 billion).  As such, the 2014 total sales 
volume was the third highest total ever recorded at $36 billion range after the 
three previous years in the low $30 billion range. With 426 transactions above 
$10 million, there were considerably more transactions in 2014 than each of the 
preceding three years which experienced similar sales volumes.

The Fed recently stated that they are likely to hold rates near zero through the first 
quarter, restoring clarity to their policy plans.  However, the popular view remains 
that rates will rise sometime in 2015. The low cost of financing is continuing to 
drive high asset prices.  In the non-performing residential loan market, we have 
been seeing trades in the 80%’s of current value range primarily driven by 
securitization exits at very low rates.    

Since the recovery took hold in 2009/2010 from one of the worst recessions in 
America, property values in the “gateway” cities (New York, Boston, Washington, DC, 
Chicago, San Francisco and Los Angeles) are reaching pre-recessionary levels 
and, in some markets, beyond for “core” assets.  In the past three to six months, 
capitalization rates appear to have leveled off and remain relatively unchanged 
(according to statistics published in the PwC Investor Survey).  Given this scenario – 
has pricing reached its peak?  Many owners and investors would say...No.  
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Indicator 4Q13 4Q14

Vacancy 11.00% 9.80%

Rent $67.22 $73.30 

Absorption 1.7 MSF 1.2 MSF

Indicator 4Q13 4Q14

Vacancy 15.90% 10.50%

Rent $49.52 $50.01 

Absorption 919,563 SF 369,621 SF

Indicator 4Q13 4Q14

Vacancy 9.00% 6.80%

Rent $57.53 $57.24 

Absorption 743,541 SF 501,698 SF

Indicator 4Q13 4Q14

Vacancy 9.00% 8.10%

Rent $103.18 $133.67 

Absorption 210,164 SF 139,017 SF

Midtown Overall

Downtown Overall

Midtown South Overall

AY Top 25*

*Top 25 Class A buildings in Midtown

Manhattan  
The Manhattan office market continued its hot streak during the fourth quarter of 
2014, aided, in part, by the swift growth of New York City’s economy, which jumped 
5.4 percent during the third quarter – the fastest pace of growth since 1990. The U.S. 
Department of Labor reported that private sector employment in New York City rose 
by 81,100, or 2.3 percent, to 3,580,000 for the 12-month period ending in November 
2014. Private sector jobs rose by 24,800 between October and November, with 11,800 
of those jobs attributed to growth in the retail sector, which almost doubled its 10-year 
average. In all, the City’s unemployment rate was 6.3 percent in November, down 1.9 
percentage points year-over-year.  

Midtown
In 2014, Midtown’s overall vacancy rate dropped 120 basis points to 9.8 percent – the 
lowest rate since year-end 2007. Year-over-year, the largest decreases in vacancy oc-
curred in the Midtown Class A market. The vacancy rate decreased 300 basis points in 
the Sixth Avenue/Rockefeller submarket, 200 basis points in Grand Central, and 520 
basis points in Madison/Fifth Avenue. Midtown continues to be the premier market for 
office users; in 2014, 60 percent of leases in excess of 100,000 square feet (sf ) occurred 
in Midtown.  

During the fourth quarter, online retail giant Amazon inked a 17-year, full-building 
lease for 470,000 sf at 7 West 34th Street. Law firm Schulte Roth & Zabel added 15 
years to its headquarters lease at 919 Third Avenue, shrinking its footprint from 
350,000 sf to 284,000 sf in an early renewal that enabled the firm to lock in today’s 
rents as the market continues to tighten. 

Midtown South
Midtown South continues to be the tightest market in Manhattan, with an overall 
vacancy rate of 6.8 percent. Unwavering demand from the creative and technology 
sectors has driven the vacancy rate to its lowest level since 2006, leading to an uptick 
in rents. 

Eleven new leases in excess of 100,000 sf were completed in Midtown South in 2014, 
including a 194,000-sf, long-term lease by Buzzfeed at 225 Park Avenue South – one 
of the largest leases completed by a media or technology firm over the course of the 
year. Buzzfeed’s new office was previously occupied by the Port Authority of New York 
and New Jersey, which is moving to 1 World Trade Center in 2015. Additionally, Google 
signed a lease for 180,000 sf at 85 10th Avenue. Other leases during the fourth quarter 
of 2014 include a 77,923-sf sublease by Palantir Technologies at 430 West 15th Street, 
and Restoration Hardware’s 65,000-sf lease at 9-19 Ninth Avenue.  

Downtown
Downtown capped a record year with the opening of 1 World Trade Center. The 
building welcomed its first tenants in November, as Conde Nast moved approximately 
175 employees to floors 20 through 44. 

Leasing



Significant leasing activity resulted in nearly two million sf of 
positive absorption, helping to reduce the Class A vacancy rate 
to 11.3 percent from 15.9 percent one year ago – the largest 
year-over-year drop in vacancy among the three markets.  
Currently, the overall vacancy rate stands at 10.5 percent, a 
decrease of 340 basis points from year-end 2013. Still considered 
a value play, Downtown Class A rents stand steady at $53.46 
per-square-foot (psf ), with the World Trade Center submarket 
averaging $68.91 psf.  

Two of the largest leases in the fourth quarter were signed by 
IP Soft, which renewed and expanded by 56,000 sf for a total 
footprint of 97,955 sf at 17 State Street. At the newly completed 
1 World Trade Center, High 5 Games took a total of 87,000 sf 
on the 58th and 59th floors. Also at 1 World Trade Center, xAd 
took 43,849 sf, KiDS Creative signed for 34,775 sf, and Servcorp 
took 34,775 sf
   
Manhattan Market Summary
The Manhattan office market continued its strong recovery, with 
Midtown, Midtown South and Downtown all posting positive 
absorption, pushing the year-to-date total to more than 7.5 
million sf. Downtown’s cost-effectiveness, along with Midtown 
and Midtown South’s improved fundamentals, helped to reduce 
Manhattan’s overall office vacancy rate to 9.4 percent, the lowest 
rate since 2012.  

The overall average asking rent in Manhattan increased 6.8 
percent year-over-year to $65.19 psf.  Manhattan Class A average 
asking rents increased to $73.20 psf from $67.02 psf a year ago. 

At year-end, Midtown Class A average asking rents stood at 
$82.31 psf, the highest recorded rent since year-end 2008, when 
rents topped $85.55 psf. The Plaza District continues to be the 
priciest submarket within Midtown – and the entire New York 
City market – with the average asking rent at $138.99 psf. Class 
A space in the Plaza District increased by a blistering 26 per-
cent from year-end 2013, representing the highest jump in the 
market. Sixth Avenue/Rockefeller Center’s vacancy rate dropped 
to 8.7 percent -- its lowest level since 2008 -- while rents for the 
submarket jumped 10 percent this year to $80.10 psf for Class 
A space. The Midtown market saw the largest year-over-year 
increase in average asking rental rate, which increased by 9.0 
percent. Midtown’s resilience can be attributed to tenants back-
filling space faster than expected.  

Midtown South Class A average asking rents closed the quar-
ter at $79.40 psf, an increase of 123 percent from 10 years ago, 
when the average rent was $35.48 psf; a price increase which 
took Midtown Class A asking rent took 20 years to achieve.  

Leasing activity registered nearly 31 million sf in transactions 
this year.  There were 51 leases in excess of 100,000 sf completed 
in Manhattan in 2014, 12 of which were signed in the fourth 
quarter. 

Downtown Migration: With Midtown South’s rental rates at historic highs, leasing activity in the Downtown market should remain 
strong. Companies are being priced out of Midtown South, and Downtown Class A space is nearly $26.00 psf lower than Midtown South 
Class A rents. Hugo Boss recently moved Downtown from the Chelsea/Meatpacking district, reflecting this migration.  

Leasing: While TAMI tenants continue to drive a significant portion of the market’s overall leasing activity, finance and legal services 
represented 6 of the top 10 leases of 2014. The financial services sector, in particular, appears to be making commitments with leases by 
Bank of New York Mellon, JP Morgan Chase and TD Bank helping to push the financial sector’s leasing totals over 6.5 million square feet in 
2014 compared to 4.8 msf a year ago.  

Subleases:  A spike in sublease vacancies may be on the horizon. Today’s companies want efficient space, and new space  
is becoming more cost effective than reconfiguring older space. 

Tenant Type Address Square Feet

Amazon New Lease 7 West 34th Street 470,000

Schulte, Roth & Zabel Renewal 919 Third Avenue 282,102

MUFG Union Bank New Lease 1221 Avenue of the Americas 210,700

TD Bank New Lease One Vanderbilt Avenue 200,000

Buzzfeed New Lease 225 Park Avenue South 194,123

Address Square Feet Market

4 World Trade Center 859,132  World Trade Center 

4 Times Square 817,252  Times Square/West Side 

180 Maiden Lane 728,736  Financial District 

1 World Trade Center 671,699  World Trade Center 

1633 Broadway 415,467  Times Square/West Side 

Top 4Q 2014 Leases

Largest Block of Space Currently Available

Trends to Watch

E. & O.E.: The information contained herein was obtained from sources which we deem reliable and, while thought to be correct, is not guaranteed by Avison Young
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Investment Sales OverviewMarket Data Points

The Market Remains Strong…

The sales volume of the Manhattan investment real estate market slightly lagged in 
the fourth quarter 2014 with $11.2 billion in sales volume compared to fourth quar-
ter 2012 and 2013 with a sales volume of $11.8 billion and $13.5 billion, respectively. 
With 116 transactions, the fourth quarter 2014 had a smaller average deal size than 
the preceding two year’s fourth quarters. 

While the fourth quarter may not have been recording breaking, overall the year 
was bolstered by the strongest post-recession second quarter ($10.6 billion) and an 
above average third quarter ($9.0 billion).  As such, the 2014 total sales volume was 
the third highest total ever recorded at $36 billion range after the three previous 
years in the low $30 billion range. With 426 transactions above $10 million, there 
were considerably more transactions in 2014 than each of the preceding three years 
which experienced similar sales volumes. 

With the exception of the record year 2007 when Manhattan investment sales 
totaled $51 billion, the middle market total sales of $13.1 billion in 2014, which is 
characterized by of deals in the $10 - $150 million range, outperformed every year 
since 1995. The average middle market deal size of $36.1 million in 2014 is in line 
with the average deal size since 1995 in real dollars despite a buying power increase 
of over 62 percent during that same time period. 

Still $15 billion short of the 2007 levels, investment sales have had year-over-year 
growth each year since bottoming out in 2008 at $18 billion. The current 2014 total 
of $36.3 billion is the third highest recorded behind 2007 and the $38.5 billion in 
2008, however the extensive list of pending deals could dramatically change the 
totals for the year should be included in the 2014 final totals. Publicly announced 
and expected to be part of the final 2014 totals, the pending closing of 1095 Avenue 
of the Americas at $2.25 billion from Blackstone to Ivanhoe Cambridge JV Callahan 
Capital Partners will be the largest transaction since the 2008 sale of the GM build-
ing. Equally as notable, the legendary Waldorf-Astoria on Park Avenue is under 
contract to sell for $1.95 billion to Anbang Insurance Group from Hilton Worldwide. 
Ivanhoe Cambridge (Canada) and Anbang Insurance (China) are prime examples the 
voracious foreign appetite for Manhattan real estate investments with the two larg-
est acquisitions since 2008.

In 2013, 50 transactions totaling $8.3 billion were closed with capital that originated 
from foreign investors with China, Canada and Norway as the largest sources, in that 
order. In 2014, 56 transactions totaling more than $13.4 billion closed with the larg-
est investors emanating from Canada, China, Singapore and Norway–each with over 
a billion in transaction volume. As a result of unsettled foreign economies, foreign 
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Foreign investment will continue to grow as a percentage of the overall investment sales market, as instability persists in  
foreign markets. 

The probability of 2015 investment sales volumes reaching peak levels will be dependent on the timing of the Fed’s decision on 
interest rate increases.  

Trends to Watch

E. & O.E.: The information contained herein was obtained from sources which we deem reliable and, while thought to be correct, is not guaranteed by Avison Young

Address Price SF Price/SF Buyer Seller Type

1740 Broadway $605.0 million  601,000 $1,007 Blackstone Vornado Realty Trust Office

530 Fifth Avenue $595.0 million  537,800 $1,106 Thor Equities JV GGP

Rockwood Capital JV 
Murray Hill Properties 
JV Jamestown, L.P. JV 
Crown Acquisitions

Office

21 Penn Plaza $244.0 million  375,000 $651 TIAA-CREF
Savanna JV Feil 
Organization Office

386 Park Avenue South $200.0 million  260,000 $769 Heng Seng Realty
Principal Real Estate 
Investors JV William 
Macklowe Co

Office

485 Seventh Avenue $182.0 million  235,000 $774 Lightstone Group Abraham Talassazan Office

Top 4Q 2014 Sales

participation in the U.S real estate markets has boomed. As 
a benchmark of foreign participation in the Manhattan real 
estate market, in 2007 when the total sales were over $50 bil-
lion, foreign capital only contributed 12 percent ($6.4 billion), 
compared to 2014’s $13.4 billion where foreign capital contrib-
uted to 37 percent of the total sales volume.  

Office properties continued to dominate the Manhattan 
investment sales market with 51 percent of sales in the fourth 
quarter. Accounting for 7 of the top 10 transactions, the of-
fice sales market was in the usual conspicuous spot atop the 
quarterly sales. The largest recorded sale, not including the 
aforementioned pending transactions, was the Norges Bank 
acquisition of a 45 percent stake in the Citigroup Center on 
53rd Street for $1.8 billion. The second largest recorded sale 
in the quarter was of the retail variety. Fronting a prime Fifth 
Avenue location, Vornado Realty Trust and Crown Acquisitions 
purchased 2 East 55th Street with tenants including De Beers, 
Bottega Veneta, Pucci and Kering SA for $700 million repre-
senting the only retail sale greater than $100 million. 

Apartment sales accounted for only 1 of the quarterly top ten 
deals. Despite few sales over $100 million, retail and apart-
ment sales were plentiful throughout the quarter. Comparing 
the top three assets types by total volume and number of 
transactions: 19 office sales totaled $5.8 billion, 50 apartment 
building sales totaled $2.9¬ billion and 31 retail sales totaled 
$1.4 billion–clearly demonstrating a much larger deal size in 
office assets. 

In mid-December the Federal Reserve announced that it would 
be patient on the timing of the first interest-rate increase since 
2006. Essential to the economy’s growth in the post-recession 
recovery, the low interest rates have been a boon to the real 
estate recovery in particular. Replacing the “considerable time” 
forecast previously released, the Federal Open Market Commit-
tee stayed consistent with the intention of holding rates low, 
though left more flexibility to begin normalizing the stance of 
monetary policy in 2015. Avison Young believes the low inter-
est rates and increasing foreign demand will continue to drive 
a strong Manhattan investment sales climate in 2015.
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Loan Sales OverviewMarket Data Points

The Fed recently stated that they are likely to hold rates near zero through the first 
quarter, restoring clarity to their policy plans.  However, the popular view remains that 
rates will rise sometime in 2015.  

Despite this sentiment, signals suggest that the trend could be towards continued 
lower interest rates with a risk they could go even lower.  Indeed, the rate on the 
10-year treasury recently dipped below 2.10%.  With worldwide turmoil increasing, the 
flight to quality of safe US assets including treasuries, blue chip stocks, and prime real 
estate in gateway cities is only escalating.  

However, we are seeing inflation only in the high end of the market – luxury goods and 
Class A real estate – while the majority of the populous remains cautious with their 
spending.  The credit curve is steepening and only larger institutions and high quality 
borrowers are benefiting from the low rate environment.  

Any rise in rates could cause the dollar to strengthen further, with the ultimate risk 
towards deflation.  This is currently a very real threat in Europe, with the low growth 
and the central bank arguably not responding aggressively enough to the situation.  
Also, rising rates could weaken the economy here.  

What does all this mean for US assets?  

The low cost of financing is continuing to drive high asset prices.  In the non-perform-
ing residential loan market, we have been seeing trades in the 80%’s of current value 
range primarily driven by securitization exits at very low rates.  There is strong demand 
for yield from investors driving focus on real estate related loans and other consumer 
asset classes. 

Despite low rates to prime borrowers, banks remain very restrictive in the types of 
lending they provide and capital is expensive and scarce to everyone else.  

We see the primary challenge in our market for 2015 to make capital available to the 
rest of the market.  For example, whereas a well-capitalized institutional lender can 
borrow or finance assets at rates below 3%, a private lender may still have to pay in the 
6%+ range with a conservative advance rate that forces them to utilize capital that for 
them is scarce.  We expect to see strong continued demand for assets and hopefully 
some creativity to implement financing structures that will create market efficiency 
through the middle of the market, not just at the high end.  

12/29/2014 FNMA Interactive Stock Chart | Yahoo! Inc. Stock  Yahoo! Finance

http://finance.yahoo.com/echarts?s=FNMA+Interactive# 1/1
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12/29/2014 FMCC Interactive Stock Chart | Yahoo! Inc. Stock  Yahoo! Finance
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Federal Home Loan Mortgage Corporation (FMCC)   Watchlist
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Look for more private lenders to enter the market at competitive rates. 

Trends to Watch

Federal National Mortgage Association 
(FNMA)

Federal Home Loan Mortgage 
Corporation (FMCC)
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Valuation & Advisory OverviewMarket Data Points

Cap. Rates...So Where Do We Go From Here?

Since the recovery took hold in 2009/2010 from one of the worst recessions in 
America, property values in the “gateway” cities (New York, Boston, Washington, DC, 
Chicago, San Francisco and Los Angeles) are reaching pre-recessionary levels and, in 
some markets, beyond for “core” assets.  With an insatiable appetite, domestic and 
international investors have been hungry to deploy capital, resulting in the compres-
sion of cap rates to record lows for office, hotel, residential, and industrial property.  
In some instances, the demand for such product has driven cap rates so low creating 
“negative arbitrage” (when cap rates are at or lower than interest rates).  Global strife 
in the Middle East, unrest in Ukraine, and struggling economies throughout Europe 
have caused grave concern for investors, resulting a view that the U.S is the most 
stable country in the world.  While domestic investors grabble to find “yield,” interna-
tional investors look for a “safe haven.”

In the past three to six months, capitalization rates appear to have leveled off and 
remain relatively unchanged (according to statistics published in the PwC Investor 
Survey).  Given this scenario – has pricing reached its peak?  Many owners and inves-
tors would say...No.  As most markets continue to recover and move into expansion 
mode, supply and demand characteristics are most critical to understand and are 
market specific.  As we move into 2015, owners and investors are projecting “real” 
growth in many of the core markets and are applying rent spikes and diminish-
ing concession packages to support pricing and yield.  The expectation is that the 
growth in market rents will be higher than inflation in the next two to three years.  
Although many institutional buyers pay all cash, a way to improve yield is through 
“leverage” (the placement of debt), which could drive yield from single digits to 
double digits in some cases, depending on the amount of financing placed.

Overall, investors are having a hard time finding “yield” to commensurate with cur-
rent price levels.  Moving away from the “core” cities, investors are now seeking prod-
uct in secondary markets (i.e., Minneapolis, Austin, Denver, Charlotte, and Orlando) 
and/or value-added properties, and they are being compensated with lower pricing 
to offset higher risk.  As a result of the strong demand by investors to own commer-
cial real estate, current owners are able to monetize large assets and large portfolios 
by selling minority interests (typically 49%) without any discount.  Lastly, ownership 
can raise capital by forming a REIT and monetize its real estate holdings through a 
public offering.  Recently, Paramount Group, a German investor in U.S. core office 
buildings, reportedly raised $2.5 billion in an IPO filed in August, which represented 
the largest offering in U.S. history, just ahead of Blackstone’s $2.35 billion IPO of 

“As we move into 2015, owners 
and investors are projecting “real” 
growth in many of the core markets 
and are applying rent spikes and 
diminishing concession packages 
to support pricing and yield. ” 

“With an insatiable appetite, 
domestic and international 
investors have been hungry to 
deploy capital, resulting in the 
compression of cap rates to 
record lows for office, hotel, 
residential, and industrial 
property. “

“One thing that appears uncer-
tain though is the global crisis, 
which will certainly continue 
to bi-furcate investors for those 
seeking yield and a safe haven.“



As many investors are finding transactions more difficult to price in accordance with their yield requirements, will spreads 
between “core” and “value-added” investments continue to narrow.

Will a late Black Friday and a shortened shopping season impact retail sales?  Coupled with many believe is still...a slow economic 
recovery, drain on household income, and lackluster consumer confidence...it remains to be seen whether sales will favor or disenchant 
owners, investors, and retailers – and could we see another wave of consolidation and/or store closings in 2015.

The rise in interest rates has always been in the back of investor minds and will rates continue to remain low throughout 2015, 
which many predict, and at what point will investors begin to consider a possible rate increase in their pricing analysis?  

Trends to Watch

Hilton Worldwide Holdings in December 2013, which report-
edly reflected a yield slightly below 4.5%.         
      
The 10-year Treasury, which is about 50 basis points lower than 
a year ago, is currently in the 2.25% range, a fairly unattractive 
yield.  For the stock market, although on the brink of reach-
ing a record level, fluctuations pose uneasiness for many as 

an investment vehicle.  As 2014 comes to a close, a majority of 
investors feel that in 2015 interest rates will not fluctuate much 
from current levels, yields will remain low, margins will remain 
thin, and most markets will continue to recover and/or expand.  
One thing that appears uncertain though is the global crisis, 
which will certainly continue to bi-furcate investors for those 
seeking yield and a safe haven. 



Notes



honesty and integrity  
are givens in all we do. Openness, fairness 
and ethical behavior form the rock-solid 
foundation of our business and reputation.

Investing in our people  
is a priority that supports achievement of 
superior results for our clients and strong 
returns for our principals.

a principal-led business model  
in which primary equity holders are 
directly involved with and accountable to 
clients creates close alignment, both within 
the firm and with client interests.

elimination of service line silos  
is an Avison Young best practice that 
enables the delivery of truly integrated 
solutions and maximizes the quality of 
those solutions.

Open-source solution  
approach makes sure our clients’ best 
interests are always our focus, and enables 
the right resources to be assigned to  
every opportunity.

the Five Pillars of the 
avison Young Culture
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